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PREFACE 


The  third  edition  of  this  book  incorporates  some  important  changes 
when  compared  with  previous  editions — changes  which  we  believe  will 
make  the  book  more  relevant  to  the  careers  of  managers  in  the  1970s,  as 
contrasted  with  earlier  times  when  the  first  two  editions  were  published. 

Specifically,  this  is  the  only  book,  we  think,  which  forces  analysis  in 
equal  depth  of  the  technical-economic  side  of  management  and  the  hu¬ 
man  side  of  management.  Cases  are  all  written  with  data  on  both  of  these 
aspects  of  managerial  problems  (managerial  decisions).  The  readings 
represent  both  viewpoints,  so  that  the  student  may  gain  a  deeper  under¬ 
standing  of  what  is  going  on  in  the  case  situation. 

A  second  important  innovation  has  to  do  with  identification  of  six 
important  problem  areas  which  every  manager  must  face,  and  in  con¬ 
nection  with  which  a  balance  of  technology  and  human  behavior  must 
be  achieved.  These  key  issues  form  the  themes  of  Parts  I  through  VI: 

The  philosophy  and  attitudes  of  a  managerial  decision  maker  (Part  I) 
Strategic  planning  and  organization  design:  What  kinds  of  goals  and 
objectives  might  balance  “things”  and  “people”?  What  kind  of  plan¬ 
ning  process  might  achieve  such  balance?  (Part  II) 

Financial  control  as  it  relates  to  human  behavior  (Part  III) 

Rational  decision  making  (management  science),  utilized  by  expert  staff 
men,  as  it  relates  to  human  behavior  (Part  IV) 

How  leadership  action  and  organization  development  techniques  affect 
both  the  technical  efficiency  of  a  firm  and  the  human  motivation  in 
a  firm  (Part  V) 

The  social  responsibility  dilemma:  The  responsibility  for  production  (ef¬ 
ficiency  of  technology)  balanced  against  the  responsibility  for  other 
aspects  of  “the  good  society”  (Part  VI) 

A  third  innovation  has  to  do  with  the  second  and  last  key  issues  men¬ 
tioned  above.  This  book  takes  the  position  that  the  social  responsibility 
for  production  (production  of  a  good  or  service  for  society  “out  there”) 
is  an  important  end  in  itself.  It  is  on  an  equal  footing  with  other  human 
values,  which  are  also  noble  ends  in  themselves:  clean  air,  equality 
among  men,  freedom,  relief  from  poverty,  and  so  on.  The  manager  as  a 
functionary  in  his  organization  must  give  these  often-conflicting  values 
consideration,  facing  the  tough  dilemmas  involved.  It  will  do  little  good 
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valueSnflliPn^1  CXperf 1 ac?  in  tryinS  t0  aPPly  deep,  basic,  “pure” 

lorS  fl  ?  d  US  grCatly  When  trying  t0  make  sense  out  of  applying 
social  science  to  cases.  y  ® 

The  authors  are  indebted  to  the  General  Electric  Advanced  Manage 

t0  d°  reSearch  With  cases  and  theories, 
°  pubhsh  two  volumes  and  use  these  as  teaching  devices  in 

we  were  erovh^^  Wlth  bu®in®ssmen- 1x1  the  process  of  that  research, 
we  were  groping  our  way  with  theories  and  cases.  Lawrence  Klein  from 

Join  Sirn  a/aW  SCh°°1:  Paul  J°naS’  Wh0  has  desses  in  economS 

thefecuhv  of  C^Sran  C°lu“bia:  and  Samuel  Glu<*>  a  philosopher  on 
e  faculty  of  City  College,  aided  m  gathering  concepts.  That  procedure 

went  something  like  this:  One  of  the  authors  would^ead  the  cSes  and 

“Whv  S  naiV?  quastl°ns  of  *e  three  specialists.  For  example,  to  Klein- 
by  d  people  obey  laws  (°r  company  poUcies)?”  Or,  to  Jonas:  “Why  is 
“Wht°r^an I  m°Vmg  lts  plant  from  Chicago  to  Buffalo?”  Or,  to  Gluck- 

nates  ^thUdS"'  ^ 

„„  Tb®  researchers  would  come  back  with  a  series  of  abstracts  of  theories 

f  P  a1  ScheJmes’ We  would  then  try  to  eliminate  bias  in  the  total 
spread  of  readings  by  asking:  Is  there  an  important  opposing  point  of 

,Z  W‘  8“  “  abS*raCt  WhiCh  giVeS  “  di*ere“  «Ker 

This  process  was  repeated  in  research  in  connection  with  the  Co- 

C^rUrT^m’  f°r  WhiCh  WC  express  appreciation  to  Dean  Courtney 
C.  Brown  and  Clarence  C.  Walton,  President  of  Catholic  University  fS 

^d  eSEXll,?  ,h'  ^  F°Unda,i<m  **  Ibis  Urn*  we 

^excellent  help  from  our  colleagues.  Boris  Yavitz  gave  us  help  in  the 

field  of  engineering  and  operations  research.  Kirby  Warren  helped  in 
wntmg  cases,  and  lent  expertise  in  managerial  economics  and  financial 
planning.  John  Hutchinson  wrote  one  of  the  cases  in  which  a  great  deal 
of  knowledge  of  manufacture  and  labor  relations  was  necesS“  Sd 
Abrahams,  of  the  Bureau  of  Applied  Social  Research,  provided  sugges¬ 
tions  m  the  field  of  sociology.  p  sugges- 

We  also  acknowledge  the  contributions  of  former  students  in  the  semi- 
nar  Science  and  Philosophy  in  Policy  Decisions  for  nine  of  the  readings 

cJ[n  !hls  edltlon  are  indebted  for  case  materials  to  two  Wharton 
School  colleagues,  Richard  Swersey  and  Wayne  Howard,  and  to  Messrs 

Jeiprof  f  ’  AVrGl  oaS°n’  E‘  GeraW  Hurst>  and  Ray™nd  Vernon 
Professor  Newman  Peery  of  Simon  Fraser  University  has  been  of 

great  help  in  this  edition  in  finding  theoretical  concepts  to  apply  to  the 
cases,  m  framing  the  questions  which  link  theory  to  practice  and  in 

in  fwT  m^Ch  indication  of  how  this  book  might  be  used  is  given 
m  the  mdmdua1  case  introductions,  little  need  be  said  here  about  what 
the  individual  teacher  may  want  to  do  in  this  respect.  We  do  not  claim 
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to  have  been  either  exhaustive  or  comprehensive  in  selecting  which 
theories  apply  to  a  given  case.  In  fact,  the  teacher  may  want  to  take  other 
theories,  in  his  experience  found  useful,  which  illuminate  the  funda¬ 
mental  forces  at  work  in  any  given  case  situation. 

In  most  instances,  the  questions  included  in  the  case  introduction  to 
tie  theories  to  the  case  situation  are,  at  least  in  one  sense,  “nondirective.” 
They  ask  a  practical  question,  referring  to  a  theory  which  is  useful,  but 
without  indicating  how  a  theory  would  indicate  the  answer.  Thus,  in¬ 
stead  of  asking,  “How  does  the  theory  of  individual  motivation  explain 
how  people  react  to  forceful  leaders?”  we  ask,  “From  the  viewpoint  of 
motivation  theory  why  is  Mr.  Johnston  saying  what  he  does,  and  why  do 
you  think  the  branch  managers  react  the  way  they  do?” 

One  can  easily  perceive  that  any  teacher  or  student  may  see  theories, 
events,  or  causes  of  problems  that  the  authors  have  not  included.  Far 
from  being  a  diversion  in  class  or  a  source  of  confusion,  this  would 
represent  a  very  constructive  course  of  events.  So  long  as  the  teacher 
bears  in  mind  that  the  main  goal  of  the  instruction  is  clear,  deep,  precise 
thinking,  and  practice  in  relating  theory  to  cases  in  action  decisions 
— and  so  long  as  he  makes  this  known  through  example  in  the  class¬ 
room— he  will  not  be  thought  of  by  students  as  conducting  a  confused, 
purposeless,  nonsystematic  discussion.  Why?  First,  because  the  world 
does  not  come  in  neat  formulas,  and  the  cases  are  miniature  representa¬ 
tions  of  reality.  Second,  theories  and  conceptual  schemes  do  not  fit  to¬ 
gether — there  is  no  universal  common  language  or  way  of  predicting  the 
world  between  economics  and  psychology.  The  resulting  class  discus¬ 
sions  will  therefore  tend  to  be  highly  creative  and  highly  motivated,  all 
the  while  referring  to  concepts  and  theories  which  have  meaning  to  the 
business  school  student  in  terms  of  his  problems  in  business,  and  at  the 
same  time  have  more  precision  and  power  than  cases  used  without  the 
benefit  of  theory. 

The  method  we  prefer  for  structuring  class  discussions  is  to  divide 
total  class  time  into  two  parts;  to  make  an  arbitrary  split  between  (1)  the 
time  devoted  to  analysis  and  diagnosis  (questions  and  theoretical  read¬ 
ings  are  labeled  that  way  in  the  case  introductions),  and  (2)  the  time 
devoted  to  solutions— to  managerial  and  policy  questions.  For  example, 
if  a  complex  case  requires  four  class  meetings,  three  might  be  devoted 
to  the  first  decision-making  phase  and  one  to  the  second  phase.  While 
the  teacher’s  manual  will  give  some  suggestion  of  the  time  that  might 
be  allotted  to  each  case,  the  individual  instructor  would  do  well  to  experi¬ 
ment  with  time  allocations,  making  his  own  guess  as  to  how  much  effort 
is  involved. 

A  second  method  for  approaching  class  work  is  to  start  first  with 
solutions  or  policy  questions  (alternative  courses  of  action),  bringing  in 
the  analytical  and  theoretical  work  as  action  solutions  are  proposed.  If 
this  plan  is  used,  it  requires  much  more  intensive  and  high  quality  in¬ 
dividual  student  study  before  class.  It  also  requires  some  precision  on  the 
part  of  the  instructor  in  listing  advantageous  and  disadvantageous  conse¬ 
quences  to  various  alternative  solutions,  based  on  the  underlying  predic¬ 
tions  from  theoretical  readings. 

The  advantage  of  this  approach  lies  in  the  fact  that  less  class  time, 
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and  fewer  numbers  of  class  meetings,  are  required  for  rigorous  analysis 
and  solution.  J 

As  a  final  point  from  our  teaching  experience,  we  believe  that  the  fact 
that  no  case  can  be  solved  in  a  discussion  of  limited  time,  with  compre¬ 
hensiveness  and  dear  agreement,  should  be  recognized  clearly  The 
clock  runs  out  on  all  case  discussions,  and  this  has  educational  value  too 
In  the  business  world,  decisions  could  be  researched  and  talked  about' 
with  enormous  amounts  of  data  being  gathered,  and  in  the  end  someone 
must  use  judgment  at  some  point  of  time  to  stop  the  decision-making 
process.  Therefore,  students  and  teacher  alike  may  do  well  to  recotmize 
and  accept  this  fact.  Policy  makers  and  managers  need  courage  and  a 
willingness  to  face  ambiguity  in  their  decisions,  where  there  is  no  overaU 
conceptual  scheme  which  gives  them  certainty  and  predictability. 

FmaUy  we  express  our  appreciation  in  this  edition  to  Carol  Summer 
who  handled  the  large  task  of  cross-referencing  the  manuscript’s  cases 
and  readings  and  performed  all  the  tasks  of  an  editor;  to  Marie-Claude 
Pasquier  for  her  valuable  assistance  in  Geneva;  and  to  the  ftntr! 
d’Etudes  Industrielles  (C.E.I.)  in  Geneva  for  its  support  of  our  efforts. 


February  1973 


C.  E.  S. 

J.  J.  O’C. 
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PART  I  Philosophy  of  Science 
and  Philosophy  of  General 
Management 


Chapter  1.  THEORY  AND 
PRACTICE  IN  GENERAL 
MANAGEMENT 


THE  RELATION  BETWEEN  THEORY  AND  POLICY  DECISIONS 

It  is  one  of  the  central  theses  of  this  book  that  theories  are  powerful 
aids  to  decision  making  by  general  managers  in  policy  systems  of  today 
— in  large  complex  institutions  of  the  second  half  of  the  20th  century. 
They  are  powerful  in  that  they  help  in  diagnosis  and  identification  of 
managerial  (action  and  policy)  problems,  in  the  clarification  of  goals 
which  managers  are  attempting  to  reach,  and  in  the  prevention  of  harm¬ 
ful  unintended  consequences  which  managers  might  overlook  without 
the  use  of  theory.  They  are  powerful,  also,  because  they  call  attention  to 
a  wide  variety  of  forces  at  work  in  the  managerial  system — technological 
forces,  economic  forces,  sociological  forces,  political  forces,  and  psycho¬ 
logical  forces.  They  prevent  the  executive  from  unknowingly  making 
decisions  which  satisfy  one  goal  while  seriously  compromising  another, 
and  from  concentrating  on  good  technological  and  economic  subsystems 
(within  the  larger  policy  system)  while  doing  damage  to  the  human 
subsystems.1  Conversely,  they  prevent  him  from  concentrating  on  sat¬ 
isfying  and  harmonious  human  subsystems  while  doing  damage  to  effi¬ 
cient  technological  and  economic  subsystems.2  Finally,  theories  are  valu¬ 
able  to  the  general  manager  in  assembling,  organizing,  and  allocating 
physical  resources  in  the  policy  system,  and  in  organizing  and  influenc¬ 
ing  the  behavior  of  human  beings  in  that  system. 

The  second  central  thesis  of  this  book  is  that  theories  have  serious, 
sometimes  even  dangerous,  limitations  for  managers  who  must  make 


1  The  term  “human  system,”  as  we  use  it,  refers  to  any  frame  of  reference  which  describes 
or  predicts  how  human  beings  will  act  or  behave.  Thus  political  science  and  legal  philosophy 
undertake  this  kind  of  explanation  as  well  as  sociology,  psychology,  and  small  group  theory. 
The  term  “technological  and  economic  system,”  as  we  use  it,  refers  to  the  sum  total  of  all 
structures  and  dynamic  events  that  are  of  a  nonhuman  nature.  Plants,  machines,  flow  of  goods 
in  process,  inventories  of  goods,  money  inventories,  cash  flows,  accounting  systems,  formal 
organization  structures,  job  descriptions,  and  the  like,  fall  within  the  meaning  of  this  concept. 

2  This  is  not  meant  to  imply  that  technological  systems  are,  or  are  not,  ends  in  themselves. 
They  satisfy  human  needs  through  production  of  goods  and  services,  through  provision  of 
employment,  and  in  some  cases  through  provision  of  a  psychologically  secure  place  to  “be¬ 
long”  in  a  large-scale  society. 
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decisions  in  large  complex  policy  systems  of  today.  Stated  in  a  reciprocal 
way,  judgment  or  intuition  (often  referred  to  as  ‘‘art,”  as  opposed  to 
“science”  of  management)  has  a  powerful  place  in  decision  making  by 
general  managers. 

Any  one  theory,  or  any  group  of  theories  in  a  discipline,  does  not 
represent  reality  in  the  total  policy  system,  and  may  lead  the  manager 
to  suboptimize,  or  overemphasize,  one  part  of  the  system  to  the  exclusion 
of  another.  For  example,  political  forces  may  be  overlooked  while  eco¬ 
nomic  forces  are  stressed  or  political  forces  may  be  stressed  and  psycho¬ 
logical  forces  minimized. 

It  may  seem  a  paradox  that  theories  seemingly  have  contradictory 
effects  on  the  decision-making  mind  at  the  same  time:  they  prevent  unin¬ 
tended  consequences  on  the  one  hand,  but  they  encourage  such  conse¬ 
quences  on  the  other.  The  answer  to  this,  to  be  more  fully  explained  later, 
hinges  on  how  theories  are  used — in  the  degree  of  comprehensiveness 
in  their  use,  in  the  open-minded  entertainment  of  diverse  views,  and  in 
the  judgmental  courage  to  pick,  choose,  test,  and  modify  theory  in  action 
situations.  Another  limitation  in  the  use  of  theories  is  that  they  often  do 
not  suggest  alternatives  in  terms  of  things  that  are  operational  for  the 
executive— -in  terms  of  things  he  can  take  hold  of  and  change  in  the  world 
of  action.  Though  theories  may  be  operational  for  the  scientist  in  terms 
of  his  controlled  and  measured  experiments,  practicing  managers  react 
to  this  limitation  by  calling  them  “longhair”  ideas,  “up  in  the  clouds.” 

A  third  and  final  thesis  held  by  the  authors  is  that  there  is  such  a 
concept  as  “the  managerial  mind,”  or  “the  policy  orientation,”  which 
bridges  the  gap  between  the  power  of  science  and  theory  on  the  one  hand 
and  the  limitations  of  theory  in  practice  on  the  other.  This  particular 
orientation  is  characterized  by — 

Managerial  or  Policy  Attitudes  and  Methodology.  These  consist  of  a 
cluster  of  attitudes  about  the  nature  of  policy  systems  and  policy  makers, 
and  a  philosophy  of  general  management  as  an  endeavor  in  life,  as  con¬ 
trasted  with  scholarship  (science  or  philosophy)  or  applied  science. 

Substantive  Theory  of  Policy  Decision  and  Management  This  theory  is 
of  two  kinds:  first,  recognition  of  the  major  policy  issues  faced  by  leaders 
in  policy  systems  which  are  enduring  through  changing  times  and  which 
are  faced  by  leaders  in  all  types  of  institutions  (government,  business, 
medical,  voluntary  associations),  and  at  varying  levels  of  hierarchy  (divi¬ 
sions,  departments,  whole  industries);  and  second,  selected  key  disci¬ 
plines  and  key  concepts  within  these  disciplines  which  are  of  high  rele¬ 
vance  to  the  major  policy  issues. 

A  tentative  formulation  of  the  first  of  these  ideas  (managerial  atti¬ 
tudes  and  methodology)  is  presented  in  Chapters  1  through  3  of  this  book. 
Evidence  for  this  concept  as  well  as  practice  in  its  application  is  provided 
in  the  cases,  the  theoretical  readings,  and  the  case  introductions.  Regard¬ 
ing  the  attitudinal-methodo logical  aspects  of  the  managerial  mind,  the 
authors  make  no  claim  that  the  statements  on  these  pages  are  the  last 
word,  or  even  that  the  attitudes  and  methodologies  are  in  final,  sys- 
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tematic  form.  Our  only  claim  is  that  this  is  the  first  time  these  two  attri¬ 
butes  have  been  presented  from  the  viewpoint  of  the  general  manager 
or  the  policy-making  executive,  his  problems ,  and  the  goals  of  a  policy 
system  instead  of  from  the  viewpoint  of  a  scholar,  his  problems,  and  the 
goals  of  scholarly  schemes  of  thought. 

THE  MANAGERIAL  MIND,  THE  SCHOLARLY  MIND,  AND  THE 
APPLIED  SCHOLARLY  MIND 

While  the  following  ideas  will  be  made  more  explicit  throughout  the 
introductory  chapters,  some  notion  of  what  we  mean  when  we  say  “the 
managerial  mind”  or  “the  policy  orientation”  is  necessary  at  the  very 
outset. 

These  terms  should  not  be  confused  with  “the  scientific  mind  ’  or  the 
philosophical  mind.”  In  briefest  terms,  the  scientist  and  philosopher  are 
engaged  in  thought  rather  than  action;  in  understanding  the  environ¬ 
ment  rather  than  controlling  it;3  in  selecting  out  facts  for  study  which 
meet  their  problems  rather  than  those  which  meet  someone  else  s  (e.g., 
the  general  manager’s).  They  are  not  as  much  concerned  with  the  time 
or  costs  involved  in  their  decision-making  process.  Scientists  and 
philosophers  thus  share  common  attributes  on  the  basis  of  which  both 
can  be  termed,  on  a  higher  level  of  abstraction,  scholars. 

Neither  should  the  terms  “managerial  mind”  and  “policy  orienta¬ 
tion,”  as  used  in  this  book,  be  confused  with  the  ideas  of  “the  policy 
orientation”  as  used  by  some  authors.  A  “general  manager”  or  “policy 
maker”  is  not  the  same  as  a  “technologist”  or  “practitioner.  Technolo¬ 
gists  are  people  who  are  interested  first  and  foremost  in  applying  con¬ 
cepts  from  some  particular  nonhuman-oriented  disciplines  (physics, 
engineering,  certain  branches  of  economics  such  as  material-goods-ma- 
chine  structures  and  dynamics)  to  the  action  problems  of  the  world. 

“Practitioners,”  on  the  other  hand,  are  interested  first  and  foremost 
in  applying  a  discipline,  or  group  of  disciplines,  from  “human  sciences” 
and  “human  philosophy”  to  the  action  problems  of  the  world.4 

Applied  scholars  (technologists  and  practitioners)  share  one  common 
attribute  with  scholars  (scientists  and  philosophers).  Their  life  endeavor 
gives  them  a  high  interest  value  in  one  body  of  knowledge,  in  some 
branch  of  theory,  in  a  limited  network  of  conceptual  schemes.  Thus  they 
pick  and  choose  problems,  pick  and  choose  facts  to  study,  and  bring  a  bias 
to  their  final  conclusions  based  upon  the  knowledge  in  their  area  of 
study. 

But  technologists  and  practititoners  have  another  characteristic 
which  distinguishes  them  from  scientists  and  philosophers  and  which 

3  With  the  exception  of  some  scholars  in  moral  and  ethical  philosophy. 

4  For  an  idea  of  the  orientation  of  applied  social  scientists,  see  Daniel  Lerner  and  Harold 
D.  Lasswell,  The  Policy  Sciences  (Stanford,  Calif.:  Stanford  University  Press,  1951);  Warren 
G  Bennis,  Kenneth  D.  Benne,  and  Robert  Chin,  The  Planning  of  Change  (New  York:  Holt, 
Rinehart  &  Winston,  Inc.,  1961);  and  Ronald  Lippitt,  Jean  Watson,  and  Bruce  Westley,  Planned 
Change  (New  York:  Harcourt,  Brace  &  Co.,  1958).  For  an  excellent  example  of  the  clinical 
method  of  a  practitioner,  see  Paul  R.  Lawrence,  The  Changing  of  Organizational  Behavior 
Patterns  (Boston:  Harvard  University,  Graduate  School  of  Business  Administration,  1958). 
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they  hold  in  common  with  general  managers  or  policy  makers— they 
haVe  an  interest  in  the  problems  of  the  world.  They  have  an  interest  in 
?  ®psing  problems  for  study  and  selecting  facts  for  observation  which 
leads  them  to  prescriptions  for  action  rather  than,  as  in  the  case  of  the 
scientist,  description  and  understanding  of  nature. 

Finally,  technologists  and  practitioners  have  one  other  attribute 
which  separates  them  from  policy  system  and  general  managers.  The 
latter  begin  with  (1)  the  policy  system  in  its  totality  as  it  exists  in  the 
buzzing  confusion  of  the  world— in  an  “open  system,”  and  (2)  the  goals 
of  the  organization.  In  the  sense  that  policy  makers  choose  problems  to 
study  which  are  relevant  to  the  goals  of  policy  systems,  they  close  their 
system  of  thought.  But  in  the  sense  that  they  pick  and  choose  facts  and 
theories,  regardless  from  which  discipline  of  scholarship  they  originate, 
t  ey  deal  with  an  “open  system.”  Technologists  and  practitioners  start 
first  with  theories  from  some  discipline  or  group  of  disciplines  and  move 
m  the  other  direction.  They  pick  problems  in  the  total  policy  system 
which  can  be  attacked  by  their  disciplines  and  look  for  and  deal  with 
tacts  which  can  be  fitted  into  theories  in  their  area  of  study.  In  this  sense, 
the  applied  scholars  have  a  primary  interest  in  some  of  the  problems  of 
t  e  world.  It  is  in  this  sense,  too,  that  they  deal  with  a  system  which  is 
more  “open”  than  the  scientist’s  system  but  is  more  “closed”  or  “biased” 
than  that  of  the  policy  maker  or  general  executive. 

THIS  BOOK  AS  A  TEXTBOOK 

This  book  has  four  goals.  We  intend  it  to  serve  (1)  as  a  textbook  in  the 
traditional  meaning  of  imparting  knowledge;  (2)  as  a  practice  laboratory 
in  the  sense  of  reinforcing  this  knowledge  with  meaning  and  providing 
the  active  experience  that  develops  the  attitudes  and  methodologies  of 
tlie  managerial  mind;  (3)  as  a  research  document  to  show  how  we  arrived 
at  our  concept  of  the  managerial  mind;  and  (4)  as  the  basis  for  research 
in  further  clarification  of  the  attitudinal  and  methodological  aspects  of 
the  managerial  mind,  and  in  beginning  the  accumulation  of  the  substan¬ 
tive  issues  and  underlying  concepts  of  most  relevance  to  policy  makers 
and  general  executives. 

As  a  textbook,  Chapters  1-3  present  fundamental  ideas  about  schol¬ 
arly  theories,  about  policy  making,  and  about  the  way  in  which  these  two 
are  related  in  the  making  of  policy  decisions  by  general  managers  in 
policy  systems. 

Chapter  1  presents  a  preliminary  overview  of  the  central  relationships 
between  theory  and  practice  of  general  management,  sets 
forth  the  authors’  beliefs  about  how  managerial  knowledge 
and  skill  are  developed,  and  describes  the  symptomatic  con¬ 
flicts  in  society  that  have  led  the  authors  to  study  the  relation¬ 
ship  of  theory  to  policy  making. 

Chapter  2  presents  something  of  the  nature  of  concepts  in  general,  of 
scientific  theories  in  the  physical  sciences,  and  of  the  way 
such  theories  are  generated  by  the  scientist.  Inferences  are 
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drawn  as  to  the  power  of  science  in  action  problems  and  its 
limitations. 

Chapter  3  presents  the  nature  of  theory  in  social  science  and  social 
philosophy,  and  the  way  such  theory  is  generated  by  the 
minds  of  social  scientists.  Inferences  are  drawn  as  to  the 
power  and  limitations  of  social  science  in  total  policy  systems. 


THIS  BOOK  AS  A  PRACTICE  LABORATORY 

But  knowledge,  verbalized,  written  down,  and  read  is  not  enough  in 
the  managerial  orientation.  It  lacks  two  things.  Reading  words  cannot 
convey  real  meaning  in  terms  of  being  operational  to  the  person  who  is 
to  use  the  words.  One  can  read  a  book  on  playing  baseball,  flying  an 
airplane,  or  driving  a  car.  But  until  this  knowledge  is  reinforced — until 
one  understands  the  meaning  of  terms  by  playing,  flying,  or  driving,  and 
attaches  an  emotional  belief  to  the  fact  that  it  (the  knowledge)  works 
— knowledge  is  not  operational  in  the  sense  of  being  able  to  use  it.  This 
is  the  pragmatic  attitude.  Meaning,  and  the  pragmatic  attitude,  must  be 
developed  through  practice. 

A  second  thing  that  verbalized  knowledge,  read  by  the  learner,  lacks 
in  being  operational  (usable)  to  the  man  of  action,  is  skill.  It  is  very 
difficult  to  jump  back  and  forth  from  ideas  and  theory,  on  the  one  hand, 
to  action  problems  and  their  solution,  on  the  other — from  the  world  of 
abstract  thought  to  the  world  of  reality  in  its  buzzing  confusion.  The  first 
time  one  plays  golf  it  is  difficult  to  apply  the  rules  (words).  One  may 
“know  the  grip”  but  it  “feels  unusual”;  you  “know”  the  course  the  swing 
should  follow,  but  it  “doesn’t  connect.”  Only  after  practice,  during  which 
knowledge  is  tempered  with  intuition,  and  during  which  it  is  incor¬ 
porated  as  habit,  is  the  knowledge  operational  or  useful. 

Thus,  a  second  goal  of  the  book  is  the  development  of  reinforced, 
meaningful,  operational  knowledge,  modified  by  intuition  and  judgment, 
and  the  development  of  an  ability  or  skill  in  applying  it.  The  remainder 
of  the  book — cases,  case  introductions,  and  theory  readings — is  devoted 
to  this  second  goal.  In  this  part,  the  material  is  not  a  “textbook”  in  the 
traditional  sense.  It  is  not  a  body  of  orderly,  verbalized  ideas  put  down 
in  printed  words.  It  corresponds  more  closely  to  a  laboratory  in  physics 
and  chemistry.  You  can  study  concepts  like  “acceleration,”  which  is  mea¬ 
sured  by  “foot-pounds  per  second  per  second,”  but  when  you  repeat  an 
experiment  in  the  physics  laboratory  which  records  amounts  of  accelera¬ 
tion,  you  not  only  understand  more  deeply  the  meaning  of  the  word 
symbol  “acceleration”  but  you  learn  something  about  the  rigorous  meth¬ 
ods  required  in  the  practice  of  science,  and  develop  attitudes  regarding 
the  “proper”  practice  of  science  and  the  practice  of  experiments  in  the 
laboratory. 

The  case  introductions  help  the  student  to  use  the  theories  (readings) 
in  the  practice  of  policy  decision  making,  or  synonymously,  in  the  prac¬ 
tice  of  general  management.  They  ask  questions  which  help  to  bridge  the 
gap  between  theory  and  practice.  The  diagnostic  and  predictive  ques- 
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tions  refer  the  student  to  aspects  of  the  practical  problem  which  can  be 
understood  in  terms  of  underlying  theories  from  different  disciplines;  the 
policy  questions  refer  him  to  action  problems  and  practical  solutions. 

THIS  BOOK  AS  A  RESEARCH  DOCUMENT 

A  third  goal  of  the  book  is  the  authors’  hope  that  it  will  serve  as  a 
research  document  This  has  nothing  to  do  with  the  training  or  education 
of  general  managers.  To  anyone  concerned  about  how  we  arrived  at  the 
concept  of  the  managerial  mind  presented  in  the  introductory  chapters, 
or  concerned  as  to  whether  this  concept  is  valid  or  true,  we  say,  “Try  it 
yourself;  attempt  to  diagnose  policy  problems  or  arrive  at  action  solu¬ 
tions  with  theories,  using  our  readings  and  questions,  or  choices  of  your 
own.  Then  judge  the  validity  of  the  concept  in  the  introductory  chapters.” 

To  those  more  practical  minded  who  may  question  the  usefulness  of 
theory  in  action  problems,  whether  in  the  business  world  or  the  case 
method  of  instruction  in  business  schools,  we  say,  “Study  the  introduc¬ 
tory  chapters,  go  through  the  experience  of  merging  theory  and  practice 
with  the  cases,  and  then  judge  the  validity  of  managerial  orientation.” 

To  those  more  scientifically  or  technologically  oriented  who  may  ques¬ 
tion  the  way  in  which  theory  is  limited  in  the  practice  of  general  man¬ 
agement,  or  policy  making,  we  say,  “There  is  no  conceptual  scheme  or 
theory  which  can  be  applied  directly,  and  without  modification,  to  deci¬ 
sions  regarding  total  policy  systems.  If  you  wish  to  know  how  we  arrive 
at  this,  and  other  concepts  of  the  managerial  mind,  take  any  such 
schemes  and  try  them  in  case  situations.” 


THIS  BOOK  AS  THE  BASIS  FOR  FURTHER  RESEARCH 

The  authors  believe  that  the  conceptual  scheme  which  is  formulated 
in  the  introductory  chapters  is  subject  to  much  further  research. 

Regarding  the  attitudes  and  methodology  of  the  policy  orientation,  we 
believe  that  these  are  set  down  in  a  form  which  is  of  value  to  general 
managers  and  policy  makers  working  in  the  complex  and  rapidly  chang¬ 
ing  world  of  the  mid-twentieth  century.  They  are  preliminary,  however, 
in  the  sense  that  they  are  not  formulated  as  precisely,  nor  organized  as 
systematically,  as  we  hope  that  they  can  be  in  the  future. 

When  it  comes  to  the  substantive  aspects  of  the  policy  orientation,  we 
believe  that  the  cataloging  of  major  policy  issues-— those  issues  faced  by 
all  policy  makers  and  leaders  in  policy  systems— and  the  selection  of  key 
underlying  theories  which  are  of  most  relevance  to  these  issues  is  some¬ 
thing  which  can  only  occur  slowly,  over  many  years  in  the  future.  We 
have  not  even  attempted  to  give  systematic  or  comprehensive  treatment 
to  these  two  substantive  types  of  knowledge. 

What  the  book  does  do  is  to  give  a  nonsystematic  and  highly  tentative 
treatment  in  these  ways: 

It  catalogs  five  major  discipline  groups  which  bear  importantly  on 
policy  problems.  These  can  be  seen  as  the  column  headings  of  Contents 
II  in  the  form  of  such  classifications  as  “Technology,  Engineering,  and 
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Management  Science”;  “Economic  Science  and  Philosophy”;  “Sociology 
and  Social  Philosophy”;  “Political  Science,  Legal  Theory,  and  Manage¬ 
ment  Theory”;  and  “Psychology,  Social  Psychology,  and  Group  Dynam¬ 
ics.” 

It  selects  important  theories  and  concepts  within  these  disciplines 
which  are  of  relevance  to  specific  cases  and  to  groups  of  cases.  These  can 
be  seen,  cross-referenced  to  both  case  situations  and  to  major  discipline 
fields,  in  the  squares  of  the  matrix  in  Contents  II.  They  also  can  be  seen 
in  the  diagnostic  and  predictive  questions  and  the  connected  theory  read¬ 
ings  given  in  each  case  introduction. 

These  concepts,  for  example,  range  from  the  concept  of  “role  conflict” 
(sociology)  to  that  of  “pluralism”  (political  philosophy),  to  “probability 
theory”  and  “expected  utility  criterion”  (technology  and  management 
science),  or  “marginal  productivity”  (economics)  and  “functional  versus 
structural  factors  in  perception  (social  psychology).  There  are  138  ab¬ 
stracts  in  the  book  which  include  somewhat  over  200  conceptual 
schemes  or  theories  that  are  related  to  23  case  situations. 

Finally,  the  very  last  questions  in  each  case  introduction  ask  the  ad¬ 
vanced  student  to  do  exactly  what  the  authors  have  done:  to  analyze 
cases,  picking,  choosing,  or  discarding  theories  from  his  own  experience, 
and  conceptualizing,  independently  and  creatively,  his  own  idea  of  ma¬ 
jor  policy  issues  and  the  underlying  theories  of  most  relevance  and  im¬ 
portance  to  these  issues. 


THE  PROBLEMATIC  SITUATION 

Before  any  person  studies  a  problem,  strains  his  mind  to  understand 
it,  and  to  put  it  into  some  meaningful  order,  he  faces  something  which 
John  Dewey  has  called  a  “problematic  situation.”  Particularly  before  a 
human  being  can  become  interested  enough  to  do  research  and  devote 
significantly  large  amounts  of  work  and  thought  to  a  subject,  there  must 
be  something  in  the  environment  that  is  “interesting”  him  or  “bother¬ 
ing”  him,  and/or  some  internal  desire  which  prompts  him  to  engage  in 
such  work.  We  suspect  that  it  is  both.  This  is  true  in  the  case  of  all  of  the 
authors  of  all  of  the  theoretical  readings  reproduced  in  this  book,  and  it 
is  also  true  in  the  case  of  the  authors  of  this  book. 

For  several  reasons,  it  will  be  helpful  to  the  reader  if  we  can  describe 
the  problematic  situation  which  led  to  conceptualization  of  the 
managerial  mind  in  the  introductory  chapters,  to  the  compiling  of  the 
case  introductions,  and  to  the  writing  of  the  “connective  tissue”  between 
theories  and  cases.  Such  an  exposition  will  point  up  the  importance  of 
having  a  rationale  for  general  managers  and  policy  makers.  It  will  also 
aid  in  understanding  the  underlying  reasons  for  controversy  between 
businessmen  and  scholars  over  what  place  theory  occupies  in  the  prac¬ 
tice  of  policy  making.  Third,  an  exposition  of  our  problematic  situation 
will  help  in  understanding  the  underlying  reasons  for  controversy  be¬ 
tween  different  scholars  in  business  education  as  to  what  is  the  “best” 
way  to  train  people  for  positions  of  leadership  in  the  world  of  action. 

A  fourth  reason  for  describing  the  situation  that  interests  and  bothers 
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the  authors,  and  prompts  this  book,  has  some  training  value  to  the  reader. 
In  doing  so,  we  will  be  illustrating  one  of  the  most  significant  ideas  in 
the  relationship  of  theory  to  practice;  that  is,  that  every  person  who 
develops  a  theory  or  conceptual  scheme,  such  as  the  one  we  develop 
regarding  the  managerial  mind,  selects  his  concepts  and  explains  the 
facts  on  the  basis  of  his  interest  in  the  problematic  situation.  This -is 
particularly  true  of  those  whose  interest  is  in  the  social  sciences  and 
social  philosophy.  It  is  less  true  in  the  physical  sciences  in  general,  and 
it  is  somewhat  irrelevant  in  the  matter  of  astronomy— the  mother  of 
physical  science.  Incidentally,  problematic  situations  do  not  come  in 
orderly  form,  or  neatly  laid  out  in  formulae  and  clear  outlines.  They  are 
confused,  often  interrelated,  descriptions  of  problems,  conflicts,  and  the 
like.  They  have  something  of  the  “buzzing  confusion”  of  the  world  even 
in  their  verbalized  form  on  the  printed  page. 

We  will  be  describing  the  problematic  situation  in  symptomatic 
terms,  that  is,  describing  surface  problems  which  we  have  seen  around 
us,  and  in  our  own  endeavors.  The  deeper  explanation  of  these  surface 
problems  is  to  be  found  in  Chapters  2  and  3  which  deal  with  the  inherent 
differences  in  science,  philosophy,  applied  science,  and  practice;  and  in 
the  inherent  differences  in  the  attitudes  and  methodologies  of  scientists, 
philosophers,  technologists,  practitioners,  and  policy  makers. 

We  can  bring  some  order  out  of  the  more  chaotic  situations  we  saw 
and  were  interested  in  over  the  last  several  years  by  viewing  the  prob¬ 
lematic  situation  according  to  the  outline  as  presented  in  section  head¬ 
ings.  The  following  discussion,  including  the  conclusions  we  reach  about 
policy  systems  and  policy  decision  making,  is  a  halfway  house  between 
the  world  of  confusion  the  authors  originally  faced  and  the  analytical 
reasons  for  the  confusion  which  are  pointed  out  in  Chapters  2  and  3. 


TECHNOLOGY  AND  CENTRAL  PLANNING  IN  MODERN 
INSTITUTIONS 

Beginning  roughly  in  World  War  II,  and  continuing  in  an  accelerated 
fashion  from  1950  to  the  present  time,  there  has  been  a  great  increase 
in  the  size  of  organizations  and  in  their  complexity.  In  that  war,  the 
United  States  marshalled  a  military  establishment  of  over  twelve  million 
men,  and  the  technological  machines  and  dynamic  logistic  movements 
to  fight  a  war  on  a  scale  never  before  undertaken.  This  was  supported 
by  an  industrial  organization  with  a  degree  of  central  planning  which 
represented  greater  control  of  the  economic  sector  of  our  nation  than  had 
ever  been  experienced  before.  The  planning,  the  allocation  of  inputs  and 
outputs  of  the  firms  of  the  nation,  and  the  regulation  of  consumer  de¬ 
mand  resulted  in  an  efficient  flow  of  goods  to  the  civilian  sector  and  the 
military  sector  and  in  the  chain  of  production  from  industry  to  industry. 
In  other  words,  the  timing  of  flows,  the  quality  of  flows  (e.g.,  steel,  sugar, 
gasoline,  etc.),  and  the  quantity  of  flows  (how  many  pounds  of  sugar,  how 
many  tons  of  iron  ore,  how  much  steel,  how  many  tanks  of  gasoline)  were 
synchronized  in  such  a  way  that  the  final  output— the  quantity  of  civilian 
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consumption  and  external  output  of  national  defense — was  accom¬ 
plished  in  a  quick  enough  time  to  win  a  war  against  another  formidable 
opponent. 

In  this  instance,  the  United  States  engaged  in  a  form  of  central  plan¬ 
ning  for  the  goal  of  technology  efficiency,  in  contradiction  to  another  goal 
of  our  culture,  freedom  of  individual  firms.  If  we  should  have  another 
war,  the  input-output  analysis  which  will  be  carried  out  in  Washington 
with  planning  formulae,  plus  the  hardware  to  process  data  (electronic 
computers),  will  dwarf  any  planning  that  we  have  heretofore  witnessed. 
The  economic  society  will  be  ma  naged  because  that  is  the  way  to  techno¬ 
logical  efficiency — achieving  output  of  defense  effort  in  a  limited  time — 
at  least  in  the  short  run. 

Whether  or  not  such  planning  in  detail  results  in  greater  technological 
and  economic  efficiency  in  the  long  run  is  a  question  open  to  debate. 
Political  and  economic  philosophy  in  the  Western  world  holds  that  in  the 
long  run  loss  of  initiative  and  creativity  under  such  planning  will  mean 
that  it  is  less  efficient.  The  invisible  hand,  whereby  what  is  good  for  an 
independent  firm  pursuing  its  selfish  interest  is  good  for  the  gross  na¬ 
tional  product  and  for  the  freedom  of  individuals,  will  eventually  render 
inefficient  such  an  industrial  society,  according  to  this  economic  science 
and*  economic  philosophy.  The  industrial  system  of  the  Soviet  Union 
might,  in  one  respect,  be  viewed  as  a  massive  experiment  in  which  there 
is  rational  planning  of  technology  which  is  based  on  clearly  defined 
national  goals  and  planned  in  terms  of  subgoals  for  industrial  segments 
down  to  the  individual  firm.  Officials  in  that  society  suppose  that  a  higher 
level  of  national  technological  efficiency  will  be  reached,  not  through  the 
invisible  hand  but  through  the  highly  visible  hand  of  the  planners  in  the 
central  planning  body  (Gosplan),  the  area  councils,  industry  councils, 
and  the  plant  hierarchy — all  aided  by  new  devices  for  information  pro¬ 
cessing  and  communication. 

We  see  an  attempt  to  raise  the  level  of  technological  efficiency  in 
western  European  countries  such  as  France  through  industry-govern¬ 
ment  cooperation  in  allocating  materials,  manpower,  and  outputs  of  var¬ 
ious  segments  of  the  economy  as  they  become  inputs  to  other  segments 
in  the  dynamic  flows  of  goods.  We  even  see  many  examples  in  the  United 
States  which  attempt  to  regulate  technological  activities.  These  central 
plans — decisions — take  many  forms.  The  report  of  the  President’s  Com¬ 
mission  on  the  National  Goals  is  an  attempt  to  think  through  and  put 
down  in  rational  form  a  set  of  balanced  goals — both  technological  and 
human  goals — in  the  hope  that  decisions  made  by  semiautonomous  ex¬ 
ecutives  in  suborganizations  in  society  will  be  more  nearly  coordinated. 
Many  of  the  growing  number  of  governmental  laws  and  regulations  rela¬ 
tive  to  industrial  organizations  are  attempts  to  influence  the  flow  of 
goods,  the  movement  of  workers,  the  wages  of  labor,  the  income  of  corpo¬ 
rations,  or  similar  matters.  They  tend  toward  central  planning  in  the 
case  of  the  freedom  allowed  to  merge  corporations  into  horizontally  or 
vertically  integrated  companies,  or  the  formal  approval  by  such  bodies 
as  the  Federal  Reserve  Board  and  the  Interstate  Commerce  Commission 
to  merge  banks,  railroads,  and  airlines.  In  other  instances,  they  move 
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toward  central  planning  at  the  government  level,  but  against  central 
planning  at  the  corporate  level — trustbusting  larger  units  which  result 
in  divesting  of  certain  operations. 

Between  units  in  our  semifree  technological  society,  we  see  evidence 
of  increasing  complexity  and  of  increasing  degrees  of  central  planning. 
All  government  contracts,  for  example,  specify  that  prime  contractors 
use  Program  Evaluation  and  Review  Technique  (PERT)  to  link  together 
sometimes  as  many  as  a  thousand  separate  contracting  companies  into 
a  flow  diagram  of  jobs  to  be  accomplished  (subobjectives),  the  time  of 
completion  of  each  job,  the  time  it  takes  to  do  the  job,  and  the  quality  and 
quantity  of  resources  needed  for  each  job.  Each  separate  firm  then  takes 
its  part  in  the  overall  plan  and  breaks  this  down  into  more  detailed  PERT 
diagrams  within  divisions,  departments,  sections,  and  down  to  in¬ 
dividual  production  lines.  The  resulting  complex  total  plan  may  contain 
hundreds  of  thousands  of  technological  events,  specifying  the  quantity, 
quality,  and  timing  of  inputs  and  outputs. 

At  the  individual  firm  level,  central  planning  is  not  new.  Tradition¬ 
ally,  the  internal  operation  of  an  individual  firm  has  not  been  viewed  as 
a  social  democracy  by  practical  men  or  by  scholars,  even  in  the  United 
States.  The  free  enterprise  economists,  stressing  autonomy  and  freedom, 
were  addressing  themselves  to  freedom  of  the  owners  and  managers  of 
firms,  not  freedom  of  employees  to  elect  their  bosses,  determine  produc¬ 
tion  runs,  and  the  like.  In  fact,  the  economist’s  value  of  freedom  disap¬ 
peared  in  the  micro  or  firm  side  of  the  analysis  (as  contrasted  with  the 
macro  or  social  level).  The  executive  was  viewed  as  an  expert  rational 
planner  who  allocated  resources  and  planned  production  runs,  acting  as 
a  rational  computer  of  supply,  demand,  marginal  costs,  marginal  reve¬ 
nues,  and  then  gave  orders  to  execute  these  centrally  and  expertly  rea¬ 
soned  decisions. 

In  more  recent  years,  the  traditional  view  of  the  firm  has  been  chal¬ 
lenged  by  several  forces,  each  explained  by  readings  in  this  volume. 
Behavioral  scientists  have  suggested  that  the  firm  ought  to  be  viewed  as 
a  social  system  where  workers  do  determine  production  runs.  Labor  un¬ 
ions  have  worked  out  customs  whereby  pluralistic  decision  making, 
jointly  practiced  by  labor  and  management,  cite  a  fact  of  reality.  Some 
businessmen  stress  decentralization  as  a  political  alternative  to  central 
planning. 

In  spite  of  these  views,  with  the  advent  of  more  and  more  technologi¬ 
cal  specialists,  the  United  States  in  the  second  half  of  the  20th  century 
has  witnessed  acceleration  of  the  trend  to  central  planning  inside  corpo¬ 
rations.  The  crude  functional  planners  in  Frederick  Taylor’s  steel  mill 
have  been  supplanted  by  operations  researchers,  market  researchers, 
applied  psychologists,  computer  programmers,  organization  analysts,  re¬ 
search  and  development  administrators,  labor  experts,  or  executive  com¬ 
pensation  specialists;  or,  and  this  is  the  epitome  of  rational  planning, 
people  who  are  given  the  full-time  job  of  long-range  planning  at  divi¬ 
sional  levels  or  company  levels. 

To  cope  with  the  enormous  complexity  of  operations,  there  is  a  dis¬ 
tinct  trend  toward  the  establishment  of  specialists  whose  full-time  day 
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is  spent  in  long-range  planning,  in  drawing  up  the  substance  of  plans, 
utilizing  expertise  and  skill  in  the  methodology  of  such  planning.5 

Each  of  these  specializations,  resulting  in  the  establishment  of  a  staff 
department  at  some  organizational  level,  at  the  top  or  in  the  middle 
echelons  of  a  company  represents  a  trend  toward  central  planning  at  that 
level.  The  movement  toward  decentralization  in  American  companies 
has  not  stopped  the  trend  toward  central  planning,  in  our  opinion,  for 
more  than  one  reason.  First,  the  march  toward  more  and  more  speciali¬ 
zation  is  not  stopped.  The  specialists  are  lodged  in  another  echelon  of  the 
organization  which  itself  becomes  a  centrally  planned  unit  and  is  by  the 
act  of  decentralization  enabled  to  grow  much  larger  in  terms  of  size  and 
complexity.  Second,  we  have  observed  a  move  to  re-centralization  in 
many  of  the  large  companies  which  had  previously  moved  to  decentrali¬ 
zation.  These  companies  apparently  judge  that  the  gradual  addition  of 
new  staff  departments  at  the  top  level  of  the  company  is  a  technological 
necessity.6 

Underlying  all  of  these  tendencies  toward  centralization — whether  at 
the  level  of  national  society,  or  at  the  level  of  interindustry  groups,  or  at 
the  level  of  internal  firm  operations — are  several  powerful  factors.  The 
increasing  size,  complexity,  and  interdependence  of  subparts  of  policy 
systems,  facilitated  by  developments  in  science,  technology,  and  rapid 
communication  devices  which  represent  part  of  the  scientific  explosion 
since  World  War  II,  is  probably  the  most  important  factor. 

The  necessity  for  rapid  change  of  the  whole  complex  structures  in  the 
face  of  outside  forces  (political  forces  such  as  the  U.S.S.R.  and  technolog¬ 
ical  forces  such  as  scientific  discovery)  is  another  important  cause  for 
the  trend  to  centralization.  It  implies  speed  of  change,  which  in  turn 
implies  the  use  of  authority  or  power.  Evidence  of  this  cause  is  the  will¬ 
ingness  of  the  United  States  to  plan  and  manage  the  economy  through 
political  power  in  Washington,  when  the  goal  of  technological  efficiency 
in  national  defense  superseded  the  ideology  of  freedom. 

A  third  cause,  interconnected  with  the  other  two,  is  the  rigidity  and 
difficulty  of  quick  change  in  large  bureaucratic  and  technologically  rigid 
structures.  In  the  American  Telephone  and  Telegraph  Company,  for  ex¬ 
ample,  the  process  of  changing  from  the  letter  exchange  code  dialing 
system  to  an  all-number  code  involved  changing  literally  hundreds  of 
thousands  of  pieces  of  technological  equipment,  as  well  as  in  changing 
the  behavior  and  habits  of  thousands  of  people  inside  the  company  and 
outside  (customers).  This  particular  process  of  change  in  a  technologi¬ 
cal-social  pattern  is  now  in  its  fourteenth  year,  and  will  be  completed 
only  after  the  elapse  of  still  more  time. 

These  trends,  and  the  factors  which  produce  them,  are  in  evidence  in 
many  of  the  cases  in  this  book.  In  the  Electronics  International  Corpora¬ 
tion  case  of  government-business  relations  in  defense  contracting  we  see 
the  incredibly  complex  exigencies  of  national  defense  prompt  central- 


5  See  Charles  E.  Summer,  “The  Future  Role  of  the  Corporate  Planner,”  California  Manage¬ 
ment  Review ,  Winter  1961. 

6  Idem.  * 
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lzed  plans  and  decisions  which  may  run  counter  to  the  logic  of  technical 
specialists,  political  experts,  or  military  strategists 

The  National  Bank  of  San  Francisco  moves  toward  central  staff  nlan 
nmg  as  contrasted  with  planning  in  its  branches.  Sola  Chemical  Corpo 
ration  and  AB  Thorsten  find  that  central  planning  of  a  financS  nature 
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of  many  specialists  in  and  outside  the  company.  These  plans,  or  policy 
decisions,  are  themselves  becoming  more  complex.  Unless  the  manager7 
has  some  acquaintance  with  the  vast  array  of  forces  at  work  in  the  policy 
system,  which  theories  can  provide,  plus  some  attitudes  about  or  skill  in 
the  difficult  task  of  applying  these  theories  (jumping  back  and  forth  from 
theory  to  practice),  it  is  likely  that  he  will  face  unintended  consequences 
after  the  decision  is  made. 

The  theory  of  unanticipated  consequences  arose  in  the  behavioral 
sciences.  It  implies  that  the  executive  who  looks  only  (or  more  closely) 
at  technological,  political,  and  economic  goals  of  his  organization  is 
likely  to  find  that  there  are  some  human  forces  at  work  which  he  over¬ 
looked  and  which  have  consequences  such  that  his  original  goals  are,  in 
effect,  not  reached.  They  may  be  sabotaged,  for  example,  by  a  hostile 
group  or  a  labor  union.  Decisions  made  and  passed  on  may  cause  human 
beings  to  do  something  that  the  executive  wants,  but  also  to  do  something 
that  he  doesn’t  want.  In  many  of  the  cases  in  this  book  this  will  be  seen 
to  be  true — in  the  operating  affairs  inside  a  company  or  in  the  governing 
of  the  affairs  in  a  nation. 

There  is,  however,  another  side  to  the  theory  of  unanticipated  conse¬ 
quences  which  has  received  little  attention  and  which  bothered  the  au¬ 
thors.  As  we  studied  the  theories  of  the  behavioral  sciences  and  then  tried 
to  relate  them  to  case  situations  and  to  our  experience  in  the  business 
world,  we  found  that  many  of  the  things  which  behavioral  scientists 
imply  strongly  to  executives,  in  themselves  would  result  in  unanticipated 
and  (to  the  executive)  harmful  consequences  in  terms  of  the  executive’s 
economic  and  technological  goals.  Any  one  conceptual  scheme  from  so¬ 
cial  psychology,  it  seemed  (including,  for  example,  democratic  leader¬ 
ship  as  implied  executive  behavior),  might  have  serious  unanticipated 
technological  or  economic  consequences  for  the  survival  and  growth  of 
the  organization,  depending  on  the  individual  departmental,  company, 
or  national  situation.  It  also  seemed  from  our  study  of  theories  of  small 
group  dynamics  or  from  our  actual  participation  in  training  groups  that 
the  technological  or  economic  variables  (e.g.,  time)  were  ignored.  Fur¬ 
thermore,  various  aspects  of  technological  and  economic  efficiency  may 
be  adversely  affected  to  a  serious  degree  if  one  attempted  to  operate  on 
such  theories  in  large  complex  organizations.  In  this  sense,  the  behav¬ 
ioral  scientist  is  as  apt  to  be  a  victim  of  unanticipated  consequences  as 
is  the  executive,  the  engineer,  or  the  economist. 

THE  LAW  OF  SUBDISCIPLINIZATION 

When  writing  articles  or  books  for  the  businessman  market,  it  is 
highly  probable  that  technologists  and  social  scientists  will  imply  cer- 

7  This  book  is  addressed  to  general  managers  who  perform  decision  functions.  Some  may 
be  heavily  involved  in  gathering  facts  and  reasoning;  some  may  be  involved  only  in  putting 
the  stamp  of  approval  on  decisions  made  by  teamwork  of  a  number  of  specialists.  In  either 
of  these  two  cases,  our  conclusion  is  the  same.  This  book  is  also  addressed  to  a  third  kind  of 
manager— the  specialist  who  forms  part  of  the  influential  leadership  group.  In  short,  at  any 
given  organizational  level,  there  is  a  group  of  decision  makers  (the  relatively  few)  whose 
mental  efforts  influence  the  relatively  many.  Political  science  has  referred  to  such  a  system 
as  an  oligarchy.  Sociology  refers  to  the  smaller  group  as  the  infiuentials  or  simply  as  the 
leaders.  Management  theory  refers  to  them  as  executives  or  managers. 
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tain  courses  of  action  which  should  be  taken  in  view  of  the  types  of  more 
basic  phenomena  they  study.  The  psychologist  will  imply  Sat  though 
there  are  other  important  factors,  human  needs  and  motivations  are 
mos  important,  and  therefore  that  such  alternative  decisions  as  par- 

eenth  1Ve  leadership or  J°b  enlargement  are  the  things  that  any  intelli¬ 
gent  businessman  will  seek.  The  political  theorist  will  Imply  thS  though 

rolvf  • law  a-d  ord“’  •»«<•  »»*.«. & 

wrn  smH  °,rdy  IT”  that  1116  businessman 

searcher  h  •  th°Jlty  ^legation  system.  The  operations  re- 

straTms  on  h?s  3  ^  g  °  ^ lmportant  factors  as  assumptions  or  con- 

nts  on  his  model,  gives  the  impression  that  the  intelligent  business 

man  will  optimize  the  technological  flows  in  his  planMocation  or' 
inventory  system,  “if  other  factors  don’t  prevent  this.” 

to  a  lesser  bm^vri??’  COnveyed  by  so-called  “pure”  scientists,  and 
a  lesser  but  nevertheless  important  extent  by  technologists  in  the 

in  1116  s““  “>">.  “  »  Phenoment 
necessarilvh^n  subdisclplmization These  individuals  need  not 
£a  ™  ihl 1  become  company  employees,  or  do  consulting  work  or  even 
teave  the  university,  though  each  of  these  degrees  of  involvemern  deter” 

iU  ?  nnr  aCOnSC1°US  and  explicit  they  will  be  about  the  “other  things” 

and  illustramd<ii|1Chapter13Ptl0nS  ™S  ^  ^  Und“s“«d 

exists  It  isT n!uyinf  at  ta1S  iS  right  0r  wrong’  8°°d  or  bad.  It  simply 
me  5ew  of  pS  rfll  i”8,? f  Pe°Ple  Wh°  become  high‘y  Interested  in 
th.  r„.t7.  n  !  Id  to  exaS8erate  the  influence  of  this  view  in 

e*X  n  ™  n  d  ‘h‘ngS'  for  ““>P“.  «*«  introductions  m  b»S 
plaining  such  divergent  theories  as  those  dealing  with  human  eroimc 

prScSes.  ynamiCS  and  Cybernetics’  capital  budgeting,  or  management 
This  is  simply  oneof  theoutcomes  of  the  phenomena  of  specialization 

we  a“e”eSC,Ut S  m^f  “trS“”ed  to  S 

re  relating  it  to  (1)  the  failure  of  scholars  to  be  fully  aware  of  or 

learly  explicit  about,  the  unintended  consequences  if  executives  follow 

p  nCan0°f;  and  ®  those  sPeoialists  in  science,  t“h»okZ  „ 
practice  who  imply  to  the  leadership  group  in  companies  either  exp’lic 
.fly  or  tmphcltly,  that  one  set  of  forces  in, he  comply  ii'oiSMmn; 
™^e,rcu“ve’5  tlme’  a*,enUon.  or  analytical  power  should^e  de 

to  mak“»gX‘iSLdeta11' iD  mald”g  deClSi°n8'  ““ * 

REACTIONS  OF  EXECUTIVES  AND  THEORISTS 

Another  factor  in  the  problematic  situation  which  seemed  imnortam 

was  the  feltags  of  two  parties  who,  by  all  counts,  sho„Td  ™r™o~Ser 

great  deal  for  the  mutual  benefit  of  both  Executives  both  in  nn-n  i 

contains  with  them  and  in  th.  Columbia  iScutSTp^'aS 
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House,  express  feelings  ranging  from  admiration  for  the  application  of 
science,  to  suspicion  of  the  actual  results,  to  a  feeling  of  threat  that  the 
“buzz  boys  will  take  over.”  We  see  this  too,  for  example,  in  feelings  of 
company  executives  toward  some  business  school  graduates  when  they 
enter  employment;  or,  when  we  read  in  the  newspapers  that  officials  in 
the  Defense  Department  have  these  same  feelings  about  the  greatly  ac¬ 
celerated  rate  with  which  planners,  systems  men,  and  a  wide  variety  of 
specialists,  using  techniques  of  powerful  analysis,  are  being  given  deci¬ 
sion-making  responsibility. 

On  the  other  side  of  the  fence,  it  is  not  uncommon  to  find  people  from 
various  disciplines  in  science — technologists  who  engineer  physical 
science  or  practitioners  who  apply  social  science — who  are  ambiguous 
in  their  feelings  toward  policy  systems  and  executives  who  manage 
them.  These  range  from  the  feeling  that,  somehow,  executives  can’t  un¬ 
derstand  the  truth  and  importance  attached  to  their  theories,  to  a  feeling 
of  admiration  for  an  executive  who  has  the  personality  and  physical 
stamina  to  make  complex  and  definite  decisions  in  the  face  of  ambiguity. 
As  above,  there  is  sometimes  the  feeling  that  “uninformed  people  will 
take  over”  (the  reverse  of  the  feeling  that  buzz  boys  will  take  over). 

In  both  cases,  there  is  the  implicit  threat  to  the  individual  that  the 
other  person  has  something  which  will  depreciate  the  life  work  and 
product  of  his  endeavors.  Consciously  or  unconsciously,  the  specialist  in 
theory  knows  that  there  is  no  policy  system,  no  real  world  problem  or 
situation,  in  which  a  given  theory  will  work.  To  that  extent,  a  policy 
decision  is  threatening.  Consciously  or  unconsciously,  the  executive 
knows  that  there  are  many  things  in  the  complex  problem  he  faces  that 
he  may  not  see  or  understand,  and  that  the  theories  may  point  up  some¬ 
thing  that  he  is  not  knowledgeable  about.  To  this  extent,  a  conceptual 
scheme  is  threatening. 

It  has  become  a  cliche  to  say  that  much  of  science  has  grown  out  of 
technology,  and  that  it  is  in  trying  to  solve  the  problems  of  the  world  that 
some  of  our  most  important  discoveries  (theories)  are  made,  and  further, 
that  scholars  can  therefore  reap  benefit  by  studying  policy  problems  and 
communicating  with  policy  makers.  It  is  also  a  cliche  to  say  that  many 
of  our  machines  and  social  systems  of  today  could  never  have  been  con¬ 
structed  if  some  scholar  had  not  generated  some  theory  which  allowed 
such  structures.  The  power  of  science  in  controlling  nature,  as  well  as 
the  power  of  ideas  in  shaping  nations  and  companies,  is  great. 

We  conclude  that,  in  view  of  the  need  for  interchange  between  ideas 
and  people,  and  in  view  of  the  feelings  on  both  sides  which  inhibit  inter¬ 
change,  something  might  be  done  to  adjust  the  latter.  Thus,  (1)  in  Chap¬ 
ters  1-3,  we  put  into  words  some  of  the  causes  of  such  feelings,  and  (2) 
in  the  remainder  of  the  book,  we  provide  practice  in  the  difficult  task  of 
using  theory  in  the  light  of  both  its  advantages  and  disadvantages. 

“RESPONSIBILITY”  OF  THE  EXECUTIVE 

In  recent  years,  there  has  been  much  talk  to  the  effect  that  business 
executives  either  do,  don  %  or  should  have  something  which  is  loosely 
referred  to  as  “responsibility.”  Many  writers  have  addressed  themselves 
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to  the  thesis  that  executives  today  are  responsible,  while  many  have 
argued  that  they  are  not.  Others  have  tried  explicitly  to  say  what  this 
responsibility  is:  some  say  business  executives  are  (should  he'i  rit 

expressed  tney  are  not  (should  not  be)  responsible  for  profits  in  the 
absolute  sense  but  that  they  are  responsible  for  the  production  Se 

of  equiUbrium 

,heph«Thyofh 

^General  Mo tolre^'aiid  vice^versa^what^good  f*  n°£  necessarily  S°od 
necessarily  good  for  a  departaent  oT  snhZ  f  C°mpany  is  not 

what’s  good  for  the  group  is  not  necessarily  what’s  good  for^hekidivi<hial 
person  (and  vice  versa).  e  individual 

Finally,  another  group  of  writers  have  attempted  to  say  what  the  busi 
nessman  owes  to  different  grouns  imnlvW  a  ne  DuS1' 

between  the  stockholders,  department  heads  •  nc®  or  compromise 
suppliers,  customers,  and  »  o„  mdmdual  employees, 

s.„Tir“S  ^^ro„btrar^sin  °f  - 

sophical"  conceptual  schemes  of  political  philosophy0®1  “  "*  Ph“°' 

ofr“^“ibility”  wewSerS'why  th  “7°"'  T’'"  °”  the  SUbi“* 
should  be  so  much  talk  about  it  We  c  ndulded  t^a .  o™'0''''?'  ?y 
increasing  size  and  complexity  of  ££ *J^“  «  “  P«  y  due  to  the 
with  few  human  beings  and  with  lL  Y  systems.  In  smaller  systems, 
*lnl1^d«S.S2  ril“  “achm*,  '»e  Pmhlem 
man  subparts  or  organizations  and  the  needs  of  hu‘ 

leaders  in  small  organizations:  ee»  i,  ornudable.  Not  only  could  the 

through  personal  observation  of  facte  and^  S°ing-  °n  and  haV6  time’ 
to  make  decisions  or  react  with  communication  with  people, 

tions  themselves  were  more  flexible  Thel^  Wlsdo“’  bu‘ the  organiza- 
and  social  systems,  due^o  size  TnahJd  fn  i  ngldlty  °f  ^hnological 
short  period  of  time  In  this  wav  ^  >”?  ^  t0  be  a  rela«vely 

work  in  practice:  what  was  sood  fo  heones  of  equilibrium  tended  to 
through  the  process  of  corrwfio  i5°r  any  Part  °f  tbe  organization  did, 
wisdom,  correspond  roughly  to  tae^ooT^th^11 se,  human  feeling,  and 
vice  versa.  8  y  n  good  of  the  whole  organization,  and 

nearly ‘‘be  responsible”— Stogo^hteo  ^  be?ng  wiU  more 

accordance  with  those  values  dev  1  W”  rnoral  and  ethical  values,  in 
informed.”  He  will  see  what  i<?  „n-6  °PG  . by  culture — if  he  can  “be 

humau  needs  aTd  taTe™  th^b  ”  !”  th',sysMm.  '**>  to  terms  of 
he  can  comprehend  wh^fe  if,™  technological  constructs  in  society,  if 

predict  what  effects  his  DolimTT””^  He  W\U  aC‘  res  Pebbly  if  he  can 
"orld,”  on  .th"S,le  Wil‘  have  “out  th««  the 

which  societies  have  set  uo  T/  °n. the  technol°gical  systems 

of  man.  P  in  the  world  as  institutions  for  the  service 
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Here  is  where  the  power  of  theory  and  conceptual  schemes  comes  into 
the  more  value-laden  feeling  of  responsibility  which  lies  within  the  in¬ 
dividual  executive.  We  shall  see  that  theories  are  the  result  of  scholars 
exerting  enormous  amounts  of  time,  human  effort,  and  creativity  in  or¬ 
der  to  see  the  fundamental  forces  operating  in  nature  which  are  not  seen 
by  other  people  who  do  not  have  the  time,  the  effort,  or  the  interest  in 
that  particular  phenomenon.  Furthermore,  the  theories  do  something 
which  is  vital  in  a  world  as  enormously  complex  as  our  world  is  today. 
They  produce  abstractions,  in  that  they  simplify  and  reduce  the  world 
to  manageable  ideas  which  the  human  mind  can  handle.  They  report  on 
regularities ,  or  patterns  of  events  over  time,  so  that  much  decision-mak¬ 
ing  time  is  saved  by  not  dealing  with  masses  of  events  and  detail.  In  a 
particular  sense,  then,  one  who  can  apply  theories  to  policy  decisions  is 
more  informed,  and  therefore  more  responsible,  in  a  world  of  increasing 
complexity:  (1)  he  utilizes  the  distilled  experience  from  other  brains,  and 
(2)  he  receives  this  in  a  form  which  comprehends  the  complexity  in 
generalized  bundles — in  concepts  and  abstraction,  and  in  predictable 
regularity.  These  ideas  will  be  developed  more  explicitly  in  the  following 
chapters. 

There  is  another  side  of  responsibility  which  must  be  emphasized 
with  equal  weight  in  comparison  with  our  first  value  of  keeping  in¬ 
formed.  “Informed,”  as  used  above,  implies  the  study  of,  and  an  ability 
to  apply,  the  rational  conceptual  schemes  developed  by  the  minds  (logic) 
and  experiments  (experiences)  of  the  social  sciences,  industrial  engi¬ 
neering,  and  operations  research.  In  addition,  we  believe  that  there  are 
two  other  responsiblities  which  fall  on  the  executive  of  today.  One  has 
to  do  with  reasonableness  and  rationality  in  that  part  of  the  policy  system 
that  cannot  be  reduced  to  regularity  and  prediction.  Working  with  the 
cases  in  this  book,  or  in  actual  policy  problems,  one  sees  constantly  that 
irregularity ,  or  what  in  the  next  chapter  Langmuir  calls  “divergent  phe¬ 
nomena,”  is  a  matter  which  the  executive  must  face  with  courage,  and 
with  a  willingness  to  attack  ambiguous  problems.  He  must  be  willing  to 
think  deeply  about  these  problems,  put  subjective  weights  on  alternative 
solutions,  and  otherwise  cope  with  the  factors  in  a  problem  that  cannot 
be  put  precisely  into  words  or  reduced  to  quantitative  measurement.  A 
second  interconnected  responsibility  of  the  businessman  is  to  deal  with 
the  fact  in  policy  problems  that  rationality  is  not  the  only  cause  of  human 
behavior.  Feelings,  sentiments,  and  nonrational  responses  are  part  of  the 
executive’s  own  behavior,  as  well  as  that  of  those  around  him  (including 
the  behavior  of  theorists,  logicians,  specialists  of  various  kinds,  and 
scientists).  We  believe  that  an  understanding  of  the  limitations  of  science 
and  theory,  and  a  deeper  understanding  which  is  associated  with  prac¬ 
tice  in  relating  these  to  policy  problems,  particularly  in  group  discussion, 
generates  these  two  kinds  of  responsibilities. 

What  about  the  more  substantive  attitudes  of  morality  represented  by 
religious  and  moral  philosophies?  So  far,  we  have  taken  a  position  of 
intellectual  morality  about  the  way  the  executive  should  use  his  mind 
in  the  solution  of  problems.  In  regard  to  the  former,  the  authors  have 
their  own  convictions  regarding  individual  human  morality  and  regard¬ 
ing  the  kind  of  social  structures  which  man  creates  that  in  turn  can  be 
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judged  as  good  or  bad.  However,  we  have  not  dealt  with  these  value 
positions  m  any  way  except,  perhaps,  that  they  influence  to  some  degree 
the  selection  of  theoretical  readings  and  the  values  of  the  theorists  who 
developed  the  theories.  We  doubt  that  preaching  a  philosophy “uSt 
in  the  brief  pages  of  this  book,  can  have  any  real  impact  on  the  behavfor 
of  most  readers.  In  this  belief  we  have  been  influenced  by  the  seemingly 
lifeless  (m  terms  of  changing  anyone’s  behavior,  as  opposed  to 
nature  of  speeches  which  say  that  management  has  T  responsibihtv  fo 
the  community  to  stockholders,  to  employees,  and  the  like  What  the 
cases  in  this  book  do,  in  many  instances,  is  to  show  precisely  thi  prob 
lem:  that  people  often  verbalize  noble  iHealc  w  fu  .  ciy.inis  Proo- 

problem  end  helps  one  to  clarify  just  what  one's  idea” are”  ^  th6 

WHAT  THIS  BOOK  WILL  NOT  DO 

As  a  final  note  to  this  first  chapter  we  neerl  tn  . 

limitations  to  the  present  book  The  attemm  a  lear  about  certain 
practice  involves  certain  costs  attempted  merg<*  of  theory  and 

in^eve^hough^n^he^uthor’^origina^words1"^18  °fhthe°retical  wad¬ 
ing  more  deeply  and  comprehensivelv  the  theo  ’  •  &  substitute  for  study- 

technology.  The  study  in  '^Ihh^^ononih^opera^om'rereareh^nan 
cal  accounting,  psychology  organon™  .1,’  “  research,  finani- 

of  inquiry,  is  a  valuable  thing  in  the  world  of  toHav^"^7  °oher  areas 

cannot  give  the  total  context,  or  complete  understlndinTofthe6'1^1111’7 
conceptual  scheme.  This  doe<?  nnt  sending,  of  the  author  s 

abstracts,  and  practice  in  usine  the*™  *  ’  WG  ^asten  to  say»  that  such 

this  book  Certain  ofrhem  !lt  h  18  presented  in  the  readings  in 
encourage  this.  Q  10ns  m  case  introductions  are  phrased  to 

sense* stifle^ thf^creati  vity^ and*  taitiati  ve^of fv  UC*y  °ltheories  does.  m  one 
advocates  of  John  Dewev’s  nrnp-recc-  a  ^  prob  em  solver-  Just  as  the 
too  much  arithmetic  and  too  little  ^l^6  UCaPo"  argue  that  injection  of 
inhibits  the  growth  of  children  eerta  •  yi  jg  Wlth  °lay  in  the  first  grade 
ti ve  case  method  have  argued  that  ■  • in  adv°cates  of  the  pure  nondirec- 
interferes  with  a  learner’s  hard  drive  T  T  ,theories  in  case  problems 

ysis  and  solution  of  problems  Tha?d?’  ®h  th“lkmg>  and  creative  anal- 

be  denied.  Perhaps  L  answer  le  18  T**  “ thiS  viewpoint  cannot 

in  regard  to  the  comnleS3  a  Say  °nly  What  We  have  ^ady  said 
that  this  is  the  inftutioTf  >  and  add  the  comment 

power  I"®  and  ^  ,he  ige  <*  *■“ 


Chapter  2.  CONCEPTUAL 
SCHEMES  AND  SCIENCE 


In  this  *'hu|itrr  w«*  will  thr  u.tturr  n(  t  unrrpls,  of  ***  fruitin' 

r*mrr|>tual  M  lirmi'N  or  (hronrs,  ,ui«t  ^mtrihiitg  of  (ho  natmr  of  Itmv 
,»«•  ymnrratrd  hv  (hr  minds  of  srirutisfs  Hv  d<*m«  fhrs  w«*  *»*■(  thr 
tor  ruidri  starulutK  thrir  fmwrr  as  on  .ud  10  turd  of  ,n  (ton  polo  v 
makers  ond  Krttrr.il  »*,\<H  uttV4*s  ami  fur  tmdris(and»*tM  (loot  imm.tttoits 
in  (hr  mm  rot  of  poll*  v  systr ins 

CONCEPTS  AND  ABSTRACTION 

A  t  orn  rpt  is  on  mvrntmn  of  tfir  mimh  a  jiro.htt «  of  (hr  miiynuafiou, 
width  rnahlrs  human  hrini'.s  to  mak«4  srnsr  out  of  Ifir  wot  Sd  altottf  them 
Around  us  at  all  imiw,  m  out  rnvtruumruh  arr  thousands  <4  olijr.  ts  and 
dynamic  rv«*nts  whu  h  «ivr  '•ttmultr.  to  (hr  srnsr  o»y;am  evrs,  rais, 
ttosr,  torn  h  in  profusion  Aftrr  infant  v,  thr  futman  brm«  would  h*4 
hrljtlrss  in*  opr  yvtth  thrs**  ttnlrss  hr  ha-*  so  tit*-  imam.  of »  ataloadn;  thrm 
mto  frrms  that  h.tv«*  mranuiK  m  tirahim  with  day  to  day  fuohh-ms 

M**inr  of  th«"*r  arr  i  aeatognl  a*,  ■•j-sood*'  or  "had,"  a-*  to  wtirihn  they 
saf»«»fy  or  jirnalura  (*44rs<m's  hast*  drsitrs  I  hrsr  an-  fountain  »•  or  *  aide 
t  onrrjits,  ami  vvr  lahrl  them  "aftttudrs" m  "y  alnrs  “  <  hhrrs  arr  relatively 
nrutral  in  **niot»*mal  vain**,  thrv  simply  *m<  I  fu  se  a***  des*  njitive  t  «*u 
refits 

As  I  stt  m  my  offtrr,  f  s«4r  an  ohjri  t  with  fom  lei's,  ftt»  a* ms,  and  an 
uprtKhf  ha*  k  ami  I  *  aialoKU**  this  a’*  a  "*  had  "  I  hr  %etu  uitn  symbol 
•vltair"  dor%  not  need  to  hr  sjwikrn,  sim  **  1  •  anno!  think  vv  tthoni  t  on*  rj* 
tuahnnw  and  without  thr  power  of  word  syudwds  Somewhere  .d<m«  do- 
linr  motir*  ultitrn!  development,  (hr  sy  tnhol  "4  haul"  w  as  «  »<«*  r/Uwud.r,/ 
to denote  thr  jurdi  ular  *<mstrllanon  0} ,  hara*  trnsin  s  .4  h-wv  ha.  k.  ami 
arms  Hu-  juo*  ess  whit  h  (hr  human  mind  uses  to  »  on.  eptuahm  the 
rmtrmotts  *  nnipinuty  of  thr  world  mto  tdras  is  known  as  th>-  pto , r-,  of 
ahsfia*  tton 

Hut  (hr  *  hatt  u»  mv  ofto  «•  IS  rrallv  a  jiaito  ulai  ohjr.  t  it  »•.  no*  »-*,*.  th 
liki* any  uthn  1  hau  m  th«-  woj Id  It  may  have  a  solid  ha*  k  or  a.  an*-  ha*  k 
It  may  harr  a  loitm!  si-at  oi  square  scat  ll  uiay  hay«-  inuud  lry;»im  s.pjair 
h4Ks,  or  tt  may  «4v*-u  havr  a  hip.  s4  rat*  h  on  (h*-  ha*  k  whefrav  (hr  ,  hau 

T1 
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across  the  hall  is  new  and  unhlpmick^  rp, 

istics,  rather  than  general  charactpri^t*  *eS^  are  particular  character- 
to  as ’divergent  phenomena^ 

process  of  abstraction  we  select  t  •  made  bere  is  that,  in  the 

vorced  from  the  total  rllity  of  hard  rln/p  abstract  characteristics,  di¬ 
way  can  we  make  sense  out  of  Ae  h?°l  ^  **  **  WOrlA  °nly  in  ** 
legs  plus  arms  plus  back  equals  chair— three confusion  around  us.  Thus, 
cataloged  into  a  larger  concept  or  idea  tv,  abstract  characteristics  are 
mind  eliminates  irrelevant  details  if  we  c-6  pigeon'hole  system  in  the 
upon  and  do  not  want  other  attributes  m  ,.lmpy  want  something  to  sit 
for  thinking  depend  on  what  our  problem  is  ^  ^  COncepts  we  select 

of  abstr^°conceptr.*iS^^e^another^o)Cee^t  and  higb-  ^els 

another  labeled  “bookcase,”  another  lSf  H  find  labeled  “table,” 
is  to  construct  a  new  “building”  for  the  h  &  ■  filecablnet  ” If  my  purpose 
of  the  things  I  will  have  to  drect  Z  Z  T™*  SCh°o1’ 1  know  that  one 
which  abs„.cK  on  a-oSe” SS"* 

eliminates,  for  purposes  of  this  specific  He  •  •  lraension-  This  concept 

divergent  furniture  objects  (bookcases  don’t  fi10"’ the  difference  between 
iad  of  details  are  not  relevant  to  certain  He  • h&V6  arms)  because  the  myr- 
literally  go  crazy  if  every  detail  in  the  C1S?°ns’ and  because  one  would 

“=*  Sr„m'nt  Were  “  be 

When  we  face  problems  nf  •  on' 

of  building  buildings,  going  to  work  in  public  f0^8  ^  SUbg0als  in  life- 
houses,  managing  business  corporations  He  transportation,  furnishing 
dinner,  getting  tired  of  standing  upright  '°  haVe  f°r 

which  are  useful  in  understanding  the  «  1Z k  and  choose  concepts 
what  will  happen  “out  there”  fpredi  cf  ^  °r  d,  (analysis),  in  predicting 

what  we  want  (control).  Concepts  are  theref  What  might  d°  t0  get 
for  thought  and  action/  P  therefore  powerful  mechanisms 

three  respects.  We  leirn^lt^fSe1”  fs^ba?^?  P°Werful  t0  us  in  these 
‘good”  for  cooking.  We  do  not  have  to  if  J  r  stIcking  hands  in,  but 
what  to  do  around,  or  with,  fire  beclul  we  wTi  ^  and  °Ver  about 
and  attitudes)  in  the  mind  which  enahlc  b  v  built-m  policies  (values 

(2)  without  cluttering  our  minds  with  nefn  °  ^  “  quick  time> and 

we  face  similar  situations  decisions  and  facts  every  time 

individu^0  Semanti^ ^mbol ^^c^ceptT^t  ^lUSe- t0  S°ciety  and  t0 

Person  to  think,  predict,  and  in  some  mZ  n0t  °nly  aid  tbe  “dividual 
they  also  enable  one  human  being  to  na«Ure  COntro1  thinSs  around  him; 
Prior  actions,  to  other  human  beings  Yon  ^  exPerience’  l^rned  from 

bya  ‘snake,”  but  somewhere  along  the  Unllay  VC  n6Ver  been  bitten 

a  snake  is  (described  it  in  termfof  abslalll116  either  told  you  what 
and  “round”),  pointed  one  to  you  or  SUCh  as  “long” 

or  death  *  f 
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one  person  to  learn  and  get  help  from  the  distilled  experience  of  someone 
else. 

Value  (attitudinal)  concepts,  in  fact,  are  one  of  the  primary  ways  in 
which  societies  control  the  behavior  of  divergent  individuals  and  groups. 
In  certain  societies,  for  example,  alcoholic  beverages  are  “bad,”  and  this 
is  conveyed  through  families  to  children.  This  is  a  form  of  “conscience 
control.”  Social  pressures,  and  social  penalties,  or  even  the  formal  codifi¬ 
cation  of  value  concepts  into  prohibition  laws,  are  added  means  of  con¬ 
trol.  But  even  these  could  not  exist  without  the  existence  of  concepts  and 
the  power  of  abstraction. 


THEORY  AND  CONCEPTUAL  SCHEMES 

So  far,  we  have  used  the  term  “concept”  to  denote  any  meaningful  idea 
which  exists  in  the  mind  and  which  partially  (in  the  sense  of  selecting 
certain  abstract  characteristics)  describes  reality — what  is  “out  there”  in 
the  world. 

A  theory  is  a  form  of  conceptualization  in  that  it  (1)  is  more  precise 
than  the  garden  variety  of  ideas  generated  by  common  sense,  (2)  it  was 
arrived  at  by  a  process  of  thought  which  is  more  rigorous  than  common 
sense  and  day-to-day  action,  and  (3)  it  therefore  is  more  likely  to  describe 
what  is  reality  and  what  will  happen  “out  there.” 

Let  us  look  for  a  moment  at  the  second  of  these.  For  our  purposes, 
theories  can  be  classified  in  two  ways,  depending  on  (a)  whether  they 
were  developed  for  the  purpose  of  understanding  nature  versus  control¬ 
ling  nature,  or  (b)  whether  they  were  arrived  at  with  the  aid  of  observa¬ 
tion  or  experiment1  or  with  the  aid  of  logic  and  reason  alone.  The  first 
of  these  dimensions  separates  scientific  and  philosophical  theories  on 
the  one  hand  from  technological  theories  on  the  other.  The  second  di¬ 
mension  separates  scientific  theories  from  philosophical  theories 


PHYSICAL  SCIENCE  AND  PHYSICAL  SCIENTISTS 

Scientific  theory  is  one  form  of  conceptualization  which  is  aimed 
primarily  at  understanding  the  operation  of  nature,  not  in  controlling 
nature.  This  has  very  important  implications  for  policy  makers  because 
many  of  the  ideas  generated  by  scientists  either  seemingly  are  beyond 
the  control  of  the  policy  maker  at  the  time  of  his  decision,  or  because  they 
actually  are  beyond  his  control  (regardless  of  timing),  or  because  they 
are  irrelevant  to  his  problems  and  goals. 

Additionally,  scientific  theories  are  arrived  at  in  a  very  special  way: 
through  observation  (or  experiment),  by  the  imagination  of  a  hypothesis 
which  explains  why  things  happen,  and  then  by  a  testing  of  that  hypoth¬ 
esis. 

In  the  science  of  astronomy,  many  years  of  patient  observation  of 


J ®  h‘he,ai<?  of  very  important.  Later  discussion  will  show  that  in  many 
scientific  theories,  particularly  m  the  social  sciences,  the  theories  are  not  generated  by  obser- 

^Tv,f”  t^Perin?ef.,al°ne;.The  scientist’s  values-  needs,  and  subjective  preconditioning 
leads  him  to  speculate  or  to  imagine”  an  hypothesis,  the  hypothesis  being  a  concept  which 
exists  m  the  mind,  not  solely  in  the  facts.  6  p 
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“planets”  (note  that  someone  distinguished  these  from  “stars”)  enabled 
astronomers  to  speculate  that  a  planet’s  orbit  was  determined  by  several 
forces,  one  of  which  is  the  “gravitational  force”  of  other  planetTfin 
addition  to  the  gravitational  force  of  the  sun).  Another  factor  is  thl  siS 
and  mass  of  both  the  planet  under  study  and  the  size  and  mass  of  the 

und"  stuS  7  S  ^  ^  fi6ld  °f  inflU6nCe  or  force  ^  ‘he  planet 

The  following  record  of  the  observations  and  hypotheses  that  led  to 
the  discovery  of  Neptune  serves  as  an  example  to  s^m^aS 
scientist  with  great  concentration  of  time  and  effort,  is  able  to  come  up 
with  understandings  of  nature  which  laymen  could  not  attanthrouvh 
common  sense;  (2)  how  measurement  enables  the  scientist  to  prove  the 
truth  of  his  hypotheses;  and  (3)  how  great  amounts  of  creative  Vagina! 

1820  The  first  attempt  to  chart  and  predict  the  motions  of  the 
three  outer  planets  (Uranus,  Saturn,  Jupiter)  mas  developed  by  the 
French  mathematician  Laplace  in  the  Mechanique  Celeste  This  the- 
on,  based  on  the  mutual perturbations  of  these. planets  was  used  by 
Bovard  of  Parts  to  construct  highly  accurate  tables  of  their  past  and 
predicted  future  positions.  Jupiter  and  Saturn  moved  very  saLfyt 
tartly  according  to  prediction,  but  the  observations  of  Uranus  showed 

^ZZtZditf6  t0le:abJl HmitS  °ferror  predictions. 
seZTonla^Lt^  T  T  ^tween  the  prediction  and  the  ob- 

a  degree  which  eauni^h  °{  aTC  °ne  minute  equals  one  sixtieth  of 
Tth™Sof£j  °Ue  one-hundred-eightieth  of  the  sky) 

*  rJ9,.  f  these  circumstances,  mathematicians  and  astron 

omers  of  the  time  approached  the  problem  in  two  different  ways  First 

of  Uranus  would  halZVl  to  CTeate  the  ™ted  deviations 

is a  J  ,  ■  ,  °  be  80  enOTmous  as  to  be  impossible. 

Sirj - % 

Planet,  ^eliZfng  firmly  thafth  ^  deVmtions  Were  caused  bV  such  a 
lation  of  UranusJrrhit  H  ^  deVmtlons  were  ca™ed  by  miscalcu- 

_dshehocentnc  longitude.  Nothing  was  done. 
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1843  The  Royal  Society  of  Science  in  Gottingen  ( Germany)  offered 
a  prize  of  fifty  ducats  to  whomever  would  offer  the  best  solution  to 
the  problem  of  Uranus’  orbit. 

The  question  having  now  exhausted  all  known  proofs ,  combined 
with  the  incentives  of  the  prize  money,  it  remained  for  an  astute 
mathematician  to  work  upon  the  only  remaining  hypothesis :  that  of 
the  ultra-Uranian  planet  In  England,  J.  C.  Adams  undertook  such 
work,  and  within  several  years  was  able  to  prove  that  the  deviations 
could  be  fairly  well  represented  by  the  gravitational  effects  of  an 
unknown  planet  of  which  he  then  calculated  the  motion  and  orbital 
elements.  The  planet  he  described  from  his  derivations  is  only  one 
and  a  half  degrees  in  error  from  the  actual  position  of  the  heliocentric 
longitude  as  it  is  now  known,  and  only  one-half  degree  in  error  from 
the  position  along  the  ecliptic. 

But  Airy,  in  replying  to  all  this  information  presented  to  him  by 
Adams,  merely  inquired  if  the  assumed  perturbation  would  also  ex¬ 
plain  the  error  of  the  radius  vector  of  Uranus.  Adams,  incensed,  made 
no  reply. 

Meanwhile,  in  France,  the  mathematician  Leverrier  had  drawn  the 
same  conclusion  as  Adams.  His  investigations  were  more  thorough, 
though,  in  that  he  proved  by  scientific  demonstration  and  logical 
deduction  that  there  was  no  known  admissible  solution  to  the  prob¬ 
lem  except  that  of  an  ultra-Uranian  planet. 

1846  At  this  point,  both  groups  began  searching  the  skies  for  the 
new  planet.  Airy,  being  convinced  that  it  might  be  possible,  set  an 
assistant  to  sweeping  the  sky  in  the  neighborhood  of  the  area  pre¬ 
dicted  by  Adams.  The  plan  required  the  comparison  of  two  sweeps, 
of  all  stars  noted  down  to  the  sixth  magnitude,  in  order  that  the  new 
planet  might  be  detected  by  its  motion.  Nothing  was  found,  after  this 
had  been  carried  out. 

On  August  31,  1846,  Leverrier  wrote  to  the  Berlin  Observatory  that 
now-famous  letter  stating  that  if  they  would  but  train  their  telescopes 
on  a  certain  point  in  the  sky,  comparing  their  results  over  several 
nights,  they  would  discover  the  presence  of  a  new  planet.  By  chance 
the  proper  chart  for  comparison  had  just  been  completed;  the  new 
planet  was  discovered  two  evenings  later  as  an  eight-magnitude  body 
whose  movements  could  be  shown.  The  existence  of  the  new  planet 
was  thus  established. 

In  the  above  example,  note  how  the  scientists  involved  could  not  possi¬ 
bly  have  imagined  the  hypothesis  that  Neptune  was  out  there  without 
the  concepts  of  “size,”  “mass,”  “heliocentric  longitude,”  and  “gravita¬ 
tional  effects.”  These  concepts  of  the  mind  had  already  been  arrived  at 
through  generations  of  other  scientists  devoting  all  of  their  time,  all  of 
their  energies,  and  all  of  their  intellectual  and  creative  power  to  the 
understanding  of  celestial  movements.  This  was  an  example  of  deduc¬ 
tive  thinking,  or  reasoning  from  certain  concepts  (force,  mass),  to  prove 
facts  that  were  not  known.  It  is  the  opposite  of  inductive  thinking,  or  the 
mental  process  that  produced  the  original  theory  of  force  and  mass  as 
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determinants  of  planets’  orbits.  This  th^orv 

formulated  from  observation  of  the  facts.  It  is  in  this?6  co^epts’. were 
being  the  result  of  pffnwc  ^  this  sense  that  science, 

than  laymen,  have  much  to<Ser  10^?^^  mental  powers3 

problems.  r  t0  the  Iatter  m  1116  solub°n  of  everyday 

Notice  also  that  to  the  policv  malfpr  in  ti,0  . , 
there  is  not  much  usefulness  in  knowing  that  ^d-twentieth  century, 
the  President  of  the  United  States  nor  the-  rh  ■  eptune 18  tbere-  Neither 
Central  Committee  of  the  USSR  is  voimr  t  air/nan  of  tbe  Communist 
conceptual  scheme  of  ‘‘mass ^  °rbit  But  the 
“gravitational  effect”-the  Scry  Tcause  ^lcr 
policy  matter.  Laplace,  charting  Juniter  in  i  son  ff?7f  Yery  much  a 
that  President  James  Monroe  would  nut  Q  ’  probab*y  did  not  think 
In  our  century,  until  recently  a  ma!?  PfV?  m&n  °"  Jupiter>  or  the  moon, 
books  and  science  fiction  writers  Todav  ho  m°°n  Was  a  matter  f°r  comic 
or  any  president  of  a  corpomLn^ ^  Wh  Slf’  T  Citizen’ 

tronic  equipment  for  the  cnar«A  *  a  s  rockets,  metals,  or  elec- 

builds  houses  for  personnel  at  th?™?1?’  ?r  wBo  se^s  f°od  suPPhes  or 
well  recognize  that  part  Laplace  had1SS1 1 baS6  “  Cape  Kennedy,  might 
the  products  they  sell,  or  in  the  case  of  the*51”8  ^ liVCS’  determining 
the  processes  and  operations  which  must  tak ^"e^tSctm^nS 

REPETITIVE  VERSUS  DIVERGENT  PHENOMENA 

NortwT^ilhTe^em  hmea?higto:  M°de™  **“'*■"•  *** 

that  “there  can  be  no  living  science  ^™atl"an'phllos°Pher,  points  out 

tive  conviction  in  the  existence  of  an  order  o/SSl"  IhSTs^ 
believe  instinctively  that  events  will  ran  { lu  9  7~that  1S’  scientists 
“vents  can  be  observed  (toX  sHes  taX  uZ™*''"*:  a”d  that  the 
repetitive  pattern.  This  pattern  deco’  u  jh  laboratory)  as  forming  a 
and  then  general  laws  or  principle  n  C  terms  of  lower  order  facts, 

Hon.  For  example  XIS  Z  Sta“d  “  high“  ‘““Is  of  abstract 
then  conceptual!^  into  concepts  luch^  -mSs  XS' 

inantyXorXrX^ 

bances  or  forces  which  interrupt  the  pattOT"0”1'”8' °UBlde  diStUr' 

-  2  3Si\5SS:  “ poiM  « — 

two  days  are  identical,  no  two  winters  Wh.,1  ““  "!  ““ct  delail  No 

Accordingly,  the  practical  Dhiln«n^ii  x>  *  ^as.gone’  has  S°ne  forever, 
broad  recurrences,  and  to  accept  the  det  •1jnanklnd  has  been  t0  expect 
scru table  womb  of  things  beyond  the  kentf  “  ShS*  ^  ** 
J-mences  such  as  astronomy,  in  „hich  CS 'are  in  reality  (as 

are  speciXte  “SUperlor  ”  Viewed  »  one  way,  scientists 

bvPthetUPOn  :hat  0ne’s  “for  ‘‘super^-nisPUFr:rUtIhetherFthlS  “-P-ior  “ 

y  the  degree  of  complexity  of  problems  on  whirl,  a  h  mstance> lf  we  measure  superiority 

‘^Nor^wSter? ?  m°re  C°mPleX  ^  to 

(New  York:  The  Macmiuln  Co? ^25)!”^  1°^™  ^  LoweU  L^es,  February,  1925 
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well  as  the  mind)  relatively  simple,  with  no  disturbing  forces,  the  as¬ 
sumption  of  repeated  patterns  seems  to  yield  theories  which  are  true, 
from  year  to  year  and  century  to  century. 

Today  in  the  physical  sciences,  when  we  get  away  from  astronomy, 
scientists  are  discovering  that  their  laws  are  quite  tentative,  and  that  the 
study  of  change,  differences  in  detail,  and  disruptions  to  the  system  or 
pattern  are  as  important  as  recurring  patterns.  These  divergent  phenom¬ 
ena,  as  opposed  to  convergent  phenomena  (patterns),  in  the  modern 
world  of  intellectual  and  cultural  complexity  are  extremely  important 
in  the  social  sciences,  and  they  are  even  more  important  in  the  world  of 
policy  making  and  managerial  action.  Why?  Because,  as  we  shall  see 
later,  there  are  many  disturbances  in  an  action  system  or  policy  system. 

For  the  present,  the  following  statement  by  the  retiring  president  of 
the  American  Association  for  the  Advancement  of  Science  should  help 
to  understand  the  paradox  to  which  Whitehead  refers.5  In  one  way,  this 
paradox  is  caused  by  the  fact  that  scientists,  in  their  process  of  abstrac¬ 
tion,  leave  out  important  details  which,  as  Langmuir  points  out,  “are 
important  in  altering  the  course  of  human  history”  and  “profoundly 
affect  human  lives.” 


Up  to  the  beginning  of  the  present  century  one  of  the  main  goals 
of  science  was  to  discover  natural  laws.  This  was  usually  accom¬ 
plished  by  making  experiments  '  under  carefully  controlled  condi¬ 
tions  and  observing  the  results.  Most  experiments  when  repeated  un¬ 
der  identical  conditions  gave  the  same  results. 

The  scientist ,  through  his  own  experiments  or  from  previous 
knowledge  based  on  the  work  of  others,  usually  developed  some  theory 
or  explanation  of  the  results  of  his  experiments.  In  the  beginning  this 
might  be  a  mere  guess  or  hypothesis  which  he  would  proceed  to  test 
by  new  types  of  experiments.  .  .  . 

.  .  .  The  usefulness  of  the  theory  lies  just  in  its  ability  to  predict 
the  results  of  future  experiments.  The  extraordinary  accomplish¬ 
ments  of  the  great  mathematical  physicists  in  applying  Newton's 
Laws  to  the  motions  of  the  heavenly  bodies  gave  scientists  of  more 
than  a  century  ago  the  conviction  that  all  natural  phenomena  were 
determined  by  accurate  relations  between  cause  and  effect.  If  the 
positions,  the  velocities  and  the  masses  of  the  heavenly  bodies  were 
given  it  was  possible  to  predict  with  nearly  unlimited  accuracy  the 
position  of  the  bodies  at  any  future  time.  The  idea  of  causation,  or 
a  necessary  relation  of  cause  and  effect,  has  long  been  embedded  in 
the  minds  of  men.  The  recognized  responsibility  of  the  criminal  for 
his  acts,  the  belief  of  the  value  of  education  and  thousands  of  words 
in  our  language  all  show  how  implicitly  we  believe  in  cause  and  effect. 
The  teachings  of  classical  science,  that  is,  the  science  up  to  1900,  all 
seem  to  reinforce  this  idea  of  causation  for  all  phenomena. 


s  Irving  Langmuir,  “Science,  Common  Sense  and  Decency,”  Science ,  Vol.  97  No.  2505 
(January  1943),  pp.  1-7,  reprinted  from  Science  by  permission.  The  authors  are  indebted  to 
Professor  Joseph  Bailey  of  the  Harvard  Business  School  for  calling  attention  to  the  importance 
or  Langmuir  s  ideas  in  the  practice  of  administration. 


deve,^d 

kind  of  a  model.  In  geferAlfAAtAAJl  de{CnVtion  ™  terms  of  some 
world  we  select  only  a  few  element*  ^  h  Z79tin9°fthe  whole  complex 

and  concentrate  our  mZs  oZheZ  "An*  7 *?*  »  ^  important 

atomic  theory  according  to  which  rAAtZ  he  chemJst  develoPed  the 
as  many  different  kinds  as  there  are  rhe  w  T*  Up  ofatoms  °f 
thought  of  as  small  spheres  but  no  thn  T'ZCal  elements-  These  were 
rial  of  which  they  were  made  When  ft  W°t 9lven  as  to  the  mate- 
these  atoms  were  built  uv  of  eleZZl  ft  T.. theories  indicated  that 
very  i 


*■*  *  * 

«  ‘Mt «  '**«  resemble  in 
basis  we  should  recognize  that  7A7  Ai  considering.  On  this 

trary  features  andfZfimfAfZZ  any theo^  has  manyarbi- 

‘‘tolifiaatiomstZ^e^feTZt^fTT"  im^edby  O' 

or  the  construction  of  our  model  development  of  the  theory 

Perhaps  the  most  important  aspect  of  th7 ZZ*  7°ugh  science. 
ceased  to  believe  that  word*  nr  7  *  { tk  ,S  that  the  scientist  has 
to  He  is  not  an«  “<>solute  mean- 

know  what  is  the  meaning  of  t7  l°ns  exlstence;  he  does  not 
exist?”  The  definition  of  AtoLA*  7f  ^ i  D°6S  an  atom  Teally 
ary.  Its  real  meaning  lies  in  thfsuZ  77  *"  the  d^on- 

among  scientists  who  have  *nnr~ini  •  d  ■  t  knowledge  on  this  subject 
authorized  to  make  an  exact  del 77  tnJhisJield  No  °ne  has  been 
sure  just  what  we  meLefen  toAST*  «* <w  *«  be 

largely  metaphysical  and  in  general  ZA  t  e.Xlst  Such  Questions  are 
list.  Bridgman  has  pointed  outthAt  fl  7  modern  scien- 

only  in  So  far  as  they  cart  hp  si  *  concepts  in  science  have  value 
specifications.  ThusndZJmtl  b  "  ‘T™  °f  operations  or 

unless  toe  agree  upon  the  methods  fffb  ■  *b  ^  about  length  or  time 
and  time.  methods  by  which  we  are  to  measure  length 

‘^ZZ'ZtZsifZftfbTl  T'  the  7*“'  *****  »osed  on  the 

classical  *to£7£ nhth  the 

development  of  the  uncertainty  w  Through  the  more  recent 

Heisenberg,  this  conflict  has  noA rffj  ^  developed  by  Bohr  and 

ciple  it  is  fundamentally  impossible  Accordlng  to  thisprin- 

velocity  and  the  positiofi  <7777  ™easure  accurately  both  the 

h„. _ f,,  .  P°»wion  of  any  single  element™-,,  r. 


taneously.  Thus  it  becomes  impossiblfT11™, f?  but  not  both  simul- 
movement  of  a  single  particlA ThAAfA  prfdzct  with  certainty  the 
scope  of  science  hf  lost  its  basis.  f  '  Ampere's  estimate  of  the 

According  to  the  uncertainty  principle,  rahich  is  non,  thoroughly 
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well  established,  the  most  that  can  be  said  about  the  future  motion 
of  any  single  atom  or  electron  is  that  it  has  a  definite  probability  of 
acting  in  any  given  way.  Probability  thus  becomes  a  fundamental 
factor  in  every  elementary  process.  By  changing  the  conditions  of  the 
environment  of  a  given  atom,  as,  for  example,  by  changing  the  force 
acting  on  it,  we  can  change  these  probabilities.  In  many  cases  the 
probability  can  be  made  so  great  that  a  given  result  will  be  almost 
certain.  But  in  many  important  cases  the  uncertainty  becomes  the 
dominating  feature  just  as  it  is  in  the  tossing  of  a  coin. 

The  net  result  of  the  modern  principles  of  physics  has  been  to  wipe 
out  almost  completely  the  dogma  of  causation. 

How  is  it,  then,  that  classical  physics  has  led  to  such  definite  clean- 
cut  laws?  The  simplest  answer  is  that  the  classical  physicist  naturally 
chose  as  the  subjects  for  his  studies  those  fields  which  promised  great¬ 
est  success.  The  aim  of  the  scientist  in  general  was  to  discover  natural 
laws.  He  therefore  carried  on  his  experiments  in  such  a  way  as  to  find 
the  natural  laws,  for  that  is  what  he  was  looking  for.  He  was  best  able 
to  accomplish  this  by  working  with  phenomena  which  depended 
upon  the  behavior  of  enormous  numbers  of  atoms  rather  than  upon 
individual  atoms.  In  this  way  the  effects  produced  by  individual 
atoms  averaged  out  and  become  imperceptible.  We  have  many  famil¬ 
iar  examples  of  this  effect  of  averaging — the  deaths  of  individual 
human  beings  can  not  usually  be  predicted  but  the  average  death  rate 
in  any  age  group  is  found  to  come  close  to  expectation. 

Since  the  discovery  of  the  electron  and  the  quantum  and  methods 
of  detecting  or  even  counting  individual  atoms,  it  has  been  possible 
for  scientists  to  undertake  investigations  of  the  behavior  of  single 
atoms.  Here  they  have  found  unmistakable  experimental  evidence 
that  these  phenomena  depend  upon  the  laws  of  probability  and  that 
they  are  just  as  unpredictable  in  detail  as  the  next  throw  of  the  coin. 
If  l  however,  we  were  dealing  with  large  numbers  of  such  atoms  the 
behavior  of  the  whole  group  would  be  definitely  determined  by  the 
probability  of  the  individual  occurrence  and  therefore  would  appear 
to  be  governed  by  laws  of  cause  and  effect. 

Just  as  there  are  tivo  types  of  physics,  classical  physics  and  quan¬ 
tum  physics,  which  have  for  nearly  twenty-five  years  seemed  irrecon¬ 
cilable,  just  so  must  we  recognize  two  types  of  natural  phenomena. 
First,  those  in  which  the  behavior  of  the  system  can  be  determined 
from  the  average  behavior  of  its  component  parts  and  second,  those 
in  which  a  single  discontinuous  event  (which  may  depend  upon  a 
single  quantum  change)  becomes  magnified  in  its  effect  so  that  the 
behavior  of  the  whole  aggregate  does  depend  upon  something  that 
started  from  a  small  beginning.  The  first  class  of  phenomena  I  want 
to  call  convergent  phenomena,  because  all  the  fluctuating  details  of 
the  individual  atoms  average  out  giving  a  result  that  converges  to  a 
definite  state.  The  second  class  we  may  call  divergent  phenomena, 
wherefrom  a  small  beginning  increasingly  large  effects  are  produced. 
In  general  then  we  may  say  that  classical  physics  applies  satisfac¬ 
torily  to  convergent  phenomena  and  that  they  conform  well  to  the 
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older  ideas  of  cause  and  effect.  The  divergent  phenomena  on  the  other 
hand  can  best  be  understood  on  the  basis  of  quantum  theory  of  mod- 
ern  physics. 

***** 

The  formation  of  crystals  on  cooling  a  liquid  involves  the  forma¬ 
tion  of  nuclei  or  crystallization  centers  that  must  originate  from 
discrete,  atomic  phenomena.  The  spontaneous  formation  of  these  nu- 
clei  often  depends  upon  chance. 

At  a  camp  at  Lake  George,  in  winter,  I  have  often  found  that  a  pail 
of  water  is  unfrozen  in  the  morning  after  being  in  a  room  far  below 
freezing,  but  it  suddenly  turns  to  slush  upon  being  lifted  from  the 
floor. 

Glycerine  is  commonly  known  as  a  viscous  liquid,  even  at  low 
temperatures.  Yet  if  crystals  are  once  formed  they  melt  only  at 
64  F.  If  a  minute  crystal  of  this  kind  is  introduced  into  pure  glycerine 
at  temperatures  below  64 °  the  entire  liquid  gradually  solidifies 
During  a  whole  winter  in  Schenectady  /  left  several  small  bottles 
of  glycerine  outdoors  and  I  kept  the  lower  ends  of  test-tubes  contain- 
ing  glycerine  in  liquid  air  for  days,  but  in  no  case  did  crystals  form 
My  brother,  A.  C.  Langmuir,  visited  a  glycerine  refinery  in  Canada 
which  had  operated  for  many  years  without  ever  having  any  experi¬ 
ence  with  crystalline  glycerine.  But  suddenly  one  winter,  without 
exceptionally  low  temperatures,  the  pipes  carrying  the  glycerine 
from  one  piece  of  apparatus  to  another  froze  up.  The  whole  plant  and 
even  the  dust  on  the  ground  became  contaminated  with  nuclei  and 
“though  any  part  of  the  plant  could  be  temporarily  freed  from  crys¬ 
tals  by  heating  above  64°  it  was  found  that  whenever  the  tempTralure 
anywhere  fell  below  64  crystals  would  begin  forming.  The  whole 

*£££*£  SkUt  d°Wnf0r  ^  “»*  * efperZures 

nhfirrn  WehaV?,an  exa™Ple  °fan  inherently  unpredictable  divergent 
phenomenon  that  profoundly  affected  human  lives. 

nSZViehTlterjt0riT  °Tr tornado  must  start  from  a  small  beginning 
and  at  least  the  details  of  the  irregular  courses  of  such  storms  across 

actedT^  W°Zd.  be  m°dified  by  single  quantum  phenomena  that 
acted  during  the  initial  stages.  Yet  small  details  such  as  the  place 

ZZESZZZfZ? °cc"rs  -  *"«*  *• 

vhtd  d?ZliCati°nl  °fthe  uncertainty  principle,  especially  as  ap- 

hZLltZZ  fenTena’,are  m°re  generally  recognized  the 
oZ  klhZ  ?,?  id?*  of  causality  should  have  profound  effects  on 

chances  Twn  lZtl9^'  ^  ***”?  °fl°9iC  itselfis  Solved  in  these 
laToftll  °f. *he  fundamental  postulates  of  logic  are  known  as  the 

ZtLZfTy-  °fnatur?  and  the  law  of  the  excluded  middle.  The 
Their™!,11™  tSeqm1valent  °fthe  Postulate  of  causality  in  nature, 
ndlaw  is  simply  the  familiar  postulate  that  a  given  proposi- 

Z£7£,beitherf,Tue°:ffr ,n  ,herast 

formed  the  basis  of  much  of  our  reasoning.  It  seems  to  me,  however, 
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that  they  play  no  important  part  in  the  progress  of  modern  science. 
The  cause  and  effect  postulate  is  only  applicable  to  convergent  phe¬ 
nomena.  The  second  postulate  in  assuming  that  any  proposition 
must  be  true  or  false  implies  that  we  attach  absolute  meanings  to 
words  or  concepts.  If  concepts  have  meanings  only  in  terms  of  the 
operations  used  to  define  them  we  can  see  that  they  are  necessarily 
fuzzy.  Take ,  for  example ;  this  statement ,  “Atoms  are  indestructible.  ” 
Is  this  true  or  false?  The  answer  depends  upon  what  aspect  of  atoms 
is  considered.  To  the  chemist  the  statement  is  as  true  as  it  ever  was. 
But  a  physicist,  studying  radioactive  changes,  recognized  that  some 
atoms  undergo  spontaneous  disintegration  or  destruction.  The  fact 
is  that  the  chemist  and  the  physicist  have  no  exact  definition  of  the 
word  “atom”  and  they  also  do  not  know  in  any  absolute  sense  what 
they  mean  by  “indestructible.  ” 

Fortunately  such  questions  no  longer  occupy  much  of  the  time  of 
scientists,  who  are  usually  concerned  with  more  concrete  problems 
which  they  endeavor  to  treat  in  common-sense  ways. 

It  is  often  thought  by  the  layman,  and  many  of  those  who  are 
working  in  so-called  social  sciences,  that  the  field  of  science  should 
be  unlimited,  that  reason  should  take  the  place  of  intuition,  that 
realism  should  replace  emotions  and  that  morality  is  of  value  only 
so  far  as  it  can  be  justified  by  analytical  reasoning. 

Human  affairs  are  characterized  by  a  complexity  of  a  far  higher 
order  than  that  encountered  ordinarily  in  the  field  of  science. 

To  avoid  alternating  periods  of  depression  and  prosperity  econo¬ 
mists  propose  to  change  our  laws.  They  reason  that  such  a  change 
would  eliminate  the  cause  of  the  depressions.  They  endeavor  to  de¬ 
velop  a  science  of  economics  by  which  sound  solutions  to  such  prob¬ 
lems  can  be  reached. 

I  believe  the  field  of  application  of  science  in  such  problems  is 
extremely  limited.  A  scientist  has  to  define  his  problem  and  usually 
has  to  bring  about  simplified  conditions  for  his  experiments  which 
exclude  undesired  factors.  So  the  economist  has  to  invent  an  “eco¬ 
nomic  man ”  who  always  does  the  thing  expected  of  him.  No  two 
economists  would  agree  exactly  upon  the  characteristics  of  this  hypo¬ 
thetical  man  and  any  conclusions  drawn  as  to  his  behavior  are  of 
doubtful  application  to  actual  cases  involving  human  beings.  There 
is  no  logical  scientific  method  for  determining  just  how  one  can  for¬ 
mulate  such  a  problem  or  what  factors  one  must  exclude.  It  really 
comes  down  to  a  matter  of  common  sense  or  good  judgment.  All  too 
often  wishful  thinking  determines  the  formulation  of  the  problem. 
Thus,  even  if  scientifically  logical  processes  are  applied  to  the  prob¬ 
lem,  the  results  may  have  no  greater  validity  than  that  of  the  good 
or  bad  judgment  involved  in  the  original  assumptions. 

Some  of  the  difficulties  involved  in  a  scientific  approach  to  eco¬ 
nomic  problems  is  illustrated  by  the  following:  If  we  wish  to  analyze 
the  cause  of  a  depression  (or  for  example,  a  war)  we  should  ask  our¬ 
selves  what  we  mean  by  the  word  “cause” in  this  connection.  In  terms 
of  operations  the  usual  meaning  of  the  word  cause  is  something  as 
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follows:  It  is  a  common  experience,  in  a  study  a/eout  e  xynr  -f, 

ena,  that  if  a  given  set  of  physical  conditions  ate  hr,  n.ght  .-J-ou  •  <' 

peatedly  at  different  times,  the  same  result  occurs  ;n  e.i,  h  .  ,t*r  f  % r- 1  * ' 
in  so  far  as  it  is  possible  to  repeat  the  experiment  and  get  the  ' 

result  it  is  impossible  to  give  a  definite  meant  rot  tn  the  ■„ ,  ,  a  u  » ' 

In  the  case  of  a  depression  or  tt  t tar,  tie  logical  tn  need  to  ,  »- 

or  at  least  to  observe,  a  given  set  of  possible  antecedent  emdtf  «,..»»*  „* 
to  see  whether  they  are  always  followed  by  depieniom  >  m*  *  u  r  *  ■ ,  * 
not  produce  experimental  depressions,  nor  hate  wr  o-nf  »■ 
national  data  to  enable  ns  by  statistical  means  to  um.t: the  r  n .  -  *■ 
mom  number  oj  factors  involved,  we  mmt  comindr  that  the  u », - 
cause  as  applied  to  a  depression  has  an  eitiemely  futty  meat:*  e-  g> 

thntJ™  We  const,d*'r  ttr  tUiturc  a f  human  affiant  tt  s%  to  me ,  -.in  >  u  « 
that  divergent  phenomena  frequently  play  a  role  of  t  dohmyontae-  * 

ZlLZZfjf  f°rm'  ^,mS  hMor^"*  *d» tenth  taught  most  ojt  .  >  **  • 
college  students  from  ms  to  mm  that  wan,  the  mr  and  tail  - 

shlTthZZ^T^  d*ermined  hfi  <■»*«,*■  causes  theH  t,  trj  * 
show  that  economic  pressure,  and  poner  pohfns  on  he  ytte  <,»  t  „  „ 

lot  Kaistr  Wilhelm  or  Hitler  or  any  other  mdnidmii  .  ,  - 

L tS?  w  ww/  **  .a./  t»v» ,,,, . , 

hstitediniZ  reQ  '1Z  "**  "Wttti.ai Hu  !■'  — 

chamefe rH  ZZth  uZ"  W'’'Atwfr  ,  ‘T™ ”*  ,w'  ^  ^ ' 

Z  J  t  r  /  J  "  (•erman  people  they  would  ne,  •  ,iU .  -  - 

human  affairs  aredetermiZtdZe'  °  MWr  lh'>  * 

The  very  existence  of  dim  >raou  tt  7  ^  ’  ‘  **  ^  phenomrs;.  * 


could  find  such  dcan-nn  laws/rh^^mvrr  s  th  ,t  il  ’ ,  f  ‘ ''  'A 

naturally  chose  as  the  subjects  for  C  l „!,?  ,  *»»•*  -.1 ,4n  ■„» 

«ed  greatest  success"  t  iV  <  h  >s  1  '  '*7’*  M,K  l«"tn 

a  kind  that  did  show  recurring  15 

Phasis  on  probability  in  soda!  rt-nmsil!  h^'  !,'a“r‘*S  Hi  '•*»  «»f«  <n„ 
we  must  note  one  m  re  eh-tr  u I .  T  iW  "*  **  -««'**  -  :*du, 

fulness  in  theformul?t^  “l1”  h 

tion  of  policy  decisions,  *  V  ‘ n,s  *,m!  a*r  .  m>i  ..  .3-1 
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ment-quantification)  is  important  in  physical  science,  in  some  social 
science,  and  in  the  current  application  of  mathematics  in  business  ad¬ 
ministration,  that  is,  m  the  field  of  operations  research.  One  of  the  better 
recent  textbooks  on  operations  research  states: 

The  goals  of  individuals  have  been  the  subject  of  discussion  and 
debate  for  many  centuries.  To  say  that  happiness  is  the  goal  of  the 
individual.  .  .  does  not  solve  any  problem.  We  cannot  define  happi- 
ness  m  operational  terms.  Operationalism  is  an  important  conc^t 
for  understanding  operations  research.  It  implies  concreteness  the 
ability  to  observe,  measure,  and  analyze.  .  .  .  We  cannot  treat  h  ’avvi 

ness  as  an  operational  term. 7  riappi- 

Facts  which  are  operational  to  the  scientist  and  statistician  in  the 
laboratory,  quantified  and  under  controlled  experimental  (repeSiveand 
abstract)  conditions,  are  not  always  operational  to  the  policy  maker  or 
they  may  be  relevant  to  his  problems,  but  not  of  high  relevance  in  terms 

executiveVction  FinaUv^h  C  relevant’ but  uncontrollable  in  terms  of 

brthe  execudve  but  snW^1"^  be  ^lghly  relevant>  a*d  controllable 
oy  tne  executive,  but  subject  to  overriding  importance  of  other  forces 
than  explained  by  any  one  theory.8  rorces 

THE  LESSON  OF  PHYSICAL  SCIENCE  FOR  POLICY  MAKERS 

Why  have  we  spent  time  discussing  the  nature  of  science  the  idea  of 
divergent  phenomena,  and  the  idea  of  operationalism  in  Sence’  Sst 
because  it  helps  the  policy  maker,  the  man  of  action,  to  recognize  that 

' 7  r th;  en°rmous  ~ is 

their  attitudes— is  one  of  the  factors  that  enable  themTo  see^Mngs  that 

Finoi ,  wnere  everything  cannot  be  measured  by  mathematics 

ing  the  nature  and  m  ^  T “  Set  the  State  for  understand- 

ter. methods  of  social  sciences  discussed  in  the  next  chap- 

wood  Cu4,^rpre^trHTuS]tac  196C0tiVe  °eCisi0nS  and  OP™**™  Research  (Engle- 

r;ln« 

National  Motor  Parts  Company,  andlomrnen^EStrirCompeanTnUfaCtUring  C°mpany' 


Chapter  3.  SOCIAL  SCIENCE  AND 
APPLIED  SOCIAL  SCIENCE 


THEORY  FORMULATION  IN  THE  SOCIAL  SCIENCES:  AN  EXAMPLE 
FROM  SOCIOLOGY 

In  the  last  chapter,  we  looked  at  the  nature  of  conceptual  schemes,  as 
formulated  by  those  scientists  whose  main  interest  is  understanding  non¬ 
human  objects  in  the  environment,  for  the  purpose  of  explaining  how 
one  object  or  event  causes  another. 

The  social  sciences  occupy  a  special  place  in  policy  making  by  general 
executives.  In  fact,  “management”  has  been  defined  by  some  as  “getting 
results  through  human  organizations.”1  Such  a  definition  implies  that 
the  proper  study  of  decisions  by  men  of  action — military,  governmen¬ 
tal,  legal — should  be  based  on  political  philosophy,  or  political  science, 
or  one  of  the  so-called  behavioral  sciences — psychology  and  certain 
branches  of  sociology  and  anthropology. 

In  this  chapter,  we  will  be  looking  at  the  nature  of  social  science,  its 
concepts,  and  the  way  they  are  derived  (its  methods),  in  the  hope  that 
the  reader  himself,  in  both  reading  these  words  and  working  with  the 
cases,  will  gain  an  appreciation  for  the  value  of  social  science,  and  its 
limitations,  in  the  world  of  policy-making  action. 

We  will  begin  by  using  an  explanation  of  “The  Theory  Construction 
Function  of  Science”  put  forth  by  Ernest  Greenwood.2  The  example  he 
cites,  that  of  Durkheim’s  theory  of  suicide,  is  a  classic  one,  often  used  by 
social  scientists  to  illustrate  their  methods: 


1  This,  of  course,  is  a  conceptual  idea  which  puts  the  relationships  between  people,  and 
their  governance  or  management,  in  the  center  of  analysis,  rather  than  the  relationships 
between  machines,  goods,  money  flows,  and  the  like.  Neither  is  true:  the  policy  system,  as  we 
shall  see,  is  a  very  complex  conglomerate  of  human  structures  and  dynamics,  and  technologi¬ 
cal-economic  structures  and  dynamics. 

2  From  Ernest  Greenwood,  “The  Practice  of  Science  and  the  Science  of  Practice”  presented 
as  a  University  Lecture  at  Brandeis  University,  October  1959,  and  published  as  one  of  the 
Brandeis  University  Papers  in  Social  Welfare  by  the  Florence  Heller  Graduate  School  for 
Advanced  Studies  in  Social  Welfare,  1960.  This  Lecture  is  also  abridged  in  The  Planning  of 
Change,  edited  by  Warren  Bennis,  Kenneth  D.  Benne,  and  Robert  Chin  (New  York:  Holt, 
Rinehart  &  Winston,  1962).  The  latter  is  considered  an  excellent  collection  of  writings  from 
the  viewpoint  of  the  practitioner— the  applied  social  scientist  who  is  interested  in  planned 
change  (control)  in  the  environment  rather  than  simply  in  understanding  the  operation  of 
nature. 
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HS^tT^^r,TeJPeCifif  l?n9uage  the  nature  of  the  scien- 
MZ^endlcMi^  of  the  collective  efforts  of  scientists 

'*"«*»«*»  ■*** 

of  science  Tn  thi o  „  dwe}1  a  blt  on  the  theory-construction  focus 
of  science  In  this  connection  it  will  prove  clarifying  if  I  were  tn 
distinguish  between  two  W/c/ifu.  7  ,  .  1  were  to 

SSEfttcS  SSfWSSSK 

Nature  of  Empirical  Generalizations 

‘^ff^daraofa^acUon, 

tion,  Thus :  *  ample s  of  an  empirical  generaliza- 

and  Catholics  commit  Gentiles, 

« i— »/-• 

A  2rt£ rr:^“ *■  -«  ««* 

factors  among  them  AsthZZ  ^  /or™  recur™nce  of  two  or  more 
Hons  are  derived  inductively  tmaZfnPZ lmplies’  such  Qeneraliza- 
bers.  The  procedures  vursued  Z  *ual°bservatton  of  the  class  mem- 
ized  and  textbooks  on  research  methodZZ^^  ***”  ^  °Perational- 
these  involve  scaling,  sampling  controlled^ ntte”  t0  describe  them; 
lation,  application  % 

tience,  there  is  no  limit  tn  the  »,  ,  ri  cefera-  (riven  time  and  pa- 
oal  generalizations  or  first-order  f  er°fb*tbeTto  unsuspected  empiri- 
the  social  world  Thebodu  nfh  tk?t  °ne  could  discover  about 

Of  more  tHaZf^t^V^Zd^ff  “  > 


"cauipnon  versus  Explanation 

H:fiLhf  T<s°ral  *??■  *«*«  b^<-  ■«  - 

^  -dr  tn 

Vol.  14  (October  1949)^^58^92^  EmpirlClsm  ln  Sociology,”  American  .Sociological  Review, 
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amassed  an  assortment  of  facts  about  bread  consumption  in  the 
United  States.  Thus :  Americans  are  consuming  decreasing  amounts 
of  home-made  and  increasing  amounts  of  factory-made  bread.  Most 
Americans  perfer  white  to  dark  bread.  Men  consume  more  bread  than 
women.  Adolescents  consume  more  bread  than  other  age  groups. 
Negroes  consume  more  bread  than  Whites.  Rural  dwellers  consume 
more  bread  than  urban  dwellers.  Low  income  families  consume  more 
bread  than  high  income  families.  This  factual  list  might  be  extended 
without  adding  significantly  to  our  comprehension  of  the  American 
bread  consumption  phenomenon.  To  achieve  the  latter  requires  a 
formulation  that  will  tie  together  these  discrete  generalizations  and 
will  explain  their  interrelationships.  Such  a  formulation  would  con¬ 
stitute  a  theory  of  American  bread  consumption. 

The  function  of  social  scientists  is  to  develop  theories  which  will 
explain  such  social  phenomena  as  bread  consumption ,  alcoholism , 
class  conflict ,  crime ,  drug  addiction,  juvenile  delinquency,  marital 
discord,  population  migration,  suicide,  technological  change,  urban 
growth,  et  cetera.  In  constructing  theory,  the  scientist  uses  empirical 
generalizations  as  building  blocks. 

An  Example  of  Theory  Building 

I  would  like  to  present  an  idealized  description  of  theory  construction 
taken  from  Durkheim’s  work  on  the  social  aetiology  of  suicide.  Al¬ 
though  now  over  a  half  century  old,  it  still  remains  an  impeccable 
model  of  theory  construction A 1  have  deliberately  selected  an  example 
at  a  relatively  simple  level  of  theory,  thereby  ignoring  so-called  grand 
and  all-embracing  theories. 

Durkheim  begins  his  search  for  the  societal  cause  of  suicide  by 
casting  his  net  far  and  wide,  garnering  all  the  available  facts  about 
the  problem.  The  data  yield  him  a  series  of  empirical  generalizations. 
Careful  scrutiny  of  Durkheim  s  volume  reveals  over  three  dozen  such 
generalizations  which  assume  a  wide  variety.  Let  me  present  some  of 
them. 

a.  Countries  predominantly  Protestant  in  population  have  higher 
suicide  rates  than  countries  predominantly  Catholic. 

b.  Christians  have  higher  suicide  rates  than  Jews. 

c.  Countries  with  high  literacy  rates  have  higher  suicide  rates  than 
countries  with  low  literacy. 

d.  The  liberal  professions  as  a  group  have  a  higher  suicide  rate 
than  the  manual  occupations. 

e.  The  unmarried  have  a  higher  suicide  rate  than  the  married. 

f.  The  divorced  have  a  higher  suicide  rate  than  the  married. 

g.  The  childless  married  have  a  higher  suicide  rate  than  the  mar¬ 
ried  with  children. 

h.  Average  size  of  family  is  inversely  related  to  the  suicide  rate. 

D1ur!<heim’  Suicide.  A  Study  in  Sociology  (New  York:  The  Free  Press  of  Glencoe, 
1951).  Translation  by  John  A  Spaulding  and  George  Simpson.  Durkheim’s  theory  of  suicide 
presented  in  this  paper  is  a  highly  abstracted  version  of  the  original,  necessitated  by  space 
requirements.  Any  distortions  in  the  theory  are  the  responsibility  of  this  writer. 
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DurkhZr  enI™1ndest£Se  *”*?*f  /  generalizations  from  the  data, 

ruTthZuahhF  1  ^  tke  What  common  thread 

runs  through  these  generalizations?  What  do  Protestants  hiah  Ut^ 

Hberal  Visions,  the  unmarried,  the  divorced  The 
£52 toZeZ Ze  JST  °PP0Sitf  Classes?  At  this  P°int  Durkheim 

^heamhZdThernoUirb- 

mZorZ  TZZZ  bo:neoutby  thecase  of  the  Jews,  a  cohesive 

*  *? 

nomenan  as  indicated  by  the  marital  cornft  °T  tl£  i.utctde  Phe' 

the  unmarried  V  mantal  correlates  of  suicide.  Note  how 

marriage  by  divorce  anTdeathi  SUlClde  Und  bow  the  disruption  of 

clear.  A  well-intear  a  ted  „  9  u  emPtrlcal  generalizations  is 

to  perform  their  nhlTZZ  ??  r  the  support  to  enable  them 
sonal  strTss  WhZn  i  the  face  of  otherwise  disabling  per- 
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integration  which  provides  the  osvchtcUnCtl°n  °f  the  degree  of  SrouP 
handling  acute  strSs  P  V  SUPPOr’  “  g“up  ambers  for 


naiure  of  Theory  Building 
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struct  tZTi  Vf  b  defined  as  a  systematic  interpretation  in  ab- 
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As  indicated  earlier ;  the  derivation  of  empirical  generalizations 
can  be  operationalized,  but  I  have  yet  to  find  a  textbook  that  will 
operationalize  the  theorizing  process.  The  interpretive  process ,  the 
development  of  a  formulation  which  will  account  for  a  series  of  facts, 
is  essentially  a  free-wheeling,  speculative  one.  It  is  an  inferential 
process  whereby  the  inquiring  mind  churns  the  available  informa¬ 
tion  over  and  over,  employing  all  the  logical  devices  and  bringing  to 
bear  upon  it  any  and  all  kinds  of  relevant  knowledge.  The  process 
allows  for  a  considerable  play  of  the  imagination,  and  the  final  for¬ 
mulation  bears  the  personal  imprint  of  its  formulator. 

In  this  example  of  fact  gathering  and  speculation-theory  construction 
in  the  social  sciences,  the  policy  maker  might  well  take  note  of  some  of 
the  characteristics  of  the  theory  itself  and  of  its  formulator,  Durkheim. 

First,  the  final  law  of  suicide  contains  two  concepts  or  variables  which 
Durkheim  “saw.”  By  the  process  of  abstraction,  he  simplified  the  world: 
“suicide,”  as  an  event  or  occurrence,  and  “group  integration,”'  which 
determines  the  suicide  rate.  These  two  concepts  are,  at  one  and  the  same 
time,  products  of  his  imagination,  and  representative  of  the  underlying 
facts.  The  intermediate  variables  with  which  he  reasoned  (the  other 
concepts  he  imagined  and  formulated)  are  “phychic  support”  for  han¬ 
dling  “acute  stress.”  Thus,  we  get  these  cause-and-effect  relationships: 
low  degrees  of  group  participation  cause  a  feeling  of  lack  of  psychic 
support  in  the  individual  which  cause  him  to  be  unable  to  handle  prob¬ 
lems  of  acute  stress,  which  in  turn  cause  him  to  commit  suicide. 

Second,  to  test  the  theory,  one  can  reason  deductively  from  the  theory 
to  other  facts,  just  as  in  the  case  of  the  prediction  that  Neptune  was  “out 
there”  (Chapter  2).  One  can  look  for  groups  with  low  degrees  of  “group 
integration,”  and  without  experiment,  deductively  predict  that  members 
of  that  group  would  have  a  high  suicide  rate;  further,  one  can  then  test 
to  see  if  the  members  of  that  group  in  fact  have  a  higher  suicide  rate. 

Third,  Durkheim’s  central  theory  does  not  refer  to  any  other  causes 
of  suicide.  He  assumes  that  group  integration  is  the  uniformly  constant 
and  most  important  cause,  and  that  other  causes  are  either  less  impor- 
tant,  or  are  simply  deviant,  random  events,  not  relevant  to  scientific  study 
and  rational  explanation.  He  treats  suicide  as  a  repetitive,  convergent 
phenomena  (in  Langmuirs  term),  a  pattern  which  varies  with  one  cen¬ 
tral  cause — group  integration. 

Fourth,  Durkheim  had  an  interest  in  studying  suicide.  He  was  not 
interested  in  making  automobiles,  wining  a  war,  setting  the  discount  rate 
of  the  federal  reserve  banks,  influencing  the  behavior  of  subordinate 
personnel  in  a  factory,  or  explaining  the  rise  and  fall  of  governments. 

If  he  were  interested  in  a  very  broad  range  of  problems  and  events  and 
variables  in  a  policy  system,  he  could  not  have  conceptualized  in  precise 
enough  terms  to  produce  the  power  of  thought  and  the  understanding 
of  nature,  which  he  did. 

Finally,  the  principle  itself  (any  principle  is  a  statement  of  explana¬ 
tion — of  cause  and  effect)  is  not  “engineered” — it  does  not  prescribe  to 
a  government  official  how  to  provide  group  integration.  Only  by  restudy¬ 
ing  the  underlying  facts,  as  to  how  the  various  groups  provided  (or  did 
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not  provide)  integration,  can  the  policy  maker  infer  what  they  did  in  a 
practical  sense  to  influence  the  suicide  rate.  This  is  an  important  differ¬ 
ence  m  science,  technology,  and  practice.  P 

AN  EXAMPLE  FR0M  SOCIAL 

deeply'we  neeTanoth^  ^  T  °f  in  P°licy  formulation  more 

estsPare  nearer  to  th~  h  examPle— one  from  a  Practitioner  whose  inter¬ 
ests  are  nearer  to  the  business  organization.  This  time,  we  will  look  at 

effectTori^‘indMdu^l1heh^eW^>yS  WhiCh  “organizations"  have  certain 
eitects  on  individual  behavior  and  “group  behavior”  and  how  the  latter 

two  variables  reciprocally  affect  “organizations.”  This  theZ  that  ex- 

Arsyris  in  WtaS 

many^ofZiiclTdraw  ^nCeptUal  S.cheme’  Argyris  utilizes  640  footnotes, 
many  ot  which  draw  on  empirical  research  in  the  social  sciences  He 

draws  on  a  breadth  of  experimental  and  observed  situations-from  stud 
,  ■“•■''•'.on  in  children,  of  personality  tests  in  b™L^^,Tof 

ranonal  behavior  in  large  bureaucracies  to  studies  of  whl  oSple  Mo 
trade  unions.  Argyns  is  primarily  interested  in  how  large  organizations 
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zations^Zth^other.0116  ^  “d  **  members  of  organi- 
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for dettoh^?™m”eJ  haV<5a  CapaC“y  for  “self-actualization"  (growth), 
Such  deSoTO.riuS'e J  n  T“  1  in"res,s' abilities,  and  activities 
such  JS2ZS2SS; IZ us’  th'  “nU"Ui”S  *“"« 

-iSSSS" ha.S  f0UI  jobs  are  split  up 

and  the«  ,s  a  long 

self-actu?H7aHaraaterif 1CS  °f  formal  organization  severely  limit  the 

4  itandS  deVelopment;  and  growth  of  th«  human  beinZ 

a  block  to  their  gromlTandd  °  orgamzation>  thus  confronted  with 
dose  their  enerevZZZn  deVelopment-  either  quit,  become  apathetic 

5  Thi  i  J  Sy)’r  b  ggressive  a«ainst  tha  organization 

5'The  leadMS  ot  organizations  see  the  rank  and  hie  beh““„g  this 

stracted  version  Profe^  presonfHtion  of  the  theory  here  is  a  highly  ab- 

authors.  A  longer  version,  in  Professor  Argyris^own^wn  H°r  abstraction  is  assumed  by  the 
volume.  The  theory  is  also  highly  controversial— qp*  ™ords>  .appearS  as  a  wading  in  this 
Mason  Haire,  Management  Science. ,  April  1963  p  505  ^  reV1CW  of  Argyris’  later  work  by 
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way,  develop  beliefs  that  they  are  lazy  or  hostile,  and  tighten  up  on  the 
characteristics  of  formal  organization  (step  [2]).  They  define  jobs  more 
minutely,  stress  the  chain  of  command,  and  rigidify  the  hierarchical 
pyramid. 

6.  This  causes  the  apathy  and  aggression  of  employees  who  remain 
in  the  organization  to  intensify:  they  become  lethargic  and  devote  less 
energy  to  their  work;  or  they  increase  their  aggression  in  the  form  of 
cliques  to  “get  around”  the  rules;  or  they  even  form  formal  labor  unions 
to  fight  back. 

7.  The  vicious  circle  continues,  with  steps  (5)  and  (6)  reinforcing  the 
conflict. 

Argyris’  interest  in  organization-personality  conflict  led  him  to  con¬ 
ceptualize  a  series  of  cause-and-effect  relationships  between  two  highly 
abstract  concepts:  “the  organization”  and  “personality.”  In  order  to  think 
about  these,  however,  his  original  interest  dictated  that  he  had  to  formu¬ 
late  some  lower  order  concepts  about  what  a  “human  being”  is  and  about 
what  an  “organization”  is.  What  did  he  do  about  these  two  variables? 
What  did  he  see?  In  effect,  he  said,  “A  personality  (human  being)  is  first 
and  foremost  an  organism  which  has  an  almost  unlimited  capacity  for 
self-actualization  and  growth”;  and  “an  organization  is  a  construct  with 
specialized  jobs,  chain  of  command,  and  a  hierarchical  pyramid.” 

The  choice  of  these  two  larger  abstractions,  “personality”  and  “organi¬ 
zation”  with  their  lower  order  abstractions,  “growth,”  “chain  of  com¬ 
mand,”  etc.,  enabled  him  to  reason  the  further  cause-and-effect  relation¬ 
ships  pointed  out  above. 

THEORY  CONSTRUCTION:  AN  EXAMPLE  FROM  ECONOMICS  AND 
INDUSTRIAL  ENGINEERING 

The  founder  of  the  discipline  of  economics,  Adam  Smith,  had  as  his 
main  interest  exactly  what  the  title  of  his  famous  book  implies:  An  In¬ 
quiry  into  the  Nature  and  Causes  of  the  Wealth  of  Nations.  He  was 
interested  in  the  national  balance  sheet,  the  assets  and  liabilities  of  a 
nation,  and  the  national  income  and  gross  national  product  which  pro¬ 
duces  the  national  wealth.  Thus  motivated  in  terms  of  interest,  Smith 
conceptualized  the  first  and  most  important  cause  of  the  productivity  of 
a  nation  as  the  “principle  of  specialization” — the  division  of  work  into 
smaller  parts  which  produced  efficiency  of  the  whole.6 

This  is  the  same  “specialization”  which  Argyris  refers  to  as  one  of  the 
characteristics  of  organizations,  in  step  (2)  in  the  preceding  section,  ex¬ 
cept  that  the  two  scholars  derived  different  meanings  from  it.  To  Adam 
Smith,  it  is  the  foremost  cause  of  the  productivity  of  an  industrial  system, 
yet  to  Argyris  it  is  one  of  the  causes  of  apathy  or  aggression  in  organiza¬ 
tions.  Even  today,  in  modern  economics,  the  principle  of  specialization 


6  The  relevant  argument  is  presented  in  this  volume  as  pages  4-15  of  The  Wealth  of 
Nations. 
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has  important  implications  for  creating  larger  organizations,  for  creat- 
mg  staff  departments  for  central  planning  in  organizations,  and  for  real¬ 
izing  increasing  returns  to  scale.”7 

In  the  field  of  industrial  engineering  and  in  operations  research  mod- 
els  there  is  implied  a  certain  physical  division  of  labor  between  parts 
^ndudmS  ' locations,  such  as  jobs,  factories,  and  ware¬ 
houses).  If  this  division  of  labor  produces  the  greatest  job  output  in  the 
case  of  industrial  engineering  or  the  optimum  balance  between  the  in¬ 
puts  and  outputs  of  an  inventory  system  (in  operations  research),  then 
f^enfineerSi°r  researchers  tend  either  to  ignore  the  motivational  ef- 

S!  L0,  PG?ia,  10n’8  °r  t0  aSSUme  that  they  have  le«s  importance  than 
he  rational  planning  of  jobs  and  the  flow  of  material.  In  this  sense,  the 
interests  of  industrial  engineers,  or  operations  researchers,  simply  cause 
r:Srm  variables  which  are  more  important  in  their  view 
world.  This,  incidentally,  does  not  mean  that  all  industrial  engi- 

“sn^i^watl°”S  reSearCherS’  and  econ°mists  ignore  the  meaning  of 

if^hev  lrp  ir  aS  °vCurV0  Argyris- 11  simPly  means  that  they  must, 
if  they  are  to  accomplish  their  principal  objectives  of  inquiry,  devote 

thevme6  tSnff  "tl0n  t0  °Wn  exPertise  and  logic,  as  based  on  what 

or  h  accomPllsh'10  In  the  Pmcess  of  building  their  models 

or  teSwlr^T68’ they  ^  GXerCising  the  Prerogative  of  a  scholar 
or  technologist:  to  derive  meaning  from  facts  as  they  see  them. 

CETERIS  PARIBUS  IN  SOCIAL  SCIENCE 

theEund^HPUre  TSi°n  °f  S°Cial  Science>  such  ^ is  Erected  toward 

hrouahmchnnln8  aatUre  rather  than  the  controlling  of  nature 
through  technology,  and  as  exemplified  in  the  Durkheim  theory  the 

facts ¥houahnrttin  *m,P°*ant-  Central  meanings  to  a  wide  variety  of 
me2Sh  DuIkheim  S  theory  seems  the  “very  model  of  theoretic  Lid 
scientist  ^ ^-tWeP^  10n'  '  -^ing  his  stature)  as  a  pure  social 

dav  set  out  mT  n°  a^urance  that  another  social  scientist  will  not  one 
dlfferent  meanings  from  different  orders  of  facts, 

mal  scheme  L’L  imp°rtant  cause  of  suicide,  and  a  different  concep- 
1  scheme-  In  thls  sense,  even  m  pure  varieties  of  social  science,  the 

forinsSi^  Co™  case,  plus  the  readings, 

planning.  waning  of  the  term  specialization”  m  relation  to  internal  organization 

tions  when  they' study°at^h™olo^c£a^ system^wAMree86"1!?  ^ henomena  in  their  assump- 
ysis  and  proof  than  the  phenomena  of  primary  focuT  generally  recelve  less  nSorous  anal- 

aSSSSSS- 

principle  when  he  formulated  economic^heory.  ^  heSC  “  lmportant  38  the  opposite 
can  Sociological  RmSiu,  98PPUed  S°cial  Sciences'”  AmeH- 
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social  scientist  assumes  ceteris  paribus ,  or  “other  things  being  equal.” 
Operations  researchers  and  Chris  Argyris,  because  of  their  choice  of 
when  to  close  the  system — of  what  other  things  would  be  assumed  to  be 
equal — arrive  at  totally  different  meanings  of  the  same  phenomenon, 
specialization. 

As  one  moves  nearer  and  nearer  to  the  control  of  the  environment — 
when  one  becomes  a  technologist,  or  even  more  a  policy  maker — he  must 
realize  that  “other  things”  are  present  in  the  policy  system:  that  diver¬ 
gent  or  assumed  phenomena  can  be  of  lesser  importance,  equal  impor¬ 
tance,  or  greater  importance  than  the  convergent  phenomena  presented 
by  the  scientist. 

Economics  has  traditionally  been  concerned,  in  part,  with  control  of 
the  environment.  As  scholars  who  reason,  a  priori,  from  “supply”  and 
“demand,”  economists  assume,  for  example,  that  all  men  are  motivated 
by  “competition,”  and  they  are  very  careful  to  state  their  principles  in 
terms  of  other  things  being  equal  This  is  a  signal  to  men  of  action  that 
they  are  studying  only  parts  of  a  policy  system  at  any  one  time. 

What  we  are  saying  here  is  that  in  a  policy  decision  made  by  a  general 
executive  in  a  policy  system,  each  theory  (from  each  discipline)  may 
predict  a  certain  outcome,  in  absolute  terms,  if  a  given  course  of  action 
(policy,  decision,  and  strategy)  is  decided  upon.  But  when  many  theories, 
from  many  disciplines,  predict  different  outcomes,  the  absolute  result 
predicted  by  each  theory  must  be  given  a  weight  by  the  general  execu¬ 
tive.  From  the  standpoint  of  any  one  individual  theory,  other  outcomes 
from  other  theories  may  be  weighted  lower,  the  same,  or  higher,  depend¬ 
ing  on  the  goals  of  the  policy  system  as  interpreted  by  the  manager. 
These  weights  based  on  goals  which  the  executive  is  trying  to  accomplish 
are  not  necessarily  the  same  as  the  weight  that  a  psychologist  would 
assign  to  psychological  outcomes  based  on  the  goals  of  psychologists. 
They  are  not  necessarily  the  same  as  the  weights  an  applied  mathemati¬ 
cian  would  assign  to  technological  performance,  such  as  the  quantities 
in  an  inventory  control  and  product  planning  system,  when  he  expresses 
this  system  in  a  mathematical,  operations  research  model. 

WHO  HAS  THE  FINAL  ANSWER  FOR  POLICY  DETERMINATION? 

In  philosophy  of  knowledge,  the  term  “validity”  means  that  a  concep¬ 
tual  scheme  of  concepts  linked  together  in  an  explanation  of  cause  and 
effect  is  internally  consistent.  That  is,  terms  are  defined  precisely  and 
reasoning  proceeds  according  to  rules,  either  the  older  Aristotelian  syllo¬ 
gistic  rules  or  the  newer  rules  of  general  semantics. 

There  is  no  such  thing  as  this  kind  of  “validity”  in  a  policy  decision. 
There  may  be  validity  in  each  of  the  separate  theories,  but  that  is  because 
scholars  used  methods  to  simplify  the  world  which  yielded  this  kind  of 
validity. 

In  the  world  of  theory,  “truth”  (reliability)  means  that  the  conceptual 
schemes  generated  by  the  human  mind  through  scientific  method  have 
been  (and  can  be)  verified  by  repeating  the  observation  or  by  reproducing 
an  experiment.  Thus,  Leverrier  verified  the  scheme  of  “force,  mass,  heli- 
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ocentric  longitude,  orbit”  when  he  predicted  that  Neptune  was  there, 
looked  through  his  telescope,  and  saw  it. 

One  might  also  verify  the  scheme  of  “suicide-group  integration”  by 
observing  groups  in  the  real  world.  The  scientist  would  then  go  out  and 
look  for  groups  with  high  or  low  integration  and,  using  statistical  proba¬ 
bility,  prove  that  the  higher  suicide  rate  could  not  have  been  caused  by 
random  factors.  It  therefore  must  have  been  caused  by  the  variable  or 
concept  of  group  integration.  In  this  case,  the  theory  of  group  integration 
caused  the  researcher  to  measure  group  characteristics  only  on  this 
scale.  He  closed  out  the  rest  of  the  world,  so  to  speak. 

In  the  other  means  of  verification  (experimentation),  were  it  not  for 
our  social  mores  regarding  experimenting  with  human  beings,  one 
might  set  up  two  experimental  groups,  controlled  in  the  sense  that  (1) 
the  two  groups  have  different  degrees  of  the  independent  variable,  group 
integration,  and  (2)  in  all  other  respects,  the  groups  are  alike.  By  chang¬ 
ing  the  degree  of  group  integration  in  one  group,  one  then  would  measure 
the  difference  in  the  suicide  rates  which  result  and  subject  them  to  tests 
of  statistical  probability.  The  scientist  has  deliberately  created  a  factual 
situation  out  there  which  eliminates  the  world  in  its  confusion  and 
simplifies  it  into  a  controlled  experiment,  abstracted  from  the  world.  In 
one  sense,  then,  he  is  creating  a  situation,  by  controlling  reality,  which 
produces  the  very  phenomena  which  his  imagination  created  in  the  first 
place.  In  Langmuir  s  sense,  he  is  setting  up  a  factual  situation  in  which 
divergent  phenomena  are  deliberately  kept  out. 

Thus  in  both  the  observations  and  in  the  reproducible  experiments  of 
social  science,  ceteris  paribus,  other  things  being  equal,  presents  a  spe¬ 
cial  problem.  In  astronomy,  an  observational  science  where  the  phenom¬ 
ena  under  study  are  literally  “in  a  vacuum”  and  where  other  things  are 
equal  in  the  reality  of  day-to-day  dynamics,  conceptual  schemes  and 
reality  approximate  the  same  thing.  In  social  science,  where  controlled 
conditions  create  artificial  vacua  or  where  choosing  of  facts  to  study 
“closes  the  system”  and  where  other  things  in  the  complexity  of  day- 
to-day  events  are  such  that  other  things  are  not  equal,  theory  and  total 
reality  are  not  necessarily  the  same  thing.  Such  theories  are  creations 
of  the  human  mind. 

In  answer  to  our  question,  who  has  the  final  answer  for  policy  determi¬ 
nation,  the  answer  is:  probably  nobody.  An  executive  may  seem  to  ques¬ 
tion  the  validity  and  truth  of  theories  as  he  evaluates  them  for  his  policy 
making.  Not  so!  Because  the  executive  has  moved  away  from  the  closed 
system  of  the  scholar  to  the  open  policy  system,  he  must  apply  another 
criterion:  does  the  theory  work?  No  one  theory  fits  the  policy  system  with 
its  multitude  of  interacting  variables.  As  we  have  said,  theories  come  to 
grips  with  a  slice  of  reality,  burying  the  remainder  of  reality  in  the 
ceteris  paribus  assumption.  The  executive  recognizes  that  a  theory  may 

rfn6  Vflldlty  and  truth  within  the  closed  system  of  the  scholar’s  purpose 
“  Uurkheim’s  purpose  is  to  understand  suicide,  there  may  well  be  valid¬ 
ity  and  truth  in  his  statement  of  its  cause.  If  Argyris’  purpose  is  to  under¬ 
stand  conflict  in  organizations,  there  may  well  be  validity  and  truth  in 
is  more  elaborate  scheme.  If  the  applied  mathematician’s  purpose  is 
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to  minimize  the  cost  of  holding  inventory,  there  may  also  be  validity  and 
truth  in  his  mathematical  formula  for  the  optimum  lot  size,  based  on  a 
number  of  technological  and  economic  variables.  But  when  the  execu¬ 
tive  comes  to  policy  determination,  he  must  eclectically  draw  from  valid 
and  true  theories,  those  aspects  which  are  relevant  to  his  problems,  and 
which  aid  in  his  analysis  and  his  decisions. 

Roethlisberger,  in  a  book  reporting  on  one  of  the  most  significant 
research  projects  undertaken  in  social  science,  points  out  that  there  is 
within  sociology  and  anthropology  today  a  controversy  over  the  “histori¬ 
cal”  versus  the  “functional”  conceptual  schemes.  He  clearly  points  out 
that  neither  is  true  nor  false,  but  “more  or  less  convenient  or  useful  for 
certain  purposes  .  .  .  [and]  its  usefulness  can  only  be  decided  after  it  has 
been  used.”12  He  then  cites  a  rather  powerful  passage  from  a  book  by 
Thurman  Arnold: 

The  eye  of  the  artist  or  poet  looking  at  the  human  body  is  different 
from  the  eye  of  the  physician  looking  for  pathological  symptoms. 
Neither  one  has  the  “true”  nor  the  “false”  view  of  the  body.  The  physi¬ 
cian ,  however ,  is  the  better  person  when  therapy  rather  than  decora¬ 
tion  is  demanded.11 


SOCIAL  SCIENCE  AND  SOCIAL  PHILOSOPHY 

The  social  scientist’s  study  of  certain  problems  in  the  environment  is 
complicated  by  the  fact  that  he  cannot  isolate  his  own  emotional  needs 
from  the  hypothesis  he  generates.  In  the  physical  sciences,  an  astrono¬ 
mer  is  not  necessarily  mad  or  happy  when  he  finds  Neptune  in  a  certain 
orbit.  He  does  not  think  this  is  good  or  bad. 

In  the  social  sciences  this  is  not  necessarily  true,  particularly  in  the 
study  of  organizations.  Every  social  scientist  has  been  living  in  organiza¬ 
tions  from  birth  (the  family),  and  shall  be  in  organizations  until  death 
(government,  universities,  business).  As  he  performs  the  scientific  opera¬ 
tions  noted  in  the  preceding  section,  selection  of  facts  to  observe,  inter¬ 
pretation  of  meanings,  setting  up  of  experiments,  these  value  prediposi¬ 
tions  (positive-negative)  influence  the  total  intellectual  process  in  each 
of  its  stages. 

In  this  sense,  social  “science”  has  something  in  common  with  social 
“philosophy.”  Faced  with  limitations  on  the  methods  the  astronomer 
uses  to  leave  his  emotions  out  of  his  observations  in  a  pure,  simplified 
system,  the  social  scientist  in  one  sense  reasons  a  priori,  i.e.,  from  a 
combination  of  assumptions  and  facts,  rather  than  from  facts  alone.  He 
is  denied  the  very  conditions  (a  simple,  closed  system)  which  would  have 
been  a  check  on  his  deeper,  unconscious  assumptions. 

Still  other  scholars,  social  philosophers,  attack  large  social  issues 


12  F.  J.  Roethlisberger,  Management  and  Morale  (Cambridge:  Harvard  University  Press 
1),  p.  69. 

13  The  Symbols  of  Government  (New  Haven:  Yale  University  Press,  1935),  p.  30. 


46  The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 

where  measurement,  observation,  reproducible  experiment,  and  valida¬ 
te  are  not  possible.  These  people  reason  from  assumptions  freely  and 
employ  ogic  (philosophy)  rather  than  a  combination  of  fact  and  logic 
(science)  to  explain  their  concepts.  The  individual  scholar’s  values  are 
even  more  likely  to  influence  such  theories  in  these  cases  A  good  eim 
pl«  of  how  different  value*  create  different  conceptual  schemTs  is TS 
found  in  the  apparent  contradiction  between  traditional  management 
theory  based  on  economics  and  political  science  and  certain  forms  of 
management  theory  based  on  psychology  rorms  oi 

Management  theory,  based  primarily  on  economic  principles  such  as 
specialization,  and  interested  primarily  in  the  necessity  of  technological 
coordination  of  the  inputs  and  outputs  between  operating  and  staff  func- 
tions,  proceeds  to  reason  out  such  concepts  as  “division  of  work,”  “delega- 
i°n  of  authority,  and  unity  of  command  (power).”  In  this  sense  man¬ 
agement  theory  is  quite  akin  to  political  philosophy  It  starts  with 
assumptions  similar  to  John  Locke’s  “-that  “all  men  are  biased”  (note 
that  it  does  not  start  with  “growth”)  and  that  mcn  ^  A  j  (  t 

“indifferent judge,” with  ‘authority, ’^so^hatdhao^and^narchy^v^l^imt 

prevail  (note  that  there  is  no  reference  tn  th*  tw  u,  „  1  not 

W  «“•  -  “S  ha“ 

some  unconscious  assumptions  similar  tn  •  ,  aiso  ftas 

On  the  nther  1  Idllonai  planning— is  of  paramount  concern 

dynamos “1  ™»1  Sroup 

SSSsSSpsS 

that  these  theories  do  not  deliberate  harmonioas  human  system.  (Note 
need  authority  or  with  the  ec  •  y  reason  Wlth  Locke  that  all  people 

thority.)  mat  anarchy  wouid  prevail  without  some  legalized  au- 

Obviously,  we  could  go  on  and  on  in  giving  examples  of  differences 

■  »'  '■«*'.  <*«•"*»■ cm  a*™* 

to  do  as  it  wished,  but  they  never  imnh>H  °*V  ^r®e<^om  the  firm’s  management 

prise."  They  imply  quite  “'***’"  the  firm  the™  should  be  “free  enter- 

economic  data,  or  as  a  determ^Sgent  shoulder’  an  exPert  compute 

allocate  resources  up  to  the  margin  The  J°uS  and  specializations,  and 

cial  planners,  and  the  lik**  imni„  '  1  ne  applled  economists,  such  as  budget  analyst*  fin^r, 
be  managed  on  the  basis  of  exvert'r  *1  m?re.  expljcitly  that  people  and  other  resources  should 
charts,  and  the  like  °f  6Xpert  Nation  of  marginal  revenues,  cash  flows  brik  even 
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in  conceptual  schemes,  due  to  differences  in  the  deeper  values  of  the 
scholars  who  formulate  them.  The  point  to  be  made  is  that  in  the  study 
of  mankind  as  opposed  to  the  study  of  nonhuman  objects  and  phenom¬ 
ena,  values  do  get  into  the  picture  in  more  than  one  way.  For  philoso¬ 
phers,  who  use  assumptions  and  reasoning,  the  values  can  clearly  influ¬ 
ence  what  they  see,  both  in  terms  of  selecting  assumptions  from  which 
to  reason  and  in  showing  relationships.  For  applied  social  scientists,  the 
practitioners  who  study  large  complex  organizations,  and  particularly 
those  who  study  matters  of  human  individuality  and  organizational  at¬ 
tributes,  these  values  influence  the  choice  of  facts  to  observe,  the  way 
experiments  are  set  up,  and  derivation  of  meaning  from  those  facts. 

THE  VALUE  OF  SOCIAL  SCIENCE  IN  POLICY  DECISIONS 

In  this  chapter  we  have  seen  some  of  the  methods  used  by  social 
scientists  and  social  philosophers  to  arrive  at  their  theories  and  concep¬ 
tual  schemes. 

If  there  is  anything  which  should  stand  out  to  the  policy  maker,  to  the 
man  of  action,  it  is  the  fact  that  social  science  provides  an  enormous  pool 
of  experience  from  a  wide  variety  of  people  who  spend  their  lives  looking 
for  meaning  of  events  within  their  field.  The  very  bias  with  which  they 
approach  their  subjects,  occasioned  by  different  viewpoints  or  precon¬ 
ceptions,  or,  as  in  the  Durkheim  case,  occasioned  by  their  interest  in  a 
certain  problem,  means  that  they  see  people,  organizations,  and  events 
in  a  light  not  available  to  laymen.  To  the  policy  maker  these  theories  are 
valuable  in  determining  managerial  goals,  in  creatively  formulating  al¬ 
ternative  courses  of  action,  and  in  predicting  what  will  happen  if  policy 
makers  make  decisions  one  way  or  another.  Most  important,  in  all  three 
of  these  steps,  they  help  to  prevent  a  decision  being  made  which  later 
is  discovered  to  have  adverse  unintended  consequences. 

For  further  insight  into  how  the  executive  uses  theory  in  his  policy 
decisions,  one  might  refer  to  an  article  by  one  of  the  authors  which 
served  as  a  precursor  to  the  present  volume.16 

Charles  E.  Summer,  The  Managerial  Mind,”  HclitvcltcL  Business  Review,  January— Febru- 

Ck  rv  1  Q^Q  * 


notes  on  the  study  of  cases 


duction  wm  Sin  predictive  questions  framed  in  each  case  intro- 

pline  S-Thoueht  /S  &PP 7  ^  ^  concePts  from  a  certain  disci- 

facte  of  tSS  ?  (fS”  C°n0mics’  Psychology,  political  science)  to  the 

^  These  concePts  are  valuable  to  help 
is  going  on')  S'*  m  the  pohcy  system  (diagnosis  of  what 

Each  reading  or  thfn^h 7^  T*1  happen  in  the  system  in  the  future, 
the  clSJd  svf  ten,  vTy  %  aatS  ^ the  real  world  certain  factors  into 
have  the  ffnffT  1  °nC  dlsciPline-  N°  one  of  these  disciplines  can 
erw  h  fiA  1  ruth  °r  answer  t0  a  real  world  situation  in  its  buzzing 

both  loo°k  kt  ^riter  has  put  it,  the  medical  doctor  and  the  artist  ma 
both  look  at  the  human  body  and  “see”  different  things.  Which  is  true*? 

neith6r  haS  the  truth  of  *e  world  in  iS  entirety 
o^reihty6’  6  diagn°StlC  question  helps  one  see  reality,  but  only  parts 

SitStTohn_Ph°liCy  queS*i0nS  reqUire  the  manaSer  to  deal  with  the  whole 

a  psvcholo^stCaThe  eTef?ly  an  eC°nomist’  a  Political  scientist  or 
psychologist.  The  result  of  diagnosis  and  prediction,  which  actually 

reduces  the  amount  of  judgment  necessary,  does  not  eliminate  the  need 

or  judgment  and  intuition.  Since  certain  parts  of  the  world  cannot  be 

rnuZetmVC^Toiud  Sj“et  ‘hings  “e  ”M  iSgmem 

must  still  be  used  to  fill  m  the  factors  not  accounted  for  by  readings  One 
™Ua*aJ?°  use  a  second  kind  of  judgment  to  put  value  weights  on  different 

con£cSngPSeS^ SST*  ^  indeed  predict 

3.  In  summary,  the  diagnostic  (scientific)  understanding  of  cases 
demonstrates  the  power  of  theory  and  concepts,  if  used  by  practicing 
managers.  The  policy-making  action  questions  demonstrate  the  timta 
tions  of  science  and  the  need  for  judgment  in  the  world  of  action  This 
dual  need  for  both  science  and  judgment  has  been  more  fully  explained 
m  the  introductory  chapters.  p  meQ 
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CASE  MATERIALS  AND 
SOCIAL  SCIENCE  READINGS  FOR 

PART  II  Strategic  Planning 
and  Organization  Design 


Part  II  of  this  book  is  addressed  to  three  of  the  most  important  func¬ 
tions  of  any  manager:  (1)  designing  an  organization  structure  which  will 
accomplish  the  technical  goal  of  the  enterprise,  (2)  adjusting  this  struc¬ 
ture  to  eliminate  conflict  between  human  beings  who  must  cooperate  if 
the  organization’s  goal  is  to  be  achieved,  and  (3)  adapting  the  structure 
so  that  the  individuals  who  fill  the  boxes  on  the  organization  chart  will 
feel  like  contributing  their  efforts  to  excellence  in  their  jobs. 

WHY  ORGANIZATION  STRUCTURE  IS  IMPORTANT:  A  MEANS  TO 
SOCIAL  GOALS 

Every  organization  must  achieve  some  primary  goals,  otherwise  so¬ 
ciety  “out  there”  will  not  in  the  long  run  continue  to  support  the  organiza¬ 
tion.  This  is  true  of  a  hospital  which  must  render  quality  patient  care 
at  a  level  of  efficiency  satisfactory  to  patients  and  governing  boards.  It 
is  true  of  a  public  school  which  must  render  quality  education  at  a  cost 
that  is  not  unduly  high  in  the  minds  of  the  board  of  education  or  parents. 
It  is  true  of  a  business  corporation  which  must  make  certain  kinds  of 
products  of  a  quality  desired  by  the  customer  at  an  efficiency  cost  that 
is  not  unreasonable. 

Each  of  these  organizations  is  chartered  by  society  to  perform  an 
economic  mission:  to  produce  some  good  or  service  which  is  wanted  by 
people  outside,  and  to  produce  at  a  level  of  efficiency  that  is  acceptable 
externally.  Internal  efficiency,  as  important  as  it  may  seem,  is  simply  a 
means  to  the  larger  end — social  productivity. 

Regardless  of  whether  one  thinks  that  organizations  in  general  are 
“good”  or  “bad”  (there  are  both  kinds  in  the  world),  they  are  a  fact  of  life. 
They  exist  in  primitive  societies  when  a  group  of  men  fish  together  and 
sell  their  fish  to  others.  They  exist  in  developing  countries  such  as  Iran 
and  Ethiopia,  where  society  needs  goods  and  services  at  an  economical 
cost.  They  exist  in  societies  such  as  Russia,  the  United  States,  and  Den¬ 
mark  with  highly  developed  exchange  economies,  in  which  almost  no¬ 
body  can  do  without  the  goods  and  services  produced  by  organized  corpo¬ 
rations,  firms,  hospitals,  government  offices,  and  airlines. 
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--  certain 

social  responsibility  of  the  firm  (and  the  managers*  *)  £  SmSgTo  be 
recognized  as  a  question  of  vital  importance,  it  is  well  to  recognize  at  the 
outset  that  organizations  must  produce  what  they  are  chartered  far  JS 
What  society  wants.  This  is  the  primary  goal 

vive.  The  primary  goal  of  a  hospital  is  mialitv  *  S  tnat  su 

efficiently.  If  pollution  materials  are  a  byproduct  of  the  hosphaUhen  the 
managers  of  the  institution  may  have  a  responsibility  to  compty  with  he 
health  standards  of  environmental  pollution  control.  But  the  economic 
function  of  producing  patient  care  is  still  the  primary  goal  If  the  pri 

PaSSenS6rS  and  ^t  and"  S 

zation  the  transporting  of  passengers l  !  primary  sPe.ciali- 
pilot  for  treatment  of  the  liver,  and  nobod v  wants  ai*,S  t0  8°  t0  &n  airline 
ing  his  airplane  to  Chicago.  Y  Wa°tS  a  heart  specialist  Pilat- 

Given  this  responsibility  to  society  to  produce  the  nri™*,.,  i  • 
productive,  efficient  manner,  what  are  the  nrinoir,  i  pnma^y  goal  in  a 
ager  functions  to  do  this?  Stated  in  another  w  Pf  ways  a  man- 
cializations  of  a  manger,  what  are  his  job  duties?™^*  ^  ^  SP6' 

Sr  DESIGN  AS  A  FUNCT,ON  AND  responsibility  of 

to  assess  the  environment 
of  society.  This  act  of sSteS  S  6  “ tUne  With  the  demands 

readings  in  Part  II,  and  is  particularly’  highlighted  in^heY^^1  f  ^ 
ration  and  Mississippi  Valley  EauinL^  c  d  he  Yarway  Corpo- 
both  cases  that  not  only  is  the  ZonZ  l  Corporatl°n.  We  shall  see  in 
a  factor  in  goal  setting,  but  also  that  U,nctioil  demanded  by  society 
organization— their  beliefs  interne  values  of  the  executives  in  the 
setting  process.  Goals  are  in  one  c  ’  and  attltudes  influence  the  goal- 

structure.  They  determine  what  work  Tas^Tand  tech01 1 1  °rganization 
sary  to  produce  the  goal  Given  aiw  k  ’  d  technology  are  neces- 
group  of  managers  must  think  out  ^  transportatlon-  some  manager  or 
the  various  coSdiiiX^SSl^  Van°US  tasks  a»d  specializations, 
positions  (the  interrelation sh  i™  k  *  °r  positlons  which  connect  these 
ticket  seller  must  be  Slated Z  STt™  tasksand  specializations).  The 

scheduling  manager,  the  food  service  m gfSC  ^  the  pilot  t0  the 

so  on.  vice  producers  to  the  stewardesses,  and 


fW  I!  ■  Ktraftspo  Mmmiui  tint!  t  ho, sup*  81 

spoofs,  this  probtoin  is  idontUal  with  thomioahovo,  That  is,  tho  dopart 
m**m  also  has  its  sot  tot v  or  ortvmmmont  its  ostornal  world  Tho  dosntn 
prohlotn  boomuos  mu*  of  struoturing  th«*  intonial  svstom  taking  tin*  goal 
of  tho  dopartmout  as  its  output  to  othor  dupartmonts  m  tin*  firm,  how 
should  tho  tntorit.il  parts  of  tho  dopartmout  ho  strut  turod  m  forms  of  1  i 
parts,  spooiah/afions  or  johs;  ami  «;T  rolattouships,  proooduros  m  mior 
nmitu  iitms  hottt'oott  parts, 

f  or  oxamplu,  tho  Woapnns  ttystom  Division  «tf  Flo*  trmttis  Intornu 
tuwal  <‘oi|H*ratton  atul  tho  Manauomont  Kvstoms  Division  within  Man*  n 
CorjwraUtm  art*  organizational  ontitios  in  thuntsolvos  l  ho  "omit  on 
mout"  of  thoso  dopartmonfs  sot  tot v  out  thoro  is  tht*  t  orptu  atout  as  a 
wholo,  It  is  tit**  fargor  torporat ion  whtrh  is  making  t Ionian*!*,  on  tho 
svstoms  division  within  Motion  Corporation  Tho  ‘VustotnotV  art*  nihot 
dtv  tsttms  tit  tho  satno  t  «unpanv ,  Tho  mauagot  s  of  tlopartmonfs  at  r  m  t ho 
stmr  position  rolattvo  to  thotr  “world"  as  tin*  managors  of  a  om  pm  alum 
surh  as  National  Hank  of  San  Fram  isou  or  Varwav  Corpmatum  I  hot 
must  tlosinn  an  mtornal  urgam/attun  strut  fur**  who  It  fits  tho  ostomai 
world  tmfstdo  tho  d**partmont 

SOME  APPROACHES  TO  DESIGN  OF  ORGANIZATIONS 

I  hr  first  pur  post*  ot  tin*,  hook  o.  to  o  vposo  tho  roadur  to  tho  tmhtu  of 
orgam/aimnal  piohlom*.  how  flow  look  m  flu*  roal  wm  Id,  what  suhpioh 
loins  aro  ta«  od  by  managoi*.  designing  an  mganf/arnm,  and  what  i  tints 
ol  solutions  inanagots  dovtso  tt>  at  htovo  flu*  thn  o  mg.uuz.tWoo,d  to-.p.m 
sihildtos  staft*d  tit  tho  liist  seldom  o  ot  tht*.  inHo«|ii<  torn 

Novmtholos*.,  thoro  ajo  t  or  tain  thorn  ios  <d  mg.uuz  ittmt  -,ti  u.  »ui  >■ 
w-hieh  havo  hoon  turn  optuah/otl  hv  prat  to  114*  bustuossmeti  m  s.  hoi  at *, 
•‘ltd  which  mat,  ho  ot  uso  doponditm  mi  tho  spo*  do  fat  t*.  in  a  pai  fn  nl,u 
omnpativ  or  dopat  (moot 

Thoso  ato  mtorsporsotl  as  loadings  with  tho  v  at  imr»  .  .nr  pi,. Moms 
Sonu*  aro  tot  hmtptos  id  stiatogu  planning  and  him!  setting  jmUu  o!,o  H 
important  as  part  ot  tho  mgani/alton  pmhh'tu  ot  Vat  w. tv  t'mpu* .pom 
and  Mississippi  Vatlov  l\ijmpmoin  (  oi|toratmit  t  It  ho  i  s  *  uim*  tnati  tin* 
hohl  of  gonoral  managouiont  thorny  hot  cvimph-,  wo  m«  lode  guides  m 
dopartmontation  how  to  split  a  largo  task  into  sobpaits  ,  1  mu  «-pn.  ttf 
operating  ptoattmis  vorsus  management  pmoitmts,  dm  mr  ot  bm*  and 
staff  inmdtmUim;  pnsttmuN,  uso  of  tho  anvih  aiy  anu  depat  tmenf*.  5m 
output  to  primal  v  opoiatmg  dopartmonts,  and  tho  os.*  ot  do.  r*m»  abz.-d 
uhusimiah/odi  stimtoros  Still  nthoi  appio.ehes  have  h.-.-u  de\ .duped 
inoto  rotomh  tho  uutm  Inrm  of  organization  wtm  h  r>  t«*mg  >1  ir*t  > . . 
tho  t’  loi  tionn  s  international  t  orpmattmt,  m  tin-  udmmal  brim  mm  m 
"tntegi atois"  1  as  opposod  to  Into  cm  utives  wielding  loim.il  .u.dc,  p  „ 
who  h  1*,  a  possibility  for  Mam  n<  urpuiatimi  t  4  gamzatmu  ilc-rli.jmiri-t, 
whuh  \  low*,  tho  mgani/attmt  as  a  more  m  loss  fluid,  dt.itism,;  and 
dynatuu  ontity  ,  ratlin  than  a  slim  flood  and  i.tiumahml  n*tm-,  >*.  vu: 

40*, tod  tor  i  misifloiatum  in . .  id  ttu*  t  aso*.,  although  o  wd)  be  m„>.- 

fully  1  m«*iod  m  Hart  V 
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» Te,hP'™^ns.d  n  ^ cases  ^  *  * 

suggest  to  him  various  solutions  to^rnhT  technologies  of  organization 
a  certain  breed  of  ^ t0  rf°gnize 

reality  at  an  even  more  basic  level  the  man  B  fhe  18 10  understand 
more  fundamental  forces  at  work  wWi?  ager  must  be  able  to  “see” 

Pie,  matrix  form  of  organization!  to  h  CaUSe  °ne  tecbnology  (for  exam- 
for  a  manager  to  be  ab!e  ^tueeLTth^  results' Zt »  one  thing 

structure  as  alternatives  for  solfing  a  patticS  StruCture  or  the  matrix 
it  is  quite  another  to  be  able  to  Parflcular  company’s  problem,  but 
structures  is  actaaUySSL  aJSJSr?**  ™  !happen  *  one  of  these 
the  quantity  of  output  of  MissLs  oni  V^10"/  3' WiU  be  the  effect 
National  Bank  of  San  Francisco? ^qmpment  Corporation  or 
power  and  talent  required?  What  win  beTh^H-V*16  difference  in  man- 
cost  of  operating  the  Equipment  Cor  nor  at-6  dlffer®nce  m  the  overhead 
questions  to  which  the  social  science  of  io°n  °?  Bank?  These  are 
Or,  what  will  be  the  effect  of  one  au  e' con°mics  is  addressed. 

ofloyalty  and  commitment  of  lowermanT^6  St,ructureon  the  feelings 

be  the  effect  in  terms  of  conflict  generaSS  employees?  what  will 
tion?  These  are  questions  to  whfoh  the  S  "  men  in  the  0^aniza- 
sociology  have  been  addressed.  iai  sciences  of  Psychology  and 

list  for  th^practi^Tmanf geT  Thev°hf  tenCes  thus  Serve  as  a  check- 
if  he  designs  a  formal  authority  position  a  sTaffcoo^  ^  ^  happen 
a  matrix  organization.  In  all  five  of  the  1  ff  coordmator  position,  or 

see  that  both  economic  and  hum^fa^  Presented  in  Part 11  we  shali 
practical  manager’s  brain  if  he  is  to  chn^  i0°m  large  aS  inputs  to  the 

f  18  tQ  choose  a  structure  with  wisdom. 

SST™  AN°  DIVERSITV  SPECIFIC  COMPANY 

Wn'LVZs^SS  SS5ST“  rif ke  ln  the or- 

ent  technologies  tha,  «”h  *”““5.  and  differ- 

textbook  writers  in  social  scfonceTh^LbTWdiced  "  *~not  only  as 
organization  are  valueless  We  have  oi  8  not  t0  say  theories  of 

type  insights  (basic  toS)  «d  y  f  °™  h°W  b0th  “'““a 

solutions)  can  be  of  help.  But  these  mt2,T  t™e.1"sisht»  (suggested 
and  choosing  which  are  relevant  The  ml b  US6d  Wlth  caution,  Picking 
m  effect  devising  a  custom-made  analysis  aager .must  use  his  own  brain, 
on  m  this  particular  organization!  aL  °f  fh  problem  ^what  is  going 
kind  of  structure  is  best  here).  Included  in the m-made  solution  (what 
diverse  number  of  organizaheonaTCsituatfons.the  f°ll0Wing  SeCti°n  are  a 

tively  stabS^mXri  deplrTmen”  fo&foe  CorP°ration’  we  see  a  rela- 
mshmg  a  group  of  computer  and  cV«p  *  nse  that  11  has  been  fur- 

Partments  for  some  time  Its  customers  ^  ^ lnternal  de’ 

customers-the  marketing  department  and 
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manufacturing  plants — demand  very  specialized  services  such  as  a  sys¬ 
tem  for  recording  and  billing  customer  accounts,  and  a  computer  pro¬ 
gram  to  operate  this  system.  Management  of  the  department  has  tried 
departmentalizing  these  specialties  separately,  only  to  be  confronted 
with  problems  of  coordination  between  the  specialists.  Now  manage- 
ment  is  trying  to  combine  these  specialties  by  creating  “enlarged”  jobs 
and  generalist”  positions,  in  the  hope  that  each  man  can  do  his  own 
coordinating.  But  this  solution  presents  still  further  problems.  What  kind 
of  structure  will  maintain  the  necessary  specialized  functions,  and 
achieve  coordination  between  these?  What  kind  of  coordinating  posi¬ 
tions  are  possible  to  aid  in  this  problem? 

Yarway  Corporation  presents  both  similarities  to  and  differences  from 
Manco  Corporation.  Faced  with  growing  foreign  markets,  and  competi¬ 
tion  from  giant  multinational  firms,  what  structure  will  enable  the  com¬ 
pany  efficiently  to  manufacture  and  sell  its  engineering  equipment  to 
electric  power  companies  and  chemical  plants  around  the  world?  Should 
the  company  maintain  its  present  trend  toward  geographical  “general¬ 
ist  operating  units,  or  should  it  consider  reverting  to  worldwide  “spe- 

wtliSf  • UnitS  WhiGh  rep°rt  vertically  to  Philadelphia  headquarters? 

hich  is  best  to  achieve  good  specialization  of  manufacturing  and  sales 
and  yet  also  to  achieve  good  coordination  between  these  functions  (or 
coordination  between  Europe  and  South  America)? 

National  Bank  of  San  Francisco  has  some  of  the  same  problems  as 
Manco  Corporation  and  Yarway  Corporation.  There  are  pressures  from 
the  outside  world  for  certain  goals — good  banking  services  at  reasonable 
costs.  To  meet  these  pressures,  the  question  arises  as  to  who  should  spe¬ 
cialize  in  technical  matters  of  physical  space,  bank  machines,  and  per¬ 
sonnel  practices.  Should  the  corporate  staff  insure  this  specialization 
coordination  between  branches  around  San  Francisco),  or  should 
the  “generalist”  branch  managers  assume  these  responsibilities?  What 
other  kinds  of  specialization  or  coordinating  devices  are  possible?  Com¬ 
mittees?  Participative  task  forces?  Formal  authority? 

These  examples,  plus  other  cases  in  Part  II,  show  that  there  is  a  cer¬ 
tain  similarity  between  organizational  problems,  and  that  the  informed 
manager  should  know  how  to  catalogue  alternative  structures  which  he 
might  use  to  solve  generic  type  problems.  They  also  show  that  the  in- 
ormed  manager  will  know  enough  about  basic  economics  and  psy¬ 
chology  that  he  can  intelligently  investigate  vital  factors  when  he 
chooses  one  alternative. 

But  the  examples  show  further  that  National  Bank  of  San  Francisco 
is  not  similar  to  Yarway  Corporation  or  Manco  Corporation  in  certain 
equally  important  ways.  No  two  organization  problems  are  identical 
There  is  no  substitute  for  tailoring  both  the  analysis /diagnosis  of  the 
organizational  problem  and  the  final  decision  on  structure  to  the  reality 
of  a  specific  organization  at  a  particular  time. 

The  readings  in  Part  II  aim  at  helping  the  manager  to  be  more  in¬ 
formed  as  to  alternative  structures  for  organization  and  basic  forces  in 
the  problem.  Practice  with  the  cases  in  Part  II  aims  at  helping  the  man¬ 
ager  to  be  more  wise  in  his  decision  making  when  he  selects  a  particular 
structure  to  fit  his  specific  company  or  department. 
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STRATEGIC  PLANNING  AS  RELATED  TO  ALL  MANAGEMENT 
FUNCTIONS 


Though  the  paragraphs  above  stress  management’s  function  of  strate¬ 
gic  planning  as  it  relates  to  the  way  another  key  function  is  performed 
(organization  design),  the  manager  must  recognize  that  it  is  in  one  sense 
related  to  allkey  tasks  of  the  manager,  as  explained  in  other  sections  of 
this  book:  to  the  task  of  financial  planning,  the  task  of  scientific  decision 
making,  the  task  of  leadership,  and  to  problems  of  social  responsibilities 
other  than  production  and  efficiency. 

For  example,  the  long-range  planning  methods  suggested  in  the  Titles 
reading  are  applicable  not  only  to  how  managers  in  Yarway  (Part  II) 
structure  the  organization  of  their  company,  but  also  to  how  managers 
in  Western  Office  Equipment  Company  (Part  IV)  decide  to  allocate  sales¬ 
men  to  territories,  using  management  science  techniques.  Or  the  wav 
managers  of  Shoe  Corporation  of  Illinois  (Part  V)  exercise  personal  lead¬ 
ership  is  in  part  determined  by  strategic  planning  of  product  lines  If 
very  frequent  style  changes  for  women’s  shoes  are  required  by  the  strate¬ 
gic  plan,  one  leadership  style  may  be  called  for.  If  stable,  standard  tennis 
shoes  are  to  be  produced  over  the  years,  another  style  seems  appropriate. 
We  shall  see  in  Part  VI  that  the  strategic  plans  of  Polaroid  must  include 
the  company  s  racial  policies,  or  that  strategic  plans  for  Standard  Oil’s 
future  relationship  with  stockholders  is  affected  by  prevailing  social 
norms  regarding  corporate  citizenship  as  well  as  norms  relating  to 
profits  and  dividends.  s 

These  examples  serve  to  highlight  the  fact  that  strategic  planning  (or 
long-range  planning)  is  pervasive  as  a  key  function  of  managers.  It  cuts 

addr^id  f0thfirS'  fuCt  that  the  maj0r  part  titles  in  this  book  are 

ntalTxffi  “ask"  Y  managCment  tasks  should  ^t  obscure  this 


1 .  MANCO  CORPORATION 


Case  Introduction 


SYNOPSIS 

During  the  formative  years  of  the  management  systems  department 
of  a  consumer  specialities  manufacturing  and  marketing  company,  the 
staff  witnesses  three  major  reorganizations.  In  the  three  years  from  1963 
to  1966,  the  organization  moves  from  a  specialization  by  function  (sys¬ 
tems  analysts  and  programmers)  to  specialization  by  customer  (internal 
operating  divisions  like  Marketing,  Finance,  Manufacturing,  and  R.&D.). 
The  generalists”  in  management  systems  serve  the  operating  divisions 
in  project  groups  headed  by  systems  project  administrators.  This  latter 
position  evolves  from  a  liaison  and  coordination  role  to  a  formal,  supervi¬ 
sory  role  with  accountability  for  the  project  itself  and  the  project  person¬ 
nel  involved  in  the  new,  integrated,  staff  service. 

A  former  specialist,  who  is  promoted  to  the  systems  project  adminis¬ 
trator  position,  seems  to  resist  the  newly  integrated  approach.  He  leaves 
the  organization,  and  one  of  his  former  subordinates  runs  into  serious 
trouble  with  an  important  EDP  system  for  an  operating  division.  A  sys¬ 
tems  project  administrator  who  had  not  previously  been  involved  with 
the  faulty  system  nor  its  designer  assumes  responsibility  for  both.  Ar¬ 
rangements  are  made  to  correct  the  system.  The  systems  project  adminis¬ 
trator  is  very  troubled”  over  what  to  do  with  the  system’s  designer  in 
view  of  his  superior’s  statement:  “I’m  not  sure  where  he  fits  in  ...  do 
what  you  have  to  do.” 

WHY  THIS  CASE  IS  INCLUDED 

The  brief  history  of  the  management  systems  department  records  the 
interplay  between  the  individual  and  organization  structure.  It  is  in¬ 
structive  to  trace  the  development  of  role  demands  and  the  relationship 
between  such  role  demands  and  perceived  roles  of  those  involved  in  the 
case.  The  history  of  the  management  systems  department  also  points  to 
the  interdependence  of  people,  structure,  and  technology — no  one  of  the 
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rdf  P :~~£ 

management  employee _ that  is  the  Hecf100^8  ^°r  the  wilite-cobar  or 

has  from  unilateral  behavior  of  sun^r*  gFee  Protection  the  employee 
a  succession  of  different  superiors  w  Yh^  ,  especially  when  he  works  for 
acceptable  performance  Pen°rS  Wlth  se^ingly  different  criteria  for 

DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

at  the  end  of  this  book^oSes^he  mherreSTing^  (%)' Th<3  aUth°r  ind6X 

1.  In  an  economic  sense  what  wa  c  ivfo  n  ^  ± 

1963  reorganization  of  the'  manaenm^ru  °*  rying  t0  accomplish  in  the 
in  mind  the  two  concepts  of  specializaHn^  G?S  department?  Keeping 

impact  of  the  reorganization  on  the  Lstomer  acrT0^^011’  traCe  the 
Read:  *0’Connell  “Bevond  Frnnn  •  ^  account  computer  system. 

2.  Trace  the  interdependencfes  1 ^dinomics,”  Part  I. 

1963-66  period  of  growth  and  change  in' themanae  StrUCtUre  during  the 
ment  of  the  Manco  Corporation  Shm,M  ^  manaSement  systems  depart- 
to  predict  the  “people  haVe  been  able 

.ur,  impact-  of  th?  peJi,  “l  ch“<='*  and  the  "a, rue 

Read:  *Leavitt,  Managerial  Psychology,  PP.  3170  nr 

ment,  trace  She  develop- 

For  the  newly  appointed  systems  m-me  /°r  each  class  of  specialist? 
Read:  Levinson  “Roir  p?  proJect  administrators? 

Organizational  SettingS”  ^  ^  ^  Social  Structure  in  the 

relations  betwe^The* foHow^paLTSThey011^  reIati°nS  analyze  the 
develop  in  the  case:  Carson-wfllace  w  J^  Y  are  pictured  and  as  they 
Behrens- W allace,  Behrens-Jonas  Ton^R^6^0^5’  Roberts-Carson, 
find  perception  “errors”  in  anv  of  fh^c Roberts>  Carson-Jonas.  Do  you 
individuals  misperceive  onTJ^theT  reMl°nships?  R  *>,  why  do  the 

5  T^Sev11!’  S<>Cial  ^^gy,  pp.  50-52. 

1  race  me  development  of  Wallas’*  _ 

concept.  Relate  each  self-concepUo  ro^  1  ?  C6pt  and  Roberts’  self- 

mg  construct  of  role  concept  P  1  performance  by  using  the  bridg- 

*he  w°  questions. 

■Wh,  don",  you  cu  a  spieTspad. '.PH0^oOt  Walla“'  *“ 
behavior  on  this  occasion?  How  exDlain  p  ”> yau  explain  Behrens’ 
interview  with  Jonas?  explain  Carson  s  behavior  in  his  last 

^WhenWan  "Is,Bu?>“s  Bluffing  EthicaIr, 

JoMS  talsillhfissTrol'ar-TO^iLX^"'”'10"  °fBehrens‘ 

ui  me  very  involved  system  for  placing 
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unsatisfactory  performers  on  warning.  .  .  .”  He  said:  “That  system’s  sup- 
posed  to  protect  the  employee.”  Does  Jonas  voice  a  legitimate  concern? 
what  are  the  consequences  of  what  Jonas  calls  “a  completely  arbitrary 
system?”  Does  Roberts  have  due  process  protection? 

Read:  *Evan,  “Organization  Man  and  Due  Process  of  Law.” 

POLICY  QUESTIONS 

8.  From  what  has  happened  to  Wallace  and  Roberts  in  the  Manco 
Company  do  you  find  cause  to  revise  the  appraisal  system?  If  so,  what 
would  you  recommend? 

9.  Would  you  have  planned  or  implemented  the  Manco  reorganiza¬ 
tions  any  differently?  If  so,  how? 

10.  If  you  were  Behrens,  what  would  you  do  at  the  end  of  the  case?  If 
you  were  Carson?  If  you  were  Jonas? 

11.  In  one  sense,  the  systems  analysts  prior  to  the  1963  reorganization 
were  staff  integrators.  They  were  supposed  to  visit  the  marketing  divi¬ 
sion  or  manufacturing  division  client,  for  example,  and  learn  his  opera¬ 
tions.  They  then  began  to  design  the  new  system  for  the  client— coming 

ack  to  the  systems  division  and  working  with  the  specialist  program¬ 
mers  (who  were  to  put  the  new  system  in  computer  language).  After  the 
reorganization,  each  systems  analyst  was  supposed  to  know  both  the 
client  management  system  and  programming.  Both  the  individual  sys¬ 
tems  man  and  the  project  administrator  were  supposed  to  integrate  the 
client  needs  with  the  computer  program. 

What  advise  would  you  give  the  company  as  to  improving  their 
method  of  integrating?  This  might  be  advice  on  the  organization  struc- 
ture  (whether  to  revert  to  systems  department  integrators,  or  whether  to 
maintain  the  present  structure  wherein  every  man  is  an  integrator  or 
to  increase  the  integrating  activities  of  the  project  administrator).  ’ 

Read:  Lawrence  and  Lorsch,  “New  Management  Job:  The  Integra- 


QUESTIONS  FOR  ORIGINAL  STUDENT  WORK  IN  ANALYSIS  AND 


12.  While  reflecting  on  case  facts,  what  additional  theories  from  prior 
education  give  you  insights  as  to  “what  is  going  on”  in  the  Manco  Corpo¬ 
ration?  As  to  what  might  be  predicted  to  happen  in  the  future? 

13.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag¬ 

matic  ways  can  you  think  of  to  state  the  practical  problems  faced  by 
executives  in  the  case?  y 


of  high-quality  specialty  IrZTts'u^fT  ***  ^  a  broad 
ployees  work  in  Saginaw,  Michigan  £1  hJ COrporation’s  6,000  em- 
location.  Manco,  with  the  other  nine  ,  ,h  adquarters  and  main  plant 
vests  heavily  in  R.&D.  and  relies  more  on' SS  C°mpanies  in  its  field,  in- 
pro  tection  of  its  numerous  patents  mT  P*duct  lnnovation  than  on  the 
is  made  up  of  about  75  miUion  sales  volume 

sales.  Growth  over  the  past  half ^dSen Xa ?"d  25  percent  foreign 
over  5  percent  a  year,  and  profit  margin  sX  h&S  avera§ed  somewhat 

10  percent  before  tax.  margins  have  stayed  well  in  excess  of 

sophisticated  mamgement  is°he  mf^ th6  expandinS  and  ever  more 
partial  organization  chart  of  the  Manco  cX™  Systems  dePartment.  The 
the  position  of  this  -  Exhibit  1  shows 


w  w  1  utFARTMENT 

The  55  professional  people  in  th*> 

shffrp  1  thC  °Perating  divisions  of  the  corpS?ent  Systems  department 
staff  reporting  to  Elkin  Parker  th~  *  6  C°P°atl0n  as  Pai*t  of  the  central 

a»  Dirisi0„,  auou^^,^^^«fManortA<^SS.1 
se™ces'  kCn’  the  director  of  administrative 

efforts  are  concentrated  in  the  deshm  ®*,systems  department’s  major 
ased  information  systems.  Project  workk  I?aintenance  of  computer- 
°f  organization  planning  oners. ««  k  lso  conducted  in  the  areas 
and  standard  operating  procedures”8  reSearch’  general  systems  design, 

from  a  problem  first  seen  by  Ned  O’nJ  T.  mentioned  later  resulted 
distribution  department,  whfch  In  mrn T^’  manager  °f  the  PhysS 
the  company.  O’Donnell  and  the  XX  a  Part  °f  the  SaIes  Division  of 

mShod0?  f°r  keeping  customer  charge  accoXX  S&leS  had  long  wanted 
method  for  processing  these  with  g  +  acc°unts  more  accurately  and  a 

agement  systems  dep^n^  ££  8p“4  They  »ad  called  Xmam 

whole  company.  T^c^pXy  hL^mle^hT^f  ?****  Unit  for  the 
__^n  requests  assistance  on  its  own  initiaXrca^llTiTuX^^116 

Copyright  1973,  J.  j.  O'Connell.  ly  C°m' 


EXHIBIT  1 

Partial  Manco  Organization  Chart  (June  1966 
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'O  i’n  fU  a  - _ _ 


j  ruuuy  uecisions 

mence  in  the  systems  department  Thic  ,  . 

terns  analysts  will  assume  the  role  nf “  rU  ,  designed  80  that  the  sys- 
of  .h,  company,  rather  than  ^t,  ass'u»e Z?','?'*  divisioL 

operating  divisions  either  by  initiative?  V  r°le  of  managing  the 
acting  as  policemen.  According ^  toTit  "  by  control^g  and 

department  is  somewhat  like  a  small £r  ’  *  means  that  the  systems 
here  to  perform  services  for  the  ODerflfSm ??S  Seeking  customers.  We  are 
aneedforour service and,£ ^S^^t6eptTm'  The*  must 
in  the  position  of  not  buying  our  serviced  J°  Perform  thei«-  They’re  also 
contribute  to  solving  their  problems  ”  ^  S6rVices  don,t  genuinely 

jointly  reviewe?bfthTman?gemem?yiStanCJ  **  Pr°jeCt  request  is 
his  five  unit  supervisors  so  thft  a  prioZ  VTttment  manager  and 
ect.  The  considerable  project  backL  S  might  be  assigned  to  the  proj- 
ers  within  the  department  to  devote  for  manag- 

most  important  projects.  “  substantial  time  to  identifying  the 

(EXhibit  1}  r6fleCtS  HaroId 

and  stable  relationships  with  all  comnf  ln  maintaining  satisfactory 

un!fSTtIle.hntBrnatlOnal'mar^et^h8t^nitathetfiViS’0^S!  ^ 

nit,  and  the  R.&a-atjjjj^gtrativf  unit’  fn  fi"ancial-manufacturing 

ment.  Each  unit  performs  work  for  two  Z!  C°re  of  the  depart¬ 

ing  basis.  The  operations  research  and  “pany  dlvisions  on  a  continu- 
vide  technical  support  to  the  three  SvsPtemramrninSre8earchunitsPr°- 

and  programming  research  personnel  V  V'  0perations  research 

ThemirV601  develoPment  work  ’  67  "*  frequendy  in¬ 

terns  units  is°  determined  by pSe°rTi  Within  each  of  the  three  sys- 
various  Manco  divisions.  The  potential  f  Pr°ject  Quests  made  by  the 
work  and  the  receptivity  of  k  W  meaningful  systems  design 

These  differences  create  demands  ft,??”  VSry  fr°m  divisi°n  to  division 
systems  units.  Project  reqV" frZ 11^  SGtS  °f  Skills  ^he  three 
Division,  for  example,  involve  the  m  bC  Researcb  and  Development 

forThTA!)011011  Iaborat°ry experimentsVtheZ  “P*™1  °f  scientific 
for  the  Administrative  Division  mi™  ?  th  otherhand,  systems  work 

thf  Rta&Dard7erating  Procedures.  As  and  revis' 

aro  •^•—administrative  unit  has  two  Hi  <-•  *  f  these  pr°ject  demands 

lessees  rrure  ~  ^ *  analrs,5-pr°- 

mand  ,  s,UJ  wider  set  of  su/,"' *b**e*‘  Divisions  de- 
unit.  This  unit  has  been  involved  i  imernational-marketing  systems 
“d  ‘"“rnational  d!s«bCto  of  dome'"! 

Marketing  Division  and  several^,  •  organizational  studies  of  the 

Plex  systems  studies.  SnZthes  J or TT*™1  branches’  and  o  her  com 
f»m  either  programming ““‘‘V  require  skills  dite”, 

‘"S  systems  unit  employs  ma^S  ”*•  the  imernational-markeT 
Plannmgspedaiists,  as  well TpSammet”''?  “d 

^  ^  ^  &rp^t  a. 
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sys tem^urd t's ''p*0  h3™*1-6  theday-to-day  administrative  activities  of  the 

plrtmems  in  on  h  project  administrator  is  responsible  for  specific  de¬ 
partments  in  one  or  two  Manco  divisions.  Thus,  in  the  international 

SSta  the8  SyStf?  Unk’  T  Pr°jeCt  administrator  is  responsible  for  proj- 
^  market  research  and  promotion  planning  departments  while 
another  supervases  project  work  for  the  sales,  advert  Jng,  and  general 

a  wSkin?  firstT mentS’  ^  SySt6mS  pr°ject  adm™strator  is,  in  essence, 
a  working  first-hne  supervisor.  From  a  supervisory  standpoint  the  nro- 

workfoTds1SadmSsStUPeiTiSe  Cl*T  Pr°ject  rec5uests>  Plan  and  schedule 

dinates  In’^ddhion and  apPraise  performance  of  their  subor- 
amates.  In  addition,  they  spend  approximately  one  third  of  their  time 

actually  performing  some  of  the  more  complex  project  work 

Tune  iQfirrent  management  systems  department  was  formed  during  a 
June  1963  reorganization,  which  combined  all  systems  and  program 
mmg  activities.  Prior  to  the  reorganization,  separate  systems  and  nS 

SnSS  'was1011®  6XiSted-M°st  of  the  analysts  believed  that  the  reor- 
dhHHeH  r  Precipitated  by  mangement’s  dissatisfaction  with  the 

a  j  dad  resP°nsibility  for  projects,  which  so  often  called  for  both  systems 
and  programming  work.  There  had  been  an  increasing  number  of  co™ 
plaints  concermng  the  inability  of  the  two  sections  to  meet  deadlines  for 
converting  systems  from  manual  to  computer  processing.  The  systems 

“itduw  the  at  fault  f„?  nofadhi tog 

to  schedules.  The  programmers  contended  that  the  systems  analysts  diH 

and  cr plexi,y  °f *• 

because  of  this  lack  of  understanding,  argued  the  program mer*  th * 
systems  analysts  made  unrealistic  calendar  commitments  to  the  divi¬ 
sional  managers  responsible  for  the  particular  system. 

.  ^organization  was  also  designed  to  eliminate  the  discontent 

tiris  aySrees£lSt^hStS  programmers  over  advancement  opportuni¬ 
ties.  As  a  result  of  the  reorganization,  the  positions  of  management  svs- 

Unit  SUpervisor  were  upgraded  to  higher  Salary  clL 

created  one  level  pasitl0n  of  systems  project  administrator  was 

June  1966  e  vht  f^r  ^  SUpervisor  leveL  Between  June  1963  and 

June  1966,  eight  former  senior  system  analysts  and  senior  programmers 
were  elevated  to  systems  project  administrators.  Programmers 

fo/eaJh  SP1fl£  °f  the  1963  reorganizati°n,  the  systems  analysts  working 
h  Sy!  S  project  administrator  were  expected  to  perform  both 

SenTSofa^n,Ptr°gra,mming  activities‘  InitiaUy  the  interests  and  assign 
™®cr,  °f  most  analysts  corresponded  to  their  previous  specialty-sys- 

eanf.£Pr°rmming-  Sakry  inCreases  and  Promotions  in  the  new  or¬ 
ganization  however,  were  designed  to  reward  the  generalist— the  man 
ho  was  able  and  willing  to  do  both  systems  and  programming  and 
demonstrated  this  m  project  work.  The  hiring  and  training  of  new  em 
ployees  were  also  geared  to  produce  this  new  breed  of  systems  analysts. 

THE  INTERNATIONAL-MARKETING  SYSTEMS  UNIT 

.•JhaSUPrVISOr  °f  the  international-marketing  systems  unit  (see  Ex 
torn.  1,  „  Bar.  Carson.  Carson,  who  had  .ransfoU  in”  sySemTfroto 


62  The  Managerial  Mind:  Science  nnrt  th^  ■  „ 

science  and  Theory  ,n  Policy  Decisions 

(pre-1963)  experience  had  been  confined?  ^  SUpervisor-  Although  his 
been  very  positive  about  the  new  integrated  ^  S6Cti°n’  he  has 

gamzation.  Carson  has  made  consciolf 2^ appr°ach  of  the  1963  reor- 
sified  exposure  and  gradually  has  beeunT  h  ,glVe  hiS  analysts  diver- 
a  well-rounded  unit  within  what  is  regarded  as 

job  responsibilities.  1  *  the  new  management  systems 

in  reporting  to  Carson 

responsibility  for  project  work  in  theTn,lf  5*”°“  had  given  Wallace 
tribution  department  of  the  Marketing  n&tl°nal  Dlvision and the dis- 
jomed  the  company  in  1959  after  obtaining81*™  WalIace-  who  had 
regarded  as  a  mainstay  of  the  pre  iQfit  *S  ^ls  degree,  had  been 
ized  in  organization  planning  standard  onTr  He  had  special‘ 

eral  systems  work.  Wallace’s  Lnr.ot  °P®ratmg  procedures,  and  gen- 

had  enabled  him  to  establish  excellent  ran*  that hlS diplomacy and  tact 
ers  in  the  company,  in 

particular.  Harold  Simken,  manager  2  International  Division,  in 
Walter  Davis,  manager  of  management  dministratlve  services,  and 

in  generating  new  international  project  wort ^  keenly interested 
of  how  much  they  valued  Wallace?tnL  ’  and  they  both  ofte"  spoke 
After  the  1963  reorganize  h™  t I  u :eJpersonal  skills, 
project  administrator,  Wallace  had  mad?  *2  hiS  promotion  to  systems 
supervisor,  that  he  had  no  desire  to  wtilni  T*  Bart  Carson’  systems 
science  projects.  He  preferred  to  cominSs  “  P  °r  manaSement 
honal  planning  and  general  administrative sv^™611^011  “  organiza- 
Wallace  was,  in  fact,  the  only  analvst  afiTfnf^S  and  said  so  Publicly, 
overtly  resisted  Carson’s  plan  for  develnn  *  ^  1963  “organization  who 
promotion  to  systems  project  administrat^r'n  °T qUentIy’  Wallace’s 
very  controversial  move.  To  manv  an  Iw  “October  1964  had  been  a 
a  flagrant  violation  of  the  criteria  establ22!f  cPr0m0ti0n  represented 
administrator  position.  Some  WvstfJ tt  Z  ^  the  systems  Project 
exerted  on  Carson  by  Simken  and/or  DaSb  d  m°Ve  t0  pressure 

MAtN#GEMENT  SySTEMS  oepa"™ent  expands 

tween  June  1963  experienced  rapid  growth  be 

schodteacheVwho' had* iughtfoffo  “  W*S  Ira  Roberts’  a  former  high 

gram  m  December  1965  Roberts’  re™  As  he  comPteted  the  pro- 

able  impressions  throughout  th  I  n  d  showed  he  had  created  favor 

Mwan£SS£5=)3s 
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Uide^e^adS?0?6^  ^  Pf formed  P°orly  on  the  programming  apti- 
d1ov  Hpi,  jmstered  to  all  prospective  management  systems  em- 
fn  S  H  ?  received  a  B-  on  the  exam,  lower  than  anyone  currently 
whi>h  depart™ent-  The  independent  psychological  consulting  firm, 

categorv^th  tGSt’  PlaCCd  R°bertS  in  the  “Not  Recommended” 

gory  on  the  analysis  accompanying  his  test  score.  Since  Roberts’ 

aSeed’th^Roh?  t t0  ^  ^  tht genemI  systems  area>  Carson  and  Wallace 
formtn?  Roberts  personal  strengths  offset  his  relatively  weak  per- 

r“  °n  the  aPtltude  test-  Carson  and  Wallace  planned  to  increase 
Roberts  exposure  to  programming  at  some  later  date 

®rst  assignment  was  to  develop  a  small-scale  system  to  cen- 

a  °n  grantS  t0  foundati°ns  and  charities  made  by  var¬ 
ious  company  departments.  His  second  project  involved  procedural  work 

with  new°fede  °T^anyi  dlV1S1°  «  t0  insure  c°nipanywide  compliance 
AfwT  federal  legislation  affecting  the  sale  of  company  products. 

J  T  wmg  !n  network  scheduling  techniques,  Roberts  per- 

fmmduo^'nfM7  m  de?Ping  a  PERT  Chart  t0  plan  and  schedule  the 

ers  observed  R  8  fSt  pr°duct  in  the  Australian  market.  Co-work- 

ers  observed  Roberts  working  yeoman’s  hours,  and  the  manager  of  the 

networUksrcheduleranCh  ^  UnStinting  in  his  Praise  of  Roberts  and  his 

annr2SShv1?0umanCeTdUring  hiS  ^  year  in  systems  was  formally 
appraised  by  Wallace  m  January  1967.  He  noted  the  following  strengths: 

1.  Quick  mind. 

2.  Ability  to  shoulder  responsibility. 

3.  Works  well  with  others. 

4.  Loyal  and  excellent  attitude  towards  the  company 

5.  Documents  work  well  and  is  both  cost  and  profit  conscious. 

Waliace  listed  project  planning  as  Roberts’  major  area  for  improvement 
He  rated  Roberts  satisfactory  overall  and  concluded  the  appraisal  by 
discussing  his  potential:  m  y 

Roberts  handles  work  very  well  and  has  high  potential.  Could  develop 
exponent™  “***  a  bit  ™re programming 

u!*wbut0m  °f  the  appraisal  sheet  in  the  section  entitled  “Promotabil- 
y,  Wallace  checked  off  “Promotable  within  two  years.”  The  only  rating 
superior  to  this  was  “Promotable  immediately.”  The  appraisal  was  re¬ 
viewed  and  signed  by  Carson,  in  accordance  with  company  policy. 

erts  ?Wgsever!drly  ^  °f 1967’ the  Personnel  department  notified  Rob- 
that  several  managers  m  the  company  were  interested  in  offering 

him  positions  in  their  departments.  These  offers  of  employment  in  the 

fabbc  rGlf iaaS’  dlstributl°n,  and  personnel  departments  were  transmit- 

dates  Ea?h  of  thCe°mPany’S  SyStem  f°r  recruitin§  Eternal  candi- 

WhilefbeiS  opportunities  represented  a  promotion  for  Roberts, 
lie  these  advancement  opportunities  all  appeared  attractive,  Roberts 
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expressed  enthusiasm  for  his  work  in  systems  and  was  reluctant  to  leave. 
When  he  discussed  the  situation  with  Wallace  and  Carson,  they  both 
spoke  optimistically  about  his  future  progress  and  their  plans  for  him. 
Roberts  decided  to  turn  down  the  various  internal  opportunities  and 
remain  in  management  systems. 

On  April  1, 1967  Wallace  and  Carson  jointly  announced  that  Roberts 
had  been  promoted  from  management  systems  analyst  to  senior  manage¬ 
ment  systems  analyst. 


THE  CUSTOMER  ACCOUNT  COMPUTER  SYSTEM  (CACS)  PROJECT 

As  part  of  his  plan  to  increase  Roberts’  programming  experience, 
Wallace  assigned  him  in  April  1967  to  a  major  EDP  project,  under  the 
direction  of  another  analyst.  The  basic  purpose  of  this  project  was  to 
create  a  computerized  information  system  of  all  retail  and  wholesale 
accounts  that  distributed  a  major  section  of  the  product  line.  The  system 
was  designed  to  assist  in  processing  orders  during  the  hectic  fall  and 
winter  sale  periods.  A  secondary  objective  was  to  use  the  system  for 
recording  salesmen’s  call  activities.  The  system  was  scheduled  to  go 
“on-line”  in  the  fall  of  1967. 

In  May  1967,  the  project  was  dealt  a  serious  setback  when  the  senior 
systems  analyst  leading  the  project  resigned  from  the  company.  Wallace 
decided  to  have  Roberts  direct  the  project  and  assigned  a  new  analyst  to 
assist  him.  Between  May  and  September,  Roberts  worked  feverishly  to 
complete  the  system.  He  worked  a  considerable  amount  of  overtime  each 
week,  including  six  Saturdays  during  the  summer  months.  Throughout 
this  period,  he  assured  Wallace  and  Carson  and  the  mangement  of  the 
distribution  department  that  the  system  would  be  ready  to  go  into  opera¬ 
tion  by  September  1,  1967. 

In  the  midst  of  Roberts’  efforts  on  the  CACS  project,  corporate  organi¬ 
zation  changes  affected  the  management  systems  department. 


THE  CORPORATE  REORGANIZATION 

In  July  1967,  a  major  corporate  reorganization  was  announced.  The 
objectives  of  the  reorganization  were  the  separation  of  planning  activi¬ 
ties  from  operations  and  the  introduction  of  a  strong  profit  center 
philosophy. 

As  a  result  of  the  reorganization,  some  key  management  changes  oc- 
curred  m  the  management  systems  department.  Walter  Davis,  manager 
of  the  department,  was  appointed  director,  organization  and  policy  plan- 
nmg  on  the  new  corporate  staff.  Carl  Golden,  supervisor  of  the 
u.  &  D.— administrative  systems  unit,  joined  Davis’  staff  as  manager  of 
organization  planning. 

*eplaced  Davis  as  management  systems  manager  (see 
xnioit  2).  Dick  Sylvester,  previously  supervisor,  programming  re¬ 
search,  was  named  to  direct  a  new  management  research  group.  The 
ree  systems  units  were  merged  into  two  new  units,  reporting  to  Pete 
command  Hugh  Behrens.  Behrens,  who  has  previously  served  as  super- 


visor,  operations  research  accum^ 

international-marketing  systems  unit  bnlky  f°r  Carson’s 

administrative  systems  would  henceforth  h  ^  &1  R  &D'  sVstemS-  The 
rate  staff  group  headed  by  Walter  n«!  ^designed  by  the  new  corpo- 
responsibility  for  all  financial 


■  wwkn 


After  the  initial  excitement  generated  hv  th*  o 
agement  appointments  manats™  c  +  y  th  announceTnent  of  man- 
no  major  changes  in  direction  Carson  activities  continued  with 

Boldin  and  Behrens,  conferred  reeuhTrlTt  *  m°  direCt  subordinates, 
for  1968,  plan  the  impending  conversion toaSf  Pr0JCCt  °bjectives 
a  new  project  control  system  to  360  computer,  and  develop 

programmer  in  1960,  and  had  sinm  =  B  h^ens  started  with  Manco  as  a 
programming  section,  systems  sectfon  7nH  “  Vari°US  CapacitieS  in  the 
He  was  credited  with  conducting  tho  ’  d  0peratl0ns  research  section, 
tions  research  effort— a  large-scale  ^°St  successful  opera- 

bution  network.  His  several  diverse  S ^  Manco distri- 

an  excellent  reputation  throughout  the^had  enabled  him  t0  establish 
Behrens  called  informal 

trators  whenever  he  felt  it  necessarv  tn  °Ur  sys_tems  ProJect  adminis- 
information.  These  hour-long  meeting  revie^  Plans  or  communicate 
during  the  late  summer  and^arlv  fafl  about  eveiT  two  weeks 

On  October  18,  Behrens  called*  i  *n 
administrators.  The  only  unusual  asne^t  ^f  hiS  systems  Project 

two-hour  notice.  When  the  groun  s,chedulmg  was  the  short 

who  was  typically  a  very  calm  individ  i^’  tbey  noted  that  Behrens, 
Jonas,  and  Houston  were  also  snmr*  a  U&  ’  seemed  upset.  Warrington, 
Behrens  be8a„  the  Wa“a“  ”«  «>- 

w  leaving  the  company  today  Sid  TnZJl  ehminated  and  he 

Abilities  for  all  systems  and  manateZ  P'Ck  Up  Reade’s  respon¬ 
dent  Ira  Roberts  will  report  to  you  *”  Inter™- 

a  replacement  for  Ira’s  vrederJZvZ-’  d™e  d  contlnue  to  recruit  for 
handle  all  EDPprojectsforfntemiatiorinZ^i  CAhCS  Rrank  Zill 

Hankins  [  Wallace 's  other  a^lysts)  , 

cns,  Readewasdoingasatisfaoi-n«,  ■  u  v  Ce'  No>  replied  Behr- 
f»r  him  in  our  organizariorr,.  J<ma>  ^ 
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Now ,  how  can  you  do  a  thing  like  that ?  We  have  a  very  involved 
system  for  placing  unsatisfactory  performers  on  warning  for  30  to  90 
days  and  advising  them  that  they  will  be  canned  if  they  don’t  shape 
up.  You  just  subverted  the  whole  system  by  reorganizing  him  out  of 
a  job.  That  system’s  supposed  to  protect  the  employee.  Now  all  of  the 
analysts  will  think  that  this  is  a  completely  arbitrary  system  and  the 
axe  can  fall  on  them  any  time.  We  all  know  that  Reade  was  deficient 
in  certain  respects.  Why  don’t  you  call  a  spade  a  spade ? 

Interrupting,  Behrens  said: 

Hold  on  a  minute,  Sid.  Some  of  your  points  are  valid,  but  you  don’t 
have  all  the  facts.  First  of  all,  Wallace  did  get  severance  pay  amount¬ 
ing  to  over  $5,000.  More  important,  we  talked  to  all  the  personnel 
experts,  and  they  said  it  would  be  in  his  best  interest  to  do  it  this  way. 
The  company  can  give  him  a  good  reference  without  any  black  marks 
on  his  record  And,  as  an  aside,  we  tried  to  place  him  elsewhere  in  the 
company.  Distribution  and  International  were  interested,  but  be¬ 
cause  of  the  budget  cutbacks  throughout  the  company,  they  couldn’t 
afford  someone  at  his  salary  level.  It’s  been  my  most  traumatic  experi¬ 
ence  since  I’ve  been  with  the  company.  What  more  can  I  say  ? 

Jonas  was  preparing  to  resume  the  verbal  battle  but  thought  better  of  it 
and  added,  “I’m  sorry,  Hugh,  but  I  don’t  agree.  I’m  probably  unfair  argu¬ 
ing  with  you  over  this  since  Reade  only  worked  for  you  for  three  months. 
It’s  Bart  Carson  who’s  responsible,  and  I  plan  to  tell  him  that  I  think  the 
whole  situation  was  handled  poorly.”  With  that  the  meeting  was  ad¬ 
journed. 

THE  CUSTOMER  ACCOUNT  COMPUTER  SYSTEM  FAILS 

Following  the  announcement  of  Wallace’s  departure,  Jonas  and  War¬ 
rington  met  with  their  newly  assigned  analysts  to  review  work  loads  and 
project  plans.  The  main  topic  during  the  first  meeting  between  Jonas  and 
Roberts  on  October  20  was  the  CACS  project.  Roberts  first  explained  the 
system  to  Jonas,  pointing  out  its  objectives  and  major  features.  He  ex¬ 
plained  that  the  system  began  operating  in  September,  although  a  few 
“bugs”  still  had  to  be  ironed  out.  Roberts  expressed  confidence  that  the 
system  would  be  operating  smoothly  before  too  long. 

The  CACS  project  seemed  to  be  moving  toward  final  completion  when 
Jonas  was  called  into  Behrens  office  on  Thursday,  November  9.  Behrens 
informed  Jonas  that  one  of  the  scheduled  computer  runs  for  the  CACS 
project  had  produced  incorrect  results  and  Ned  O’Donnell,  the  distribu¬ 
tion  department  manager,  had  phoned  a  complaint  to  Bart  Carson.  Behr¬ 
ens  expressed  the  fear  that  there  might  be  some  major  problem  with  the 
entire  system.  Jonas  suggested  they  speak  to  Roberts.  Behrens  phoned 
Roberts,  requesting  that  he  come  to  his  office.  Roberts  explained  that  the 
error  in  sales  totals  resulted  from  50  duplicate  records  on  the  master  file. 
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andBehrens  that  he  would  tal! ^ Jw*“ 

^  the  distribution  clerks  on 
O’Donnell  asked  Harold  *mk™  Y'  N°Vember  14.  On  the  15th,  Ned 
come  to  his  office  When  s;mk  manaSejj  of  administrative  services,  to 

-e^hundredS^a^^J1"^  that  °’Donne11  had 

to  shout  at  Simken  “Harold  von  co  1  *??ort  on  hls  desk-  O’Donnell  began 
it’s  worth?  This  much!”  And  Lith  ^  Pnntout?  You  know  how  much 
the  waste  basket.  O’Donnell  con  tin  «wv,nn»e^  stu^ed  t^le  Printout  in 
department.  If  it’s  not  one  kind  nf  ^  s  wrong  with  your  damn 

gone  and  dropped  all  of  our  an  miSta?ce’ lt  s  another.  Now  that  guy  has 
file.  I  can’t  CaUtocnta  &0m  the 

Behren^were'both^ out^of  the  office^  aS^ed  t0  see  J°nas,  since  Carson  and 
ment  training  session  anSh  WaS  at  a  week-long  manage- 

operations  research  Simken  eaw  ^  rGnS  WaS  attendmS  a  seminar  in 
teredand  asked  him  wW  he  wlV  ?  monotone  hello  when  he  en- 
identified  the  vartas  JfZ’ZT ' 'a  *™“ 

structions  he  had  given  Roberts  1  r  .  C°U!d  and  reviewed  the  in- 

Jonas  was  through  and  then  beean  ”  1St®ned  without  comment  until 
I  know  you  weren’t  invol  ved t0  Speak  in  a  very  stem  voice.  “Sid, 
responsible  for  these  problems  BuMt’sro  fr°m  ^  Start’ and  you  aren>t 
responsible  for  correcting  this  mess  w  Y  UfS  ?°W’  and  1  m  holding  you 
informed  of  your  progress.”  N°W’  gCt  bUSy  °n  this  and  keeP  me 

treated  to  a  following  morning,  he  was 

Behrens  decided  to  form  a  task  for™  Jr  u  harangue,”  from  Simken. 
Roberts  to  conduct  a  comnrehensii/  himself,  Pete  Boldin,  Jonas,  and 
d.yrevl.w,  Behrens 

the  various  technical  problems  and  th J °  Carson,and  Simken>  outlining 
review  had  made  it  clear  to  Tnnac  nd  Pr°P°se<i  remedial  action.  The 
the  technical  EDP  expertise  to  direct  ehrens  that  R°berts  did  not  have 

Moreover,  some  aspecte  of  the  system  werPr0;)eCt  38  complex  as  CACS. 

management  in  that  the  syster/w^  ?  a  misrePresented  to  marketing 

bution’s  information  probS  X  t  *  T  ?  PanaCea  for  a11  of  distri 

derestimated.  **  SyStem  was  vastly  un¬ 

rating  costs  were  $14  000  to  Si  0  non  opra®nt  costs  and  annual  ope- 
development  costs  exceeded  $32  £2?  th  ,  *8’5°°  “  *I4'°°°-  A<*“> 

zoomed  to  $30,000.  $  ’  °’  whlle  annual  operating  costs 

cn"Srca“db,™ersMS  reVleWed  ““  rep°«'  began  to  dis- 

™tfotRobmslsm?cambleof7eW°bU!mi  Tha‘  ,eview  convinced 
hedlda  terrible  jot  of  directing  the  pZjfd  Zhldd n^iTZctof 
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any  planning.  He  missed  every  deadline ;  and  Fm  not  sure  he  properly 
represented  the  critical  status  of  the  system  to  marketing  or  us.  He 
probably  didn  t  know  how  bad  he  off  he  really  was.  You  better  think 
about  how  you're  going  to  use  him  in  the  future.  Given  the  type  of 
things  we  expect  from  you  in  the  future,  Fm  not  sure  where  he  fits 
in. 

Jonas  raised  some  questions  about  the  apparently  poor  supervision  and 
direction  which  Roberts  had  received  from  Wallace.  Behrens  agreed  that 
this  was  a  consideration.  Behrens’  secretary  interrupted  to  remind  him 
of  a  meeting,  and  he  abruptly  ended  the  discussion,  “Well,  give  it  some 
thought,  Sid,  and  let’s  discuss  it  in  a  few  days.” 

On  Wednesday,  November  22,  Jonas  arranged  a  session  with  Carson 
and  Behrens  to  discuss  the  Roberts  situation.  Jonas  opened  the  discussion 
by  summarizing  his  position  for  Carson: 

Bart,  Fve  given  this  issue  considerable  thought ,  and  Fm  very  troubled 
by  it.  Fm  not  reluctant  to  be  a  so-called  “tough-minded  manager" and 
place  Roberts  on  warning  for  unsatisfactory  performance.  The  prob¬ 
lem  with  this  approach  is  that  it's  the  easy  way  out  because  it  avoids 
the  real  troubling  issues.  Someone  in  this  organization  has  to  accept 
responsibility  for  the  things  that  were  said  to  Roberts  six  months  ago. 
We  told  him  that  his  future  was  very  bright  in  systems  and  dissuaded 
him  from  accepting  other  jobs  in  the  company .  In  fact ,  we  promoted 
him  in  a  relatively  short  span  of  time.  In  retrospect ,  that  was  the 
wrong  decision.  He's  better  suited  for  less  technical  work ,  such  as 
personnel  or  public  relations.  So  far,  he  hasn't  demonstrated  that  he 
can  perform  at  a  senior  level.  And,  don't  forget,  one  big  reason  for  his 
poor  performance  was  the  lack  of  proper  supervision  from  Wallace. 

If  you  want  me  to,  I'll  try  to  compensate  for  our  past  errors  by 
getting  back  to  basics  and  developing  Roberts  the  right  way.  But  I 
can  t  do  this  if  you're  not  willing  to  adjust  your  expectations  of  my 
group.  Hugh  thinks  that  Roberts  doesn 't fit  into  my  operation.  So  now 
it  seems  that  if  I  try  to  develop  one  of  my  less  adequate  subordinates, 

I  don't  meet  my  technical  responsibilities.  If  I  stick  to  the  technical 
goals,  I  ship  Roberts  out  the  door. 

Carson  answered: 

Sid,  I  don't  want  you  to  worry  about  things  that  were  said  to  Roberts 
before  he  started  working  for  you.  Perhaps  we  were  premature  in 
promoting  him.  I'll  accept  responsibility  for  all  of  that.  We  expect  big 
things  of  you,  and  you  need  the  proper  blend  of  skills  in  your  group. 
It's  very  easy  for  Hugh  and  me  to  sit  here  and  tell  you  what  to  do.  But, 
if  we  did  that,  we'd  impair  your  development  as  a  supervisor.  All  I 
can  say  is  do  what  you  have  to  do. 
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BEYOND  ECONOMICS:  COORDINOMICS* 

By  Jeremiah  J.  O’Connell 


Okos  means  household”  and  nemein  means  *  W°rdS  °ik°S  and  nemein- 
o  the  word  economics,  therefore,  is  "to  manaoe  fh™?"  The  root  meanin9 
of  business  enterprise  we  concentrate  ^  h°USehold'’ ln  the  economics 
mented  departments  of  the  corporation  HMnO  ,fpeciallzed  segments  or  seg- 
efficiency  within  functional  departrnemi-a  *  3  the  6mphasis  has  been  on 

by  each  of  the  boxes  on  the  organization  chOTp  °n  the  area  described 
to  speak  to  be  managed  in  such  a  way  that  b°X  W3S  a  household,  so 

box  on  the  organizational  chart  wp  Lh ?*’  the  confines  of  that  functional 

SpehC'all2fi0n  and  derived  all  the’ benefits  from  eri^6  efficiencies  Produced  by 
in  the  mature  business  enterprise  it  seems  conomies  of  scale  or  size.  Now 
ishmg  returns  to  our  efforts  at  manaqina  Jt  approachin9  the  point  of  dimin- 
or»ion.  we  are  at  a  point  nowThe  e  tK  2™*?  C°mpartme"ta  of  the 
for  efficiency  to  inter-departmental  I"  emPhas's  is  shifting  in  the  ouest 

concentration  on  managing  the  spaces  SS°n  and  coord'nation— that  is  Qto  a 
chart.  We  are  at  the  point  where  there  are  the  b°Xes  *he  organLton 
on  achieving  coordination  among  the  funcbona?^6131^"8 10  an  investment  spent 

J*  -ssr* sp9m  - 

Historically,  when  we  spoke  of  svstamo 

norn'cs-the  managements  of  the  ddikm  seParate  households— to  coor- 
on  the°ntheC°mpartmeritsof  the  organization0^0^ ordination.  Economics  had  us 
smms  ^  »• 


west,  Dallas*  Tey"  Address 

as'  Texas,  May  9,  1966. 
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THE  VOLATILE  ORGANIZATION: 
EVERYTHING  TRIGGERS  EVERYTHING 
ELSE* 

By  Harold  J.  Leavitts 


r  1?  *  !u  ,  Ch,apter  In  Part  IV’  we  have  iust  one  purpose— to  encourage  the 
reader  to  think  about  organizations  not  just  as  simple,  static  charts  or  as  milling 
co  lections  of  people  or  as  smoothly  oiled  man-machine  systems  but  as  rich 
volatile,  complicated  but  understandable  systems  of  tasks,  structures,  tools  and 
people  in  states  of  continuous  change. 

Toward  that  purpose,  consider  the  following  example: 

If,  as  a  manager,  you  have  a  rather  complicated  problem,  you  may  want  to 
call  in  a  consultant  for  help.  Suppose  the  problem  is  a  typically  hard  one:  one 

of  your  larger  field  units  is  turning  in  much  poorer  results  than  all  your  forecasts 
had  predicted. 

So  you  call  in  the  partner  in  charge  of  the  local  office  of  one  of  the  reputable 
older  consulting  firms— -the  largest  in  town.  They  contract  to  take  on  the  prob¬ 
lem  and  send  some  people  out  to  the  unit  to  collect  information. 

When  they  finally  come  in  with  a  report,  you  scan  it  and  then  turn  to  the 
recommendations.  They  recommend  the  following:  (1)  You  need  tighter  con¬ 
trols.  (2)  Job  relationships  need  to  be  reorganized  and  redefined;  job  descrip¬ 
tions  need  to  be  rewritten  with  greater  precision  (to  get  rid  of  squabbles  about 
overlapping  authority).  (3)  The  functional  form  of  organization  they  now  have 
down  there  ought  to  be  switched  over  to  a  product  form.  (4)  In  fact,  that  unit 
as  grown  so  big  that  it  ought  to  go  through  a  partial  decentralization  itself,  with 
a  lot  more  authority  given  to  the  product  managers.  (5)  You  need  a  thorough 
methods  analysis.  The  number  of  reports  that  are  being  generated  now  is 
excessive.  There  is  wasteful  duplication  of  effort  and  communication.  You 
ought  to  streamline  the  organization’s  procedures.  (6)  And  you  may  have  to 
move  a  few  people  out,  too.  There  is  too  much  fat  in  the  organization,  and  so 

If  you  are  a  manager  with  a  experimental  turn  of  mind  and  a  pocket  full  of 
money,  you  will  decide  not  to  act  on  this  consultant’s  report  yet.  You  decide 
instead,  to  knock  on  the  door  of  another  consultant  and  get  a  second  indepen- 
dent  assessment. 

You  had  gotten  to  know  the  first  firm  by  now.  You  had  found  that  the  people 
m  it  were  active  in  the  Society  for  the  Advancement  of  Management,  and  highly 
experienced  in  business  organization.  You  note,  with  some  discomfort,  that  this 
second  firm  professes  different  allegiances  and  displays  other  pedigrees.  This 

rVl-  21>  from  Harold  J.  Leavitt,  Managerial  Psychology  ©  1964  by  The  University  of 

Chicago  Press.  All  rights  reserved.  Excerpts  from  pp.  317-25^Reprinted  by  permislfon 

t  The  author  is  a  Professor  in  the  Graduate  School  of  Business,  Stanford  University. 
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ZZZZl  iScust  SSS." r«*  «>«■*  an,  ,te  ,„** 
she  as  those  of  number-one  firm^ut  ith«H,!nUSt,r/  rea"v  *re  "o'  as  «»«• 

and  its  senior  people  all  have  Ph  D's  It  innif  *  0t  °f  recent  military  work, 
have  cut  their  hair  and  a  ^  But  they 

the  same  problems.  d  reasonable.  so  you  hire  them  to  look  into 

But  their  conclusions  are^ffirenTlnstead0^^6^  t0°’  C°me  Up  With  3  rep0lt 
the  structure  of  the  organization  thevrS^  *  r®commendin9  modifications  in 
and  analytic  methods  being  used  Theva^^  '™dlflcations  in  the  technical 
cal  improvement  is  the  means to'the 1? ? :bno'°9ists  who  think  technologi- 
linear  program  the  invented  to°t P°SSib'e  ^  They 
to  automate  the  purchasing  operation  Tho  being  used  in  that  division,  and 
flows,  so  that  decisions  canbe  made  atdmSl  T*  l°  modify  the  informati°n 
faster.  And  instead  of  job  descriptions  and  nt  P^intS  ln  the  or9anization,  and 
their  pockets  are  full  of  computer  andhnn  ton  Charts  as  their  tools> 
some  hot-shot  college  boys  if  vou  want  ?  9  quatl0ns-  You  will  have  to  hire 
because  neither  you  nor  any  o/your  too  °Ut  their  recommendations; 

But  if  you  are  really  an  experLel  P  n  P  ®  Can  fU"y  understand  them, 
full  of  gold,  and  if  you  dor^t  satisfv  p?^  96'’  a"d  *  Your  Packets  are  really 

firm  in  town.  Its  members  are  Ph  D  S  ton  ^  th®  °nly  other  ^suiting 
rate,  either.  Their  affiliations  S^^^X0"'098  aren>t  verY  a'abo- 
Amencan  Psychological  Association  and/  9  Jhey  are  members  of  the 
work  of  the  National  Training  Laboratori*?' -I.rnembers  of  the  consultant  net- 
logical  types.  And  they  view  the  world  from  the^6  Clin'?,al  °r  social  PsVcho- 
computers  in  their  back  pockets  or  writP  ioh  h  human  s,de-  They  don’t  carry 
charts.  Their  favorite  tools  are  the  meetina  r'ptl0ns' or  draw  organization 
group,  and  the  open-ended  interview.  9’  h  dlscuss,on>  the  face-to-face 

too  cole  up  wlthT  re^i'rBw  tha"  reDQrt  *  you'  **«  unit.  And  they 

«**"  to  unit  rs  probtem  in  chSl  r™  a9al"' 11  aWes  ««  #» 
the  people  in  that  unit.  Morale  is  low  thev  ^  adltudes  and  interrelations  of 

constricted  and  anxious,  afraid  to  speak  uo^ta!y'  [*thy  'S  high'  Pe°P|e  ara 

needs  is  more  openness,  more  participations*  What  y°Ur  or9anization 

So  their  recommendation  is  that  voi  wnri  lnvolvement-  more  creativity. 
They  want  you  to  set  up  TserS  “labot?"  **  P60ple  end  of  the  P"ble£ 
you  take  groups  of  your  people  from  division  1 t  "'"9  pr°9rams>  in  which 
at  a  time  to  talk  things  over;  to  open Tn  Ifd  °  3  C°Untry  club  for  a  week 

selves;  to  express  what  they  really  feeh  and  tn  d  co"lmun,cat'°n  among  them- 

and  confidence.  y  ’  and  to  deve'°P  much  more  mutual  trust 

you  s?range  but  the  board  members  are  giving 

you  decide  to  stop  tLe  and  take  a  look t'"  kT  ^  r6ally  up  in  Jr.  So 
^s'  recommendations  should  yL  foTowlTstr  ^  WhiCh  °f  the  three 

leave  it  to  you  to  answer  that  question.  P  ’  °  y0u  ar® the  mana9er,  we’ll 

have  adS^rth^nooTsTke  ®  'eaVe  ft  quite  there- Aa  of  right  now  we 
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The  problem 


1 .  Structural 


Technical  solutions 


We  have  one  group  that  wants  to  solve  the  problem  of  unit  Xby  working  on 
structure,  by  changing  the  organization  chart  and  the  locations  of  authority  and 
responsibility.  We  have  another  group  that’s  going  to  solve  the  same  problems 
technologically,  by  improving  the  analytic  quality  of  decisions  and  applying  new 
techniques  for  controlling  and  processing  information.  And  we  have  a  third  group 
that’s  going  to  solve  the  very  same  problems  humanly,  by  working  on  persons  and 
interpersonal  relations.  But  there  is  one  more  important  point  that  needs  to  be 
made  here,  before  you  decide  which  one  of  these  to  use.  They  aren’t  mutually 
exclusive.  The  point  is  that  the  diagram  above  is  incomplete.  Because  no  one  of 
these  actions  will  affect  the  way  the  task  of  division  X  gets  done  without  also 
involving  each  of  the  other  points  on  that  chart.  Structure  and  technology  and 
people  are  not  separable  phenomena  in  organizations.  If  we  hire  the  structurally 
oriented  firm,  and  if  we  decentralize  the  unit,  or  if  we  change  the  present  allocation 
of  responsibilities,  it  will  not  only  affect  the  problem  but  will  also  affect  (perhaps 
adversely)  people’s  attitudes  and  interpersonal  relations.  We  will  have  to  draw  an 
arrow  like  this: 


Structure 


Technology 


If  you  tighten  controls,  for  example,  some  people  may  get  angry  or  uncomfortable. 
If  you  switch  from  a  functional  to  a  product  organization  form,  there  will  be  new 
problems  of  interpersonal  relations. 
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technology.  The kinds  of ^  Wi"  &'S°  96t  SOme  effects  on 

^TT-**  accountin9  in  a  hi9hly  decentra|- 

ent  than  those  appropriate  for  highly  centralized^o  y  h3Ve  t0  be  very  differ' 
And  similarly,  if  we  hire  the  teohli  ,,al!2ed  organizations. 

introduce  the  computer  and  new  informUnnni^  tCh0nsu,tin9  fi™,  and  go  on  to 
effects  not  only  on  the  way  the  job  qets  done  h  S.’ then  we  can  darn  well  expect 
If  we  can  centralize  information  in  local, 1 fns  whie  0n  StrUCtUre  and  on  Pe°P|a- 
we  will  find  decisions  being  made  S  r«no  “^’‘centralize  before, 
places  than  they  were  being  taken  bel  r  f5  bein9  taken  in  different 

de-centralization,  that  new  information  sv^w  Wu  ®  We  may  be  ta|k'ng  about 

zation.  We  may  also  find  that  the  kinds  and  may  be  pushin9  us  toward  centrali- 
new,  technically  sophisticated  °f  ***•  need  in  our 

and  number  of  members  we  needed  before  Mo  X  qU'te  different  from  Wnd 
judgmentally  and  thoughtfully  are  now  S°m® thin9S  that  were  done 

Will  encourage  peo°pte  to  be  more® opened  mo"9  hUma"  r®lati°nS  firm>  we 
encourage  people  to  take  more  responsSw  and  d  in  their  communication, 
more  with  other  members  of  the  organS^’if  !nC0urage  People  to  interact 
a  moment  think  that  we  can  do  them  wrth0,  t  °th®Se  thin9s-  us  not  for 
xisting  organizational  structure.  The  authority  c  a*ertln9  9reat  pressure  on  our 
status  system.  And  we  will  exert  pressure  ontaSfT  W"1  Change  and  so  wil1  the 
peop  e  may  want  new  too|s  Qr  the  abohfon  o^w  9y  t0a  The  newly  ‘reedup 

up  With  a  diagram  that  looks  like  this: 


Structure 


str  *iso  ,hat  ^ 
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system  bells  begin  to  ring  and  lights  begin  to  go  on  all  over  the  system,  often  in 
places  we  hadn’t  counted  on  and  at  times  we  hadn’t  expected. 

This  is  not  to  say  that  the  complexity  of  the  organization  is  so  great  that  we 
can  never  tell  what  will  happen  when  we  do  something.  It  is  only  to  say  that  an 
organization  is  complex  enough  to  make  any  simple  structural  or  technical  or 
human  model  inadequate.  But  we  have  made  a  lot  of  progress  in  understanding 
he  complexities  in  the  last  few  decades.  We  now  know  a  good  deal  more  about 
ways  of  acting  on  structure  or  people  or  technology;  and  we  know  somewhat  more 
about  how  they  are  wired  to  one  another.  There  is  real  progress  in  the  organiza¬ 
tional  world.  The  three  classes  of  consulting  firms  in  our  example  should  not  be 
taken  as  an  indication  that  things  have  gone  to  pot.  On  the  contrary  they  are  an 
indication  of  how  much  we  have  learned  about  organizations.  And  about  how  much 
we  now  know  of  ways  to  change  or  modify  them. 

The  practitioner  in  each  of  these  three  realms  may  be  oversold  on  his  own 
product.  He  may  be  overly  enthusiastic  about  all  that  can  be  done  by  changing 
structure,  or  technology,  or  people.  Each  may  be  partially  and  understandably  blind 
to  the  perspectives  of  the  others.  But  the  manager  need  not  be  blind.  He  has  lots 
more  to  work  from  than  he  did  in  the  days  when  we  so  naively  believed  that  the 
simple  line  drawing  on  the  organization  chart  actually  did  capture  the  essence  of 
our  live,  volatile  organization. 


In  Summary 

Organizations  can  be  thought  of  as  lively  sets  of  interrelated  systems  designed 
to  perform  complicated  tasks.  We  can  try  to  manipulate  at  least  three  dimensions 
o  those  systems  in  order  to  get  the  performance  of  tasks  changed  or  improved. 

e  can  manipulate  the  organization  structure — which  means  we  can  manipulate 
the  communication  system  or  the  authority  and  power  system,  or  the  system  of 
work  flows  and  processes.  We  can  manipulate  the  tools  and  techniques  used  in 
the  system— which  means  we  can  provide  new  and  better  hammers  or  new  and 
better  information-processing  devices.  And  we  can  enter  from  the  people  side,  to 
change  bodies,  or  attitudes,  or  interpersonal  relations— which  means  we  can 
change  the  training  and  skills  of  our  people,  or  the  numbers  of  people  involved 
or  the  kinds  of  people  we  hire. 

But  we  must  never  for  a  moment  forget  that  when  we  tamper  with  any  one  of 
these  three  variables,  structure  or  technology  or  people,  we  are  likely  to  cause 
significant  effects  on  the  others,  as  well  as  on  the  task. 
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ROLE,  PERSONALITY,  AND  SOCIAL 
STRUCTURE  IN  THE  ORGANIZATIONAL 
SETTING* 

By  Daniel  J.  Levinson t 

“SOCIAL  ROLE”  AS  A  UNITARY  CONCEPT 

The  concept  of  role  is  related  to,  and  must  be  distinguished  from,  the  concept 
of  social  position.  A  position  is  an  element  of  organizational  autonomy,  a  location 
in  social  space,  a  category  of  organizational  membership.  A  role  is,  so  to  say  an 
aspect  of  organizational  physiology;  it  involves  function,  adaption,  process,  it  is 
meaningful  to  say  that  a  person  “occupies”  a  social  position;  but  it  is  inappropriate 
to  say,  as  many  do,  that  one  occupies  a  role. 

There  are  at  least  three  specific  senses  in  which  the  term  “role”  has  been  used 

explicitly  or  implicitly,  by  different  writers  or  by  the  same  writer  on  different  occa- 
sions. 


t-  n  J  R°e  may  be  d®fl"ed  as  the  structurally  given  demands  (norms,  expecta¬ 
nt  S’-tab°*f:  responsibilities,  and  the  like)  associated  with  a  given  social  position 
Role 's,  in  this  sense,  something  outside  the  given  individual,  a  set  of  pressures 

zatbn  Cl  ltaJ°nS  Channe1,  9uide’ impede-  suPport  his  functioning  in  the  organi- 

h„  may  be  defined  as  the  member’s  orientation  or  conception  of  the  part 

in  hf.  L  ^  ®  °rganizatl0n- 11  is' 80 10  say. his  inner  definition  of  what  someone 

in  his  social  position  is  supposed  to  think  and  do  about  it.  Mead  (1934)  is  probably 

rommnln|S0Ur!f  ■  Ws  VieW  °f  social  role  38  an  a8Pect  of  the  person,  and  it  is 
commonly  used  in  analyses  of  occupational  roles. 

C)  Role  is  commonly  defined  as  the  actions  of  the  individual  members— ac- 
'°"S  SSfn 'n  terms  of  their  relevance  for  the  social  structure  (that  is  seen  in 
relation  to  the  prevailing  norms).  In  this  sense,  role  refers  to  the  ways’ in  which 

TSw  ?  P0Slt'°n  SCt  (W'th  °r  With0Ut  conscious  intention)  in  accord  with  or 
n  vlola*°n  °f  a  Q’ven  set  of  organizational  norms.  Here,  as  in  h)  role  is  defined 
as  a  characteristic  of  the  actor  rather  than  of  his  normative  envtonment 

Many  writers  use  a  definition  that  embraces  all  of  the  above  meanings  without 

3^  ^heSn10"’  ^  ?!"  Shift’  6Xplicitly  °r  implicitly’ from  one  meaning  to 
another.  The  following  are  but  a  few  of  many  possible  examples. i 

reprinted  by  permission  from 
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***** 

In  short,  the  “unitary”  conception  of  role  assumes  that  there  is  a  1:1  relation¬ 
ship,  or  at  least  a  high  degree  of  congruence,  among  the  three  role  aspects  noted 
above.  In  the  theory  of  bureaucratic  organization,  the  rationale  for  this  assumption 
is  somewhat  as  follows.  The  organizationally  given  requirements  will  be  internal- 
ized  by  the  members  and  will  thus  be  mirrored  in  their  role-conceptions.  People 
will  know,  and  will  want  to  do,  what  is  expected  of  them.  The  agencies  of  role 
socialization  will  succeed  except  with  a  deviant  minority— who  constitute  a  sepa¬ 
rate  problem  for  study.  Individual  action  will  in  turn  reflect  the  structural  norms, 
since  the  appropriate  role-conceptions  will  have  been  internalized  and  since  the 
sanctions  system  rewards  normative  behavior  and  punishes  deviant  behavior 
Thus,  it  is  assumed  that  structural  norms,  individual  role-conceptions  and  individual 
role-performance  are  three  isomorphic  reflections  of  a  single  entity:  “the”  role 
appropriate  to  a  given  organizational  position. 

It  is,  no  doubt,  reasonable  to  expect  some  degree  of  congruence  among  these 
aspects  of  a  social  role.  Certainly,  every  organization  contains  numerous  mech¬ 
anisms  designed  to  further  such  congruence.  At  the  same  time,  it  is  a  matter  of 
common  observation  that  organizations  vary  in  the  degree  of  their  integration; 
structural  demands  are  often  contradictory,  lines  of  authority  may  be  defective,' 
disagreements  occur  and  reverberate  at  and  below  the  surface  of  daily  operations. 
To  assume  that  what  the  organization  requires,  and  what  its  members  actually 
think  and  do,  comprise  a  single,  unified  whole  is  severely  to  restrict  our  compre- 
hension  of  organizational  dynamics  and  change. 

***** 


ORGANIZATIONALLY  GIVEN  ROLE-DEMANDS 

The  role-demands  are  external  to  the  individual  whose  role  is  being  examined 
They  are  the  situational  pressures  that  confront  him  as  the  occupant  of  a  given 
structural  position.  They  have  manifold  sources:  in  the  official  charter  and  policies 
of  the  organization;  in  the  traditions  and  ideology,  explicit  as  well  as  implicit  that 
help  to  define  the  organization’s  purposes  and  modes  of  operation;  in  the  views 
about  this  position  which  are  held  by  members  of  the  position  (who  influence  any 

single  member)  and  by  members  of  the  various  positions  impringing  upon  this  one* 
and  so  on. 


***** 

In  attempting  to  characterize  the  role-requirements  for  a  given  position,  one 
must  therefore  guard  against  the  assumption  that  they  are  unified  and  logically 
coherent.  There  may  be  major  differences  and  even  contradictions  between  offi¬ 
cial  norms,  as  defined  by  charter  or  by  administrative  authority,  and  the  “informal” 
norms  held  by  various  groupings  within  the  organization.  Moreover,  within  a  given- 
status  group,  such  as  the  top  administrators,  there  may  be  several  conflicting 


rnf»^fUmPti01i0f  Wgh  consensus  regarding  role-demands  and  role-conceptions  in  traditional 
role  theory,  and  present  empirical  evidence  contradicting  this  assumpS^XTtotoSaffi, 

ityThlory  5'  COnCerned  than  the  Present  one  with  the  converging  of  role  theory  and  personal- 
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rorTtS  h°HC?unin? IOn9  range  90als' current  P°licies.  and  specific  role-require- 
ments.  In  short  the  structural  demands  themselves  are  often  multiple  and  dLni- 

are  the  attempts  to  investigate  the  sources  of  such  disunity,  to  acknowl- 
edge  its  frequency,  or  to  take  it  into  conceptual  account  in  general  structure  theory 
It  is  important  also  to  consider  the  specificity  or  narrowness  with  which  the 
normative  requirements  are  defined.  Norms  have  an,  “ought”  quality;  they  confer 
tegitimacy  and  reward-value  upon  certain  modes  of  action,  thought  and  emotion 

covlr  “ndTn9  °the.rS-  But  there  are  de9rees  here.  Normative  evaluate 

kinrtJn,  ‘  UT  M°m,  Str°ngly  required”  throu9h  various  degrees  of  qualitativl 
kinds  of  acceptable,  to  more  or  less  stringently  tabooed.  Organizations  differ 

in  the  width  of  the  intermediate  range  on  this  spectrum.  That  is,  they  differ  in  the 
number  and  kinds  of  adaptation  that  are  normatively  acceptable.  The  wider  this 
™f-the  'f  ^Pecific  the  norms-the  greater  is  ihe  area  of  personal  chdce 
for  the  individual.  While  the  existence  of  such  an  intermediate  range  is  generally 
acknowledged,  structural  analyses  often  proceed  as  though  practically  all  norms 
actonbS°  presCnptl0ns  or  ProscriPt'ons  allowing  few  alternatives  for  individual 

TT?  ar®  Vari°US  °ther  normative  complexities  to  be  reckoned  with  A  single 
nnlfi  r°le'norms  may  be  internally  contradictory.  In  the  case  of  the  mental  hospital 
™n’ for  ®xample’ the  norm  of  maintaining  an  “orderly  ward”  often  conflicts  with 
a  ™™  7  encouragingself-expression  in  patients.  The  individual  nurse  then  has 
a  range  of  choice,  which  may  be  narrow  or  wide,  in  balancing  these  conflictino 

those  held  explicitly  and  those  that  are  less  verbalized  and  perhaps  less  con¬ 
scious.  These  normative  complexities  permit,  and  may  even  induce  significant 
variations  in  individual  role-performance. 

thp  °f  coherence  amon9  the  structurally  defined  role-requirements 

JLSth  °^onsf"sus  with  wh'ch  they  are  held,  and  the  degree  of  individual 
choice  they  allow  (the  range  of  acceptable  alternatives)  are  among  the  most 

coherence  of  role-requirements  and  a  minimum  of  individual  choice  In  most 
cases,  however,  the  degree  of  integration  within  roles  and  among  sets  of  roles 
ppears  to  be  more  moderate.*  This  structural  pattern  is  of  especial  interest  from 

nn«St  n  psych°  °K  ICal  P°'nt  °f  V'ew'  To  the  extent  tha*  the  requirements  for  a  qiven 
position  are  ambiguous,  contradictory,  or  otherwise  “open,”  the  individual  mem 

bers  have  greater  opportunity  for  selection  among  existing  norms  and  for  creation 
of  new  norms.  In  this  process,  personality  plays  an  important  part 

Role-Facilities 

J,"  SottkZZZ™,"!8  a,nd  obligations  imposed  upon  the  Individual,  we 

th  nt0  account  the  techniques,  resources,  and  conditions  of  work _ 

means  made  available  to  him  for  fulfilling  his  organizational  functions _ 


geogra^icara^'occu^atiorS^mobiU^and'^he6^1611^”!1^  rate  tec^no^°Sical  change,  the 
modern  society.  On  the  other  hand,  diversity  is  opposedb^the  ^  characterize 

a  mass  basis  and  by  the  growth  of  Cr>Ii  PP  S.  •  t^le  standardization  of  culture  on 
standardization  anl  S)  EgT"* 


PERSONAL  ROLE-DEFINITION 
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Individual  (and  Modal)  Role-Conceptions 

The  nature  of  a  role-conception  may  perhaps  be  clarified  by  placing  it  in  relation 
to  an  ideology.  The  boundary  between  the  two  is  certainly  not  a  sharp  one 
However  ideology  refers  most  directly  to  an  orientation  regarding  the  entire  organ¬ 
izational  (or  other)  structure— its  purposes,  its  modes  of  operation,  the  prevailing 
forms  of  individual  and  group  relationships,  and  so  on.  A  role-conception  offers 
a  definition  and  rationale  for  one  position  within  the  structure.  If  ideology  portrays 
and  rationalizes  the  organizational  world,  then  role-conception  delineates  the  spe- 
cific  functions,  values,  and  manner  of  functioning  appropriate  to  one  position  within 

***** 

.  .  .  After  all,  individual  role:conceptions  are  formed  only  partially  within  the 
present  organizational  setting.  The  individuals’  ideas  about  his  occupational  role 
are  influenced  by  childhood  experiences,  by  his  values  and  other  personality 
characteristics,  by  formal  education  and  apprenticeship,  and  the  like.  The  ideas 
of  various  potential  reference  groups  within  and  outside  of  the  organization  are 
available  through  reading,  informal  contacts,  etc.  There  is  reason  to  expect,  then, 
that  the  role-conceptions  of  individuals  in  a  given  organizational  position  will  vary 
and  will  not  always  conform  to  official  role-requirements.  Both  the  diversities  and 
the  modal  patterns  must  be  considered  in  organizational  analysis. 


Individual  (and  Modal)  Role-Performance 

This  term  refers  to  the  overt  behavioral  aspect  of  role-definition— to  the  more 
or  less  characteristic  ways  in  which  the  individual  acts  as  the  occupant  of  a  social 
position.  Because  role-performance  involves  immediately  observable  behavior,  its 
description  would  seem  to  present  few  systematic  problems.  However,  the  formu¬ 
lation  of  adequate  variables  for  the  analysis  of  role-performance  is  in  fact  a  major 
theoretical  problem  and  one  of  the  great  stumbling  blocks  in  empirical  research. 

Everyone  would  agree,  I  suppose  that  role-performance  concerns  only  those 
aspects  of  the  total  stream  of  behavior  that  are  structurally  relevant.  But  which 
aspects  of  behavior  are  the  important  ones?  And  where  shall  the  boundary  be 
drawn  between  that  which  is  structurally  relevant  and  that  which  is  incidental  or 
idiosyncratic? 

One  s  answer  to  these  questions  probably  depends,  above  all,  upon  his  con¬ 
ception  of  social  structure.  Those  who  conceive  of  social  structure  rather  narrowly 
in  terms  of  concrete  work  tasks  and  normative  requirements,  are  inclined  to  take 
a  similarly  narrow  view  of  role.  In  this  view,  role-performance  is  simply  the  fulfill¬ 
ment  of  formal  role-norms,  and  anything  else  the  person  does  is  extraneous  to 
role-performance  as  such.  Its  proponents  acknowledge  that  there  are  variations 
in  style”  of  performance  but  regard  these  as  incidental.  What  is  essential  to  role- 
performance  is  the  degree  to  which  norms  are  met. 

A  more  complex  and  inclusive  conception  of  social  structure  requires  corre¬ 
spondingly  multi-dimensional  delineation  of  role-performance.  An  organization 
has,  from  this  viewpoint,  “latent”  as  well  as  “manifest”  structure;  it  has  a  many- 
faceted  emotional  climate;  it  tends  to  “demand”  varied  forms  of  interpersonal 
allegiance,  friendship,  deference,  intimidation,  ingratiation,  rivalry,  and  the  like.  If 
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“nstlcs  such  as  these  are  considered  intrinsic  properties  of  social  structure 
then  they  must  be  included  in  the  characterization  of  role-performance.  My  own 
preference  is  for  the  more  inclusive  view.  I  regard  social  structure  «  hi,  ■ 
psychological  as  well  as  ether  properties,  and  I  regard  as  intrinsic  to  role-perfor9 
mance  the  varied  meanings  and  feelings  which  the  actor  communicates  tothose 
about  him.  Ultimateiy,  we  must  learn  to  characterize  organizational  behavtor  i?>  J 

forytheantieS  '"Ih  T”'' 3nd  helps  to  illuminate.  its  functions  for  the  individual 
for  he  others  with  whom  he  interacts,  and  for  the  organization  ' 

amlnlSrmm0rl!y  aSSiUm6d  that  there  is  9reat  uniformity  in  role-performance 
among  the  members  of  a  given  position.  Or,  in  other  words,  that  there  is  a  domi 
nanf  modal  pattern  of  role-performance  corresponding  to  the  structural  reouire 
ments.  The  rationale  here  parallels  that  given  above  for  role-conceptions  How" 
aver,  where  individual  variations  in  patterns  of  role-pert™^  lave  tel 

Nor  rs  this  variability  surprising,  except  to  those  who  have  the  most  simDlistic 
2 T.°' S°™  "<?■  Koljperiormance,  Ike  an,  forni  *  hlte  tehaT  ,  s° 

the  resultant  of  many  forces.  Some  of  these  forces  derive  from  the  oraanizationai 

mai  nrnf0r  fr°m  role-demands  and  the  pressures  of  authority9  from  infor 

the  nl  P  mf  ue”ces’ and  from  ^Pending  sanctions.  Other  determinants  lie  within 

characteristics^  *  ?le-COnceptiona  »nd 

hoL  .u'  Ex°ept  In  unusual  cases  where  all  forces  operate  to  channel 

temntV<!0rtinhthe  Samf  direction’  ro|e-performance  will  reflect  the  individual’s  at 
mpts  at  choice  and  compromise  among  diverse  external  and  internal  forces. 

***** 
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From 

THE  PERCEPTION  OF  OTHER  PEOPLE* 

By  Joseph  E  McGrath 


Oliver  Wendell  Holmes  (1809-1894)  once  described  a  famous  conversation 
between  John  and  Henry  in  which  six  “persons”  took  part:  John,  as  John  knew 
himself;  John,  as  he  was  known  to  Henry;  the  “true”  John,  as  he  was  known  only 
to  God;  and  the  equivalent  trio  of  Henrys. 

This  same  basic  insight  into  the  special  nature  of  interpersonal  perception  was 
reflected  in  the  work  of  early  sociologists,  notably  in  Cooley’s  (1902)  concept  of 
the  ‘‘looking-glass  self”  and  in  George  Mead’s  (1 934)  concepts  of  the  two  selves, 
the  “I”  and  the  “me.”  Both  men  pointed  out  that  the  child  first  develops  an 
awareness  of  himself  as  an  entity  separate  and  distinct  from  his  environment 
because  other  people  respond  to  him  as  a  separate,  autonomous  object.  If  there 
were  no  other  people,  we  would  have  no  self  concept.  As  an  individual  develops 
a  concept  of  “self,”  he  becomes  aware  of  himself  as  an  object  of  his  own  percep¬ 
tion  (Mead’s  “me”),  as  distinct  from  himself  as  the  perceiver  (Mead’s  “I”).  Further¬ 
more,  his  own  evaluation  of  himself  arises  as  a  reflection  of  others’ evaluation  of 
him.  Thus,  argued  Mead  and  Cooley,  the  very  heart  of  the  individual’s  personality, 
his  own  concept,  arises  in  the  first  instance  and  develops  through  time  by  the 
process  of  social  interaction  with  other  people. 

Since  these  early  formulations,  there  has  been  much  research  and  theory  on 
the  nature  and  consequences  of  interpersonal  perceptions.  One  whole  school  of 
psychotherapy  (see  Rogers,  1 942)  is  built  upon  Mead’s  premise  that  the  self 
concept  is  crucial  to  adjustment  and  that  self  evaluation  changes  in  response  to 
changes  in  others’  evaluations  of  oneself.  On  this  premise,  the  crux  of  therapy 
is  to  provide  the  patient  with  a  consistently  warm  and  accepting  social  environ¬ 
ment,  thus  providing  a  proper  climate  for  him  to  reorient  his  self  concept.  Recently, 
Fiedler  and  his  coworkers  (1 959)  have  shown  that  interpersonal  perceptions  are 
related  to  the  individual’s  adjustment.  In'a  large  study  of  both  military  and  college 
living  groups,  they  found  that  individuals  who  see  themselves  as  similar  to  others 
with  whom  they  have  close  associations  and  who  are  seen  as  similar  by  those 
significant  others”  show  better  personal  adjustment  than  persons  for  whom  this 
is  not  the  case. 

Newcomb  (1953)  points  out  that  our  perceptions  of  other  people  are  closely 
tied  to  our  attitudes  on  matters  related  .to  those  people.  We  tend  to  agree  with 
those  we  like  and  like  those  with  whom  we  agree.  We  also  tend  to  disagree  with 
those  we  dislike  and  dislike  those  with  whom  we  disagree.  Newcomb  has  formal¬ 
ized  these  ideas  in  a  theoretical  model  that  summarizes  many  of  the  concepts  in 
this  area.  Newcomb’s  model  deals  with  two  persons  (A  and  B)  engaged  in  interac¬ 
tion  about  one  or  more  objects  (A^s),  which  can  be  ideas,  physical  objects,  or  other 
people  .  The  set  of  attitudes  which  A  and  B  have  about  each  other  and  about  the 


From  Chapter  Five  from  Social  Psychology:  A  Brief  Introduction  by  Joseph  E  McGrath 

WinSt°n’  ^  Reprlnted  b*  Passion  of  Holt! 
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X’s  constitutes  a  system  of  interrelated  parts.  This  set  of  attitudes  is  a 
because  the  parts  are  interdependent,  and  when  one  nart  rh«Sl  1  y  t 
are  likely  to  show  compensating  changes.  In  fact,  Newcomb  postulates  that  them 
are  certain  states  of  the  system  (patterns  of  attitudes)  which  constitute  haiann  w 
or  equilibrium  states.  These  balanced  states  are-  mi  it.  Li  attr  ons*ltute  ba/anced 

M,e  s,a,es  and  "* ,9nd  Bward  <»»  «■ =nTe"  res 

Underlying  this  “objective”  system  or  pattern  are  attitudes  of  two  “subjective” 

FIGURE  1 


The  objective  system 


and  B's  attitudes  toward  A  and  X 


The  subjective  systems 


M  s  attitudes  toward  B  and  X 


and  A's  perceptions  (estimates) 
of  B's  attitudes  toward  A  and  X 


d  s  attitudes  toward  A  and  X 
and  B's  perceptions  (estimates) 
Dtanram  nf  m  u.  of  A's  at,''tuc,es  toward  B  and  X 
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John’s  and  Henry’s  own  attitudes  about  the  topics  of  their  interac- 
lon  and  with  their  perceptions  of  each  other’s  attitudes.  Thus,  at  a  more  general 
^1,  he  postulates  that  interpersonal  attitudes,  interpersonal  perceptions,  and 
attojdes  toward  other  objects  are  all  interdependent  with  one  another,  tend  to  be 
compatible,  and  tend  to  change  together  as  a  system. 


IS  BUSINESS  BLUFFING  ETHICAL?* 

By  Albert  Z.  Carr\ 


r®lpeC!fd  businessman  with  whom  I  discussed  the  theme  of  this  article 

bluT/whJ*!?  H0me  heat’ “Y°U  mean  t0  say  y°u’re  going  to  encourage  men  to 
Wuff?  Why,  bluffing  is  nothing  more  than  a  form  of  lying!  You’re  advising  them  to 

I  agreed  that  the  basis  of  private  morality  is  a  respect  for  truth  and  that  the 
closer  a  businessman  comes  to  the  truth,  the  more  he  deserves  respect  At  the 
same  time,  I  suggested  that  most  bluffing  in  business  might  be  regarded  simply 

mn£rTe  fStIati9,yrmuCh  llke  bluffin9  in  poker-  which  does  not  reflect  on  the 
morality  of  the  bluffer. 

Iayl0r’ the  British  statesman  who  pointed  out  that  “falsehood 
ceases  to  be  falsehood  when  it  is  understood  on  all  sides  that  the  truth  is  not 
expected  to  be  spoken”— an  exact  description  of  bluffing  in  poker,  diplomacy,  and 


Pressure  to  Deceive 

m!n!lexectes  fr°m  time  t0  time  are  almost  compelled,  in  the  interests  of  their 
companies  or  themselves,  to  practice  some  form  of  deception  when  negotiating 

mlntcUSf?^erS’  dea  ers’ labor  un,ons-  government  officials,  or  even  other  depart¬ 
ments  of  their  companies.  By  conscious  misstatements,  concealment  of  pertinent 
facts,  or  exaggeration-in  short,  by  bluffing-they  seek  to  persuade  others  to 
agree  with  them.  I  think  it  is  fair  to  say  that  if  the  individual  executive  refuses  to 

-f  k  IT  °  time_Hf  he  feels  obl'gated  to  tell  the  truth,  the  whole  truth  and 
nothing  but  the  truth-he  is  ignoring  opportunities  permitted  under  the  rules  and 
is  at  a  heavy  disadvantage  in  his  business  dealings. 

But  here  and  there  a  businessman  is  unable  to  reconcile  himself  to  the  bluff 

American  Library  March  1968  ’  Buslness  As  a  Published  by  New 
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in  which  he  plays  a  part.  His  conscience,  perhaps  spurred  by  religious  idealism, 
troubles  him.  He  feels  guilty;  he  may  develop  an  ulcer  or  a  nervious  tic.  Before 
any  executive  can  make  profitable  use  of  the  strategy  of  the  bluff,  he  needs  to 
make  sure  that  in  bluffing  he  will  not  lose  self-respect  or  become  emotionally 
disturbed.  If  he  is  to  reconcil  personal  integrity  and  high  standards  of  honesty  with 
the  practical  requirements  of  business,  he  must  feel  that  his  bluffs  are  ethically 
justified.  The  justification  rests  on  the  fact  that  business,  as  practiced  by  individuals 
as  well  as  by  corporations,  has  the  impersonal  character  of  a  game—a  game  that 
demands  both  special  strategy  and  an  understanding  of  its  special  ethics. 

The  game  is  played  at  all  levels  of  corporate  life,  from  the  highest  to  the  lowest. 
At  the  very  instant  that  a  man  decides  to  enter  business  he  may  be  forced  into 
a  game  situation.  .  .  . 


*  *  *  * 


* 


The  Poker  Analogy 

We  can  learn  a  good  deal  about  the  nature  of  business  by  comparing  it  with 
poker.  While  both  have  a  large  element  of  chance,  in  the  long  run  the  winner  is 
the  man  who  plays  with  steady  skill.  In  both  games  ultimate  victory  requires 
intimate  knowledge  of  the  rules,  insight  into  the  psychology  of  the  other  players, 
a  bold  front,  a  considerable  amount  of  self-discipline,  and  the  ability  to  respond 
swiftly  and  effectively  to  opportunities  provided  by  chance. 

No  one  expects  poker  to  be  played  on  the  ethical  principles  preached  in 
churches.  In  poker  it  is  right  and  proper  to  bluff  a  friend  out  of  the  rewards  of  being 
dealt  a  good  hand.  A  player  feels  no  more  than  a  slight  twinge  of  sympathy,  if  that, 
when  with  nothing  better  than  a  single  ace  in  his  hand — he  strips  a  heavy  loser, 
who  holds  a  pair,  of  the  rest  of  his  chips.  It  was  up  to  the  other  fellow  to  protect 
himself.  In  the  words  of  an  excellent  poker  player,  former  President  Harry  Truman, 
If  you  can  t  stand  the  heat,  stay  out  of  the  kitchen.”  If  one  shows  mercy  to  a  loser 
in  poker,  it  is  a  personal  gesture,  divorced  from  the  rules  of  the  game. 

Poker  has  its  special  ethics,  and  here  I  am  not  referring  to  rules  against  cheat¬ 
ing.  The  man  who  keeps  an  ace  up  his  sleeve  or  who  marks  the  cards  is  more 
than  unethical;  he  is  a  crook,  and  can  be  punished  as  such — kicked  out  of  the 
game  or,  in  the  Old  West,  shot. 

In  contrast  to  the  cheat,  the  unethical  poker  player  is  one  who,  while  abiding 
by  the  letter  of  the  rules,  finds  ways  to  put  the  other  players  at  an  unfair  disadvan¬ 
tage.  Perhaps  he  unnerves  them  with  loud  talk.  Or  he  tries  to  get  them  drunk  Or 
he  plays  in  cahoots  with  someone  else  at  the  table.  Ethical  poker  players  frown 
on  such  tactics. 

Poker’s  own  brand  of  ethics  is  different  from  the  ethical  ideals  of  civilized  human 
relationships.  The  game  calls  for  distrust  of  the  other  fellow.  It  ignores  the  claim 
of  friendship.  Cunning  deception  and  concealment  of  one’s  strength  and  inten¬ 
tions,  not  kindness  and  openheartedness,  are  vital  in  poker.  No  one  thinks  any 
the  worse  of  poker  on  that  account.  And  no  one  should  think  any  the  worse  of 
the  game  of  business  because  its  standards  of  right  and  wrong  differ  from  the 
prevailing  traditions  of  morality  in  our  society. 
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Cast  Illusions  Aside 


***** 

The  illusion  that  business  can  afford  to  be  guided  by  ethics  as  conceived  in 
private  life  is  often  fostered  by  speeches  and  articles  containing  such  phrases  as, 

It  pays  to  be  ethical,”  or,  “Sound  ethics  is  good  business.”  Actually  this  is  not 
an  ethical  position  at  all;  it  is  a  self-serving  calculation  in  disguise.  The  speaker 
is  really  saying  that  in  the  long  run  a  company  can  make  more  money  if  it  does 
not  antagonize  competitors,  suppliers,  employees,  and  customers  by  squeezing 
them  too  hard.  He  is  saying  that  oversharp  policies  reduce  ultimate  gains.  That 
is  true,  but  it  has  nothing  to  do  with  ethics.  The  underlying  attitude  is  much  like 
that  in  the  familiar  story  of  the  shopkeeper  who  finds  an  extra  $20  bill  in  the  cash 
register,  debates  with  himself  the  ethical  problem— should  he  tell  his  partner? 

and  finally  decides  to  share  the  money  because  the  gesture  will  give  him  an  edge 
over  the  s.o.b.  the  next  time  they  quarrel. 

I  think  it  is  fair  to  sum  up  the  prevailing  attitude  of  businessmen  on  ethics  as 
follows: 

We  live  in  what  is  probably  the  most  competitive  of  the  world’s  civilized  socie¬ 
ties.  Our  customs  encourage  a  high  degree  of  aggression  in  the  individual’s  striving 
for  success.  Business  is  our  main  area  of  competition,  and  it  has  been  ritualized 
into  a  game  of  strategy.  The  basic  rules  of  the  game  have  been  set  by  the 
government,  which  attempts  to  detect  and  punish  business  frauds.  But  as  long 
as  a  company  does  not  transgress  the  rules  of  the  game  set  by  law,  it  has  the 
legal  right  to  shape  its  strategy  without  reference  to  anything  but  its  profits.  If  it 
takes  a  long-term  view  of  its  profits,  it  will  preserve  amicable  relations,  so  far  as 
possible,  with  those  with  whom  it  deals.  A  wise  businessman  will  not  seek  advan¬ 
tage  to  the  point  where  he  generates  dangerous  hostility  among  employees, 
competitors,  customers,  government,  or  the  public  at  large.  But  decisions  in  this 
area  are,  in  the  final  test,  decisions  of  strategy,  not  of  ethics. 

The  Individual  and  the  Game 

An  individual  within  a  company  often  finds  it  difficult  to  adjust  to  the  require¬ 
ments  of  the  business  game.  He  tries  to  preserve  his  private  ethical  standards  in 
situations  that  call  for  game  strategy.  When  he  is  obliged  to  carry  out  company 
policies  that  challenge  his  conception  of  himself  as  an  ethical  man,  he  suffers. 

It  disturbs  him  when  he  is  ordered,  for  instance,  to  deny  a  raise  to  a  man  who 
deserves  it,  to  fire  an  employee  of  long  standing,  to  prepare  advertising  that  he 
believes  to  be  misleading,  to  conceal  facts  that  he  feels  customers  are  entitled 
to  know,  to  cheapen  the  quality  of  materials  used  in  the  manufacture  of  an  estab¬ 
lished  product,  to  sell  as  new  a  product  that  he  knows  to  be  rebuilt,  to  exaggerate 
the  curative  powers  of  a  medicinal  preparation,  or  to  coerce  dealers. 

There  are  some  fortunate  executives  who,  by  the  nature  of  their  work  and 
circumstances,  never  have  to  face  problems  of  this  kind.  But  in  one  form  or  another 
the  ethical  dilemma  is  felt  sooner  or  later  by  most  businessmen.  Possibly  the 
dilemma  is  most  painful  not  when  the  company  forces  the  action  on  the  executive 
but  when  he  originates  it  himself.  .  .  . 
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...  If  an  executive  allows  himself  to  be  torn  between  a  decision  based  on 
business  considerations  and  one  based  on  his  private  ethical  code,  he  exposes 
himself  to  a  grave  psychological  strain. 

This  is  not  to  say  that  sound  business  strategy  necessarily  runs  counter  to 
ethical  ideals.  They  may  frequently  coincide;  and  when  they  do,  everyone  is  grati¬ 
fied.  But  the  major  tests  of  every  move  in  business,  as  in  all  games  of  strategy, 
are  legality  and  profit.  A  man  who  intends  to  be  a  winner  in  the  business  game 
must  have  a  game  player’s  attitude. 

The  business  strategist’s  decisions  must  be  as  impersonal  as  those  of  a  sur¬ 
geon  performing  an  operation — concentration  on  objective  and  technique,  and 
subordinating  personal  feelings.  ... 

***** 

If  a  man  plans  to  take  a  seat  in  the  business  game,  he  owes  it  to  himself  to 
master  the  principles  by  which  the  game  is  played,  including  its  special  ethical 
outlook.  He  can  then  hardly  fail  to  recognize  that  an  occasional  bluff  may  well  be 
justified  in  terms  of  the  game’s  ethics  and  warranted  in  terms  of  economic  neces¬ 
sity.  Once  he  clears  his  mind  on  this  point,  he  is  in  a  good  position  to  match  his 
strategy  against  that  of  the  other  players.  He  can  then  determine  objectively 
whether  a  bluff  in  a  given  situation  has  a  good  chance  of  succeeding  and  can 
decide  when  and  how  to  bluff,  without  a  feeling  of  ethical  transgression. 

To  be  a  winner,  a  man  must  play  to  win.  This  does  not  mean  that  he  must  be 
ruthless,  cruel,  harsh,  or  treacherous.  On  the  contrary,  the  better  his  reputation 
for  integrity,  honesty,  and  decency,  the  better  his  chances  of  victory  will  be  in  the 
long  run.  But  from  time  to  time  every  businessman,  like  every  poker  player,  is 
offered  a  choice  between  certain  loss  or  bluffing  within  the  legal  rules  of  the  game. 
If  he  is  not  resigned  to  losing,  if  he  wants  to  rise  in  his  company  and  industry,  then 
in  such  a  crisis  he  will  bluff— and  bluff  hard. 

Every  now  and  then  one  meets  a  successful  businessman  who  has  conven¬ 
iently  forgotten  the  small  or  large  deceptions  that  he  practiced  on  his  way  to 
fortune.  “God  gave  me  my  money,”  old  John  D.  Rockefeller  once  piously  told  a 
Sunday  school  class.  It  would  be  a  rare  tycoon  in  our  time  who  would  risk  the  horse 
laugh  with  which  such  a  remark  would  be  greeted. 

In  the  last  third  of  the  twentieth  century  even  children  are  aware  that  if  a  man 
has  become  prosperous  in  business,  he  has  sometimes  departed  from  the  strict 
truth  in  order  to  overcome  obstacles  or  has  practiced  the  more  subtle  deceptions 
of  the  half-truth  or  the  misleading  omission.  Whatever  the  form  of  the  bluff,  it  is 
an  integral  part  of  the  game,  and  the  executive  who  does  not  master  its  techniques 
is  not  likely  to  accumulate  much  money  or  power. 
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ORGANIZATION  MAN  AND  DUE 
PROCESS  OF  LAW* 

By  William  M.  Evanf 


The  ideology  of  the  “ organization  man,  ”  as  it  bears  on  industrial  organizations, 
has  at  least  two  irreiated  structural  sources:  (a)  the  unstructured  character  of  the 
work  of  junior  and  middle  managers  which  is  conducive  to  the  use  of  subjective 
criteria  of  performance  appraisal,  and  (b)  an  authority  structure  devoid  of  a  mech¬ 
anism  to  insure  “procedural  due  process  of  law.  "  it  is  hypothesized  that  this 
ideology  has  largely  dysfunctional  consequences  from  the  viewpoint  of  the  in¬ 
dividual  executive,  the  industrial  organization,  and  society  as  a  whole.  Two  poten¬ 
tial  countervailing  forces  are  considered:  the  professionalization  of  management 
and  the  institutionalization  of  norms  of  procedural  due  process.  Some  research 
implications  of  this  analysis  are  noted. 

***** 

By  comparison  with  the  unionized  manual  worker,  whose  occupational  rights 
are  protected  by  the  grievance  machinery  provided  by  the  collective  bargaining 
agreement,  the  junior  or  middle  manager  is  at  a  distinct  disadvantage:  lacking  the 
right  of  appeal,  he  is  at  the  mercy  of  the  decisions  of  his  immediate  superior  who, 
in  his  decisions  regarding  his  subordinates,  may  function  simultaneously  as  judge, 
jury,  and  prosecutor.1  From  this  perspective,  the  organization  man  appears  to  be 
a  member  of  a  “new  proletariat”  in  present-day  American  industry.  He  does  not 
have  the  protection  of  an  outside  occupational  organization,  such  as  unionized 
employees  do;  nor  does  he  have  a  code  of  professional  ethics  to  govern  his 
relationships  with  his  superordinates,  his  peers,  and  his  subordinates;  nor  does 
he  have  the  protection  of  “colleague  control,”  as  professionals  do,  to  counteract 
hierarchical  control.”  Since  the  nature  of  his  work  makes  objective  evaluation 
of  performance  difficult,  and  since  he  lacks  the  right  of  appeal,  he  is,  therefore, 
highly  motivated  to  fulfill  his  superior’s  expectations— even  at  the  expense  of  his 
own  ideas  and  wishes — in  order  to  insure  a  positive  appraisal  and  the  associated 
rewards.  However,  to  fulfill  his  superior’s  expectations,  which  are  often  ambiguous, 
he  learns  to  avoid  any  actions  which  he  suspects  might  displease  his  superior. 
Such  actions  may  range  from  joining  or  not  joining  the  Masons2  to  the  choice  of 
style  of  clothing.  The  organization  man’s  process  of  adapting  himself  to  the  expec¬ 
tations  and  behavior  patterns  of  his  superior  and  of  relinquishing,  if  necessary,  his 
own  preferences  and  judgments  may  be  likened  to  the  conformity  patterns  experi- 


*  Reprinted  from  American  Sociological  Review,  Vol.  XXVI,  No.  4  (August  1961). 

f  T1leT  author  is  Professor  of  Sociology  and  Industry,  Wharton  School  of  Finance  and  Com¬ 
merce,  University  of  Pennsylvania. 

1  “There  is  no  final  escape  from  dependency  if  the  superior  is  the  ultimate  authority,  with 
no  appeal  beyond  his  interpretation  or  ruling.  Unless  there  is  some  outside  authority  to  which 
the  subordinate  can  appeal,  he  never  can  be  entirely  safe  in  his  dependency  or  quite  able  to 
develop  a  real  independence.”  Mason  Haire,  Psychology  in  Management  (New  York- 
McGraw-Hill  Book  Co.,  1956),  p.  67. 

7 Melville  Dalton,  Men  Who  Manage  (New  York:  John  Wiley  &  Sons,  Inc.,  1959),  pp. 


88  The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 

mentally  observed  by  Sherif  and  Asch.  Subjects  faced  with  an  ambiguous  and 
unstructured  situation — as  in  the  case  of  the  auto-kinetic  effect — tend  to  adjust 
their  statements  of  perceptions  to  one  another;3  and  some  subjects  faced  with 
an  unambiguous  and  structured  situation  relinquish  their  true  statement  of  percep¬ 
tions  of  reality  in  favor  of  a  false  statement  of  perceptions  made  by  others.4 

In  brief,  the  ideology  of  the  organization  man  has  at  least  two  interrelated 
sources:  occupational  and  organizational.  Occupationally,  the  amorphous  charac¬ 
ter  of  managerial  work  encourages  the  use  of  subjective  criteria  for  evaluating 
performance,  including  a  pattern  of  sponsorship  or  patronage  and  a  concern  for 
the  organizational  loyalty  of  subordinates.  Organizationally,  in  the  absence  of 
norms  of  procedural  due  process  of  law,  such  as  the  right  to  appeal  the  decision 
of  a  superordinate,  junior  and  middle  managers  are  encouraged  to  become  “con¬ 
formists,”  developing  an  over-sensitivity  to  the  expectations  of  superordinates  in 
order  to  insure  positive  appraisal  and  corresponding  rewards.  Otherwise  put,  the 
ideology  of  organization  man  is  an  adaption  to  certain  normless  elements  in  the 
work  situation  of  junior  and  middle  managers. 

SOME  CONSEQUENCES  OF  THE  IDEOLOGY  OF  THE 
ORGANIZATION  MAN 

The  consequences  of  the  ideology  of  the  organization  man  are  presumably — in 
the  absence  of  systematic  data — largely  dysfunctional  from  the  viewpoint  of  the 
individual  executive  as  well  as  from  the  viewpoint  of  the  industrial  organization  and 
society  at  large.  Several  illustrative  and  hypothetical  dysfunctions  will  be  consid¬ 
ered. 

From  the  standpoint  of  the  individual  executive  as  well  as  the  organization,  the 
ideology  tends  to  inhibit  original  and  creative  effort  which,  by  definition,  departs 
from  prevailing  practices,  and  hence  runs  the  risk  of  not  being  approved  by  a 
superordinate.  Accordingly,  the  industrial  organization  must  increasingly  rely  on 
staff  specialists  for  new  ideas  rather  than  on  line  management.  This  entails  a  loss 
to  the  organization  of  a  potential  source  of  valuable  innovations — which  is  not  to 
gainsay  the  advantages  of  having  staff  specialists  concern  themselves  principally 
with  problems  of  innovation. 

Another  consequence  of  this  ideology  for  the  individual  as  well  as  for  the 
organization  is  the  paradoxical  combination  of  high  job  immobility  with  high  job 
insecurity.  By  definition,  the  organization  man’s  loyalty  induces  him  to  devote  his 
entire  career  to  his  organization.  He  has  a  “local”  rather  than  a  “cosmopolitan” 
orientation;  in  other  words,  his  reference  group  in  his  organization  rather  than  the 
occupation  of  management  which  transcends  a  given  organization.  This  tends  to 
•result  in  a  high  degree  of  job  immobility  among  executive  personnel.  From  the  point 
of  view  of  the  organization,  low  turnover  may  be  highly  advantageous,  provided 
the  manager’s  performance  is  judged  to  contribute  to  the  organization’s  effective¬ 
ness.  In  the  event  that  his  performance  is  judged  to  interfere  with  the  organiza¬ 
tion’s  attainment  of  its  goals,  the  organization  may  transfer  him  to  an  innocuous 


3  Muzafer  Sherif,  “Group  Influences  upon  the  Formation  of  Norms  and  Attitudes,”  in 
Eleanor  E.  Maccoby,  Theodore  M.  Newcomb,  Eugene  L.  Hartley  (eds.),  Readings  in  Social 
Psychology  (New  York:  Henry  Holt  &  Co.,  1958),  pp.  219-32. 

4  Solomon  E.  Asch,  “Effects  of  Group  Pressure  upon  the  Modification  and  Distortion  of 
Judgments,”  in  Maccoby,  Newcomb  and  Hartley,  op.  cit.,  pp.  174-83. 
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position,  induce  him  to  resign,  or  dismiss  him.5  In  the' absence  of  due  process  of 
law  for  junior  and  middle  managers,  and  we  might  even  add  top  managers,  those 
who  are  judged  undesirable  for  whatever  reasons — relevant  or  irrelevant — may 
be  discharged  without  an  opportunity  for  a  fair  hearing. 

Another  consequence  of  the  ideology  which  is  dysfunctional  for  the  organiza¬ 
tion  is  the  tendency  of  the  organization  man  to  restrict  upward  communication  to 
material  which  is  calculated  to  enhance  his  self-image  and  simultaneously  not 
threaten  the  superordinate  in  any  way.  On  the  basis  of  studies  of  experimentally 
created  hierarchies,  we  would  expect  that  organization  men  who  are  upwardly 
mobile— and  this  is  presumably  true  of  the  bulk  of  junior  and  middle  managers— 
would  be  strongly  motivated  to  censor  upward  communication  to  insure  positive 
appraisal  and  corresponding  rewards.6  Such  action,  of  course,  complicates  the 
planning  and  coordination  problems  of  top  management. 

Yet  another  effect  of  the  ideology  on  the  individual  executive,  related  to  job 
insecurity  and  the  pressures  for  restriction  of  upward  communication,  is  the  tend¬ 
ency  for  discrepancies  to  develop  between  overt  and  covert  behavior.  Covert 
nonconformity  occurs  provided  the  probability  of  the  discovery  of  such  action  is 
low.  Where  covert  nonconformity  does  not  occur,  we  may  expect  to  find  covert 
disbelief  in  the  legitimacy  of  the  authority  exercised  by  the  superior  together  with 
overt  behavioral  conformity.  The  resulting  degree  of  cognitive  dissonance,  due  to 
the  discrepancy  between  overt  conformity  and  covert  disbelief,  on  the  part  of  the 
organization  man  may  be  considerable.  To  reduce  the  resulting  dissonance,  the 
organization  man  can  convince  himself  that  his  overt  behavior  is  quite  satisfactory 
after  all,  i.e.,  by  changing  his  cognitions  so  that  they  are  consonant  with  his  overt 
behavior.7 

The  effect  of  the  ideology  of  the  organization  man  on  society  as  a  whole  is 
probably  more  elusive  than  its  effects  on  the  individual  manager  and  on  the 
industrial  organization,  though  nonetheless  real.  As  a  result  of  the  premium  put 
on  cautious  behavior  calculated  not  to  offend  the  preferences  and  expectations 
of  a  superior,  the  organization  man  may  tend  to  transfer  this  behavior  pattern  and 
principle  of  behavior  to  his  community  life  and  engage  in  only  “conformist”  activity. 
This  approach  to  community  life  lessens  the  chances  of  successfully  coming  to 
grips  with  new  and  complex  social  problems  requiring  innovative  rather  than  “con¬ 
formist”  behavior.  The  consequences  of  this  ideology  for  society  as  a  whole  may 
be  especially  marked  in  view  of  the  recent  efforts  by  corporations  to  encourage 
management  to  increase  their  participation  in  community  affairs. 

A  related  effect  of  the  ideology  may  be  observable  in  family  values  and  child- 
rearing  patterns  of  the  organization  man.  The  values  of  seeking  approval  from 
superiors,  of  teamwork,”  and  of  “togetherness”  may  be  transplanted  from  the 
corporation  to  the  family.8 


178^2'  Perrin  Stryker-  “How  t0  Fire  an  Executive,”  Fortune,  Vol.  L  (October  1954),  pp.  116-17, 

/?wlS!!av!!|d  ™  5iel!ey'  “C™nicati°n  in  Experimentally  Created  Hierarchies,”  Human 
Relations,  Vol  IV  (February  1951),  pp.  39-56;  Arthur  R.  Cohen,  “Upward  Communication  in 
Experimentally  Created  Hierarchies,”  Human  Relations,  Vol.  XI  (February  1958),  pp.  41-53. 

1Q„Eeon  Festinger,  A  Theory  of  Cognitive  Dissonance  (Evanston,  Ill.:  Row,  Peterson  &  Co  ' 
iyo/ ),  pp.  l—o jl.  ’ 

7wJ?>niel  a?d  tGuY  Swanson,  The  Changing  American  Parent:  A  Study  in  the 

Detroit  Area  (New  York:  John  Wiley  &  Sons,  Inc.,  1958). 
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POTENTIAL  COUNTERVAILING  FORCES  TO  THE  IDEOLOGY  OF 
THE  ORGANIZATION  MAN 

Two  potential  countervailing  forces  to  the  ideology  of  the  organization  man  are 
the  institutionalization  of  norms  of  procedural  due  process  of  law  for  corporate 
management  and  the  professionalization  of  management. 

As  yet  it  is  difficult  to  discern  any  evidence  for  the  institutionalization  of  norms 
of  due  process  within  corporate  management.  It  is  possible,  however,  that  such 
a  development  may  be  stimulated  by  the  need  for  resolving  conflicts  between  staff 
and  line  management.  The  high  frequency  of  such  conflicts,  in  the  absence  of 
unionization  among  staff  specialists,  may  be  conducive  to  the  growth  of  norms 
of  procedural  due  process.  Such  a  development  could  pave  the  way  for  the 
extension  of  this  institution  to  all  corporate  management 

Another  source  of  influence  favoring  an  extension  of  procedural  due  process 
is  external  to  the  corporation.  There  is  a  growing  awareness  of  the  need  for 
restricting  the  powers  of  the  corporation.  In  particular,  it  is  being  argued  that  courts 
and  the  legislatures  should  extend  constitutional  guarantees  of  procedural  due 
process  to  the  corporation9  or  that  corporations  should  develop  their  own  “supple¬ 
mentary  constitutional  systems.’’10  The  venerable  doctrine  of  due  process,  which 
dates  back  at  least  to  the  Magna  Carta,  includes  a  complex  of  procedural  safe¬ 
guards  against  the  exercise  of  arbitrary  and  unlimited  power.11  These  norms  seek 
to  insure  that  disputes  are  resolved  impartially  and  fairly.  This  complex  of  norms 
includes  the  right  of  all  parties  to  a  conflict  to  be  heard,  the  right  to  confront 
witnesses,  to  cross-examine  them,  and  to  introduce  evidence  in  one’s  behalf.  .  .  . 
Another  potential  countervailing  force  to  the  ideology  of  the  organization  man  is 
the  professionalization  of  management.  In  spite  of  the  plethora  of  discussions  for 
several  decades  about  the  professionalization  of  management,  there  has  been 
very  little  progress  in  this  direction.  .  .  .12 

*  *  *  *  * 

Either  of  the  two  potential  countervailing  forces  to  the  ideology  of  the  organiza¬ 
tion  man  may  be  conducive  to  the  development  of  the  other.  As  between  these 
two  possible  developments  it  appears  more  likely  that  professionalization  of  man¬ 
agement  will  be  conducive  to  the  institutionalization  of  norms  of  due  process  than 
the  reverse. 

Short  of  the  institutionalization  of  the  norms  of  procedural  due  process  for  junior 
and  middle  management,  several  other  mechanisms  may  upon  inquiry  prove  to 
have  an  equivalent  function.  The  first  is  the  institutionalization  of  the  right  of  job 
transfer  within  a  company.  This  would  enable  a  manager,  finding  himself  in  an 
unsatisfactory  authority  relationship  with  his  superior,  to  overcome  this  problem 
without  suffering  the  consequences  of  adjustment  to  an  arbitrary  superior. 

A  related  mechanism  is  “job  rotation.”  To  the  extent  that  this  becomes  an 
institutionalized  procedure,  it  affords  the  executive  an  opportunity  to  manifest  his 


9  Adolph  A.  Berle,  Jr.,  The  20th  Century  Capitalist  Revolution  (New  York:  Harcourt,  Brace 
&  Co.,  1954),  pp.  77  IF. 

10  Benjamin  M.  Selekman,  “Power  and  Morality  in  Business,”  in  Dan  H.  Fenn,  Jr.,  Manage¬ 
ment’s  Mission  in  a  New  Society  (New  York:  McGraw-Hill  Book  Co.,  1959),  pp.  317-19. 

11  Rodney  L.  Mott,  Due  Process  of  Law  (Indianapolis,  Ind.:  Bobbs  Merrill  Co.,  1926),  pp.  1-29. 

12  See,  for  example,  Henry  C.  Metcalf  (ed.),  Business  Management  as  a  Profession  (Chicago: 
A.  W.  Shaw  Co.,  1927);  Howard  R.  Bowen,  “Business  Management:  A  Profession?”  Annals  of 
the  American  Academy  of  Political  and  Social  Science,  Vol.  297  (January  1955),  pp.  112-17. 
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abilities  to  more  than  one  superior  and  in  different  organizational  situations,  which 
in  turn  increases  the  chances  of  a  more  objective  appraisal  of  his  talents. 

A  third  mechanism  which  might  be  a  functional  substitute  for  the  norms  of  due 
process  is  an  increase  in  the  opportunities  for  intercompany  mobility.  One  of  the 
major  impediments  to  such  mobility  is  the  absence  of  vested  pension  rights.  This 
discourages  job  changes  because  of  the  financial  loss  entailed.  The  vesting  of 
pension  rights  for  executives — such  as  already  exists  among  university  professors 
if  it  should  ever  develop,  would  probably  betoken  a  significant  measure  of 
progress  toward  the  professionalization  of  management.  Only  an  occupation  with 
“cosmopolitan”  values  would  encourage  the  institutionalization  of  such  a  practice. 


2.  YARWAY  CORPORATION 


Case  Introduction 


SYNOPSIS 

For  its  first  50  years,  the  Yarway  Corporation  remained  a  small  private 
firm  serving  the  domestic  power  industry  with  a  narrow  range  of  highly 
engineered  products.  The  firm  entered  its  second  half  century  with  an 
old  plant,  old  products,  and  aging  top  management.  A  new  management 
team  took  over  and  launched  a  far-reaching  renewal  program.  New 
products  were  developed.  Penetration  was  achieved  in  new  domestic  and 
foreign  markets.  Through  a  licensee,  a  joint  venture  partner,  and  three 
foreign  wholly  owned  subsidiaries,  Yarway  initiated  international  oper¬ 
ations  in  the  Far  East,  Latin  America,  Canada,  and  Europe.  At  home, 
Yarway  spanned  the  North  American  continent  with  a  wholly  owned 
subsidiary  on  the  West  Coast  and  a  new  headquarters /plant  complex  on 
the  East  Coast.  Yarway  faced  the  70s  with  a  strategy  of  serving  the  world¬ 
wide  power  and  process  industries  with  proprietary  products  and  serv¬ 
ices  related  to  the  flow  of  gasses,  solids,  and  liquids.  Yarway  executives 
had  more  confidence  in  their  strategy  than  they  did  in  their  organization 
structure  for  coping  with  the  future. 


WHY  THIS  CASE  IS  INCLUDED 

In  the  Yarway  case  the  reader  can  test  the  utility  of  the  “principles’’ 
of  classical  management  for  the  design  of  organization  structure.  At 
another  level,  the  reader  can  test  the  logic  of  the  “structure-follows- 
strategy”  dictum  of  the  recent  management  authors.  At  a  third  level,  the 
insights  of  social  psychology  can  be  examined  in  light  of  the  present  and 
prospective  roles  of  the  executives  within  the  Yarway  structure.  Beyond 
these  organizational  issues,  the  reader  can  examine  the  Yarway  strategy 
for  growing  and  prospering  as  an  independent,  medium-sized  firm 
among  the  emerging,  supergiant  multinationals  of  the  future. 
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DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 

1.  Do  you  think  Yarway  is  threatened  by  the  emerging  world  of  super¬ 
giant  multinational  firms?  Check  the  force  field  analysis  done  by  the 
Yarway  top  management  against  the  arguments  in  the  Perlmutter  arti¬ 
cle*  What  are  Yarway’s  chief  strengths  and  its  chief  weaknesses  for  sur¬ 
vival  and  prosperity  as  an  independent  multinational? 

Read:  *Perlmutter,  “Super-Giant  Firms  in  the  Future.” 

2.  Do  you  think  Yarway’s  strategy  for  the  70s  is  realistic  in  light  of 
market  forces  and  Yarway’s  capacities? 

Read:  Tilles,  “How  to  Evaluate  Corporate  Strategy.” 

3.  Do  you  see  evidence  of  synergy  in  Yarway’s  expansion  and  product 
development  policies? 

Read:  Ansoff,  Corporate  Strategy:  An  Analytical  Approach  for 
Growth  and  Expansion ,  pp.  75-86.  Pessemier,  New  Product 
Decisions ,  pp.  8-10. 

4.  By  reference  only  to  traditional  organization  theory  evaluate  the 
adequacy  of  Yarway’s  present  organization  structure.  What  is  the  pri¬ 
mary  basis  for  departmentation  in  Yarway?  Are  any  of  the  traditional 
“principles”  violated  in  Yarway’s  current  structure? 

Read:  *Carzo  and  Yanouzas,  Formal  Orga n iza tio ns:  A  Systems  Ap¬ 
proach,  pp.  24-34,  43-44,  48-49,  55-57,  65-68. 

5.  As  Yarway  has  become  international,  has  it  followed  the  historical 
patterns  of  other  U.S.  firms?  Are  there  any  predictions  you  would  make 
from  the  experiences  of  others  for  Yarway  as  it  goes  further  in  its 
internationalization? 

Read:  Kolde,  International  Business  Enterprise ,  pp.  242-55,  260, 
277-78.  Those  who  wish  an  additional  analysis  of  the  evolving 
organization  of  multinational  enterprises,  consult  in  the  li¬ 
brary  John  Stoppford  and  Louis  T.  Wells,  Managing  the  Inter¬ 
national  Enterprise  (Basic  Books,  1972),  Chapter  2. 

6.  What  are  the  key  issues  in  Yarway  strategy  that  might  prompt  a 
restructuring  of  the  firm?  Is  the  present  structure  adequate  to  support 
Yarway’s  strategy  for  the  70s? 

Read:  ^Chandler,  Strategy  and  Structure,  pp.  7-17,  299-300,  314-15. 
Or  see  Stoppford  and  Wells,  Managing  the  Multinational  En¬ 
terprise,  Chapter  2,  as  cited  above. 

7.  Examine  the  role  of  the  executive  vice  presicent  vis  a  vis  the  presi¬ 
dent  in  light  of  the  conceptual  schemes  provided  by  Katz  and  Kahn, 
Levinson,  and  McGrath.  Under  what  conditions  is  this  a  viable  role? 

Read:  Katz  and  Kahn,  The  Social  Psychology  of  Organiza  tions,  pp. 
174-180,  182,  186-87.  Levinson,  “Role,  Personality,  and  Social 
Structure  in  the  Organizational  Setting.”  McGrath,  Social  Psy¬ 
chology,  pp.  50-52. 

8.  Would  you  expect  any  difficulties  to  arise  in  the  management  of 
Yarway  as  a  private  firm  or  in  Yarway’s  going  public  because  of  the 
motivations  of  Mr.  Yarnall  as  owner-manager  and  of  his  professional 
manager  colleagues? 
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Read:  Monsen  and  Downs,  “A  Theory  of  Large  Managerial  Firms.” 
Cohen  and  Cyert,  Theory  of  the  Firm:  Resource  Allocation  in 
a  Market  Economy,  pp.  354-56,  361-63,  376-77,  379-80.  Hamp¬ 
ton,  Summer,  and  Webber,  Organizational  Behavior  and  the 
Practice  of  Management,  Chapter  10. 

POLICY  QUESTIONS 

9.  Can  you  recommend  any  strategic  changes  for  Yarway  for  the  next 
five  years?  Be  specific  in  the  following  areas:  (a)  product  development, 
(b)  market  development,  (c)  financial. 

Review  your  responses  to  Questions  1-3. 

10.  In  what  way  would  you  propose  modifying  the  Yarway  organiza¬ 
tion  structure?  Don’t  forget  to  take  account  of  the  people  currently  in  top 
management  positions.  Give  reasons  for  both  the  changes  and  the  timing 
of  the  reorganization. 

Review  your  responses  to  Questions  4-6. 

Read:  Leavitt,  Managerial  Psychology,  pp.  317-25. 

11.  How  would  you  allocate  roles  to  the  president  and  executive  vice 
president  within  your  proposed  structure? 

Review  your  responses  to  Questions  7  and  8. 

QUESTIONS  FOR  ORIGINAL  STUDENT  WORK  IN  ANALYSIS 
AND  POLICY 

12.  While  reflecting  on  case  facts,  what  additional  theories  from  prior 
education  give  you  insights  as  to  “what  is  going  on”  in  the  Yarway  Corpo¬ 
ration?  As  to  what  might  be  predicted  to  happen  in  the  future? 

13.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag¬ 
matic  ways  can  you  think  of  to  state  the  practical  problems  faced  by 
executives  in  the  case? 


CASE  TEXT* 


1971  was  a  good  year  for  Yarway  and  1972  showed  promise  of  being 
even  better.  According  to  Robert  Yarnall,  President  and  Chairman  of  the 
Board,  “The  future  challenge  is  putting  substance  to  the  conviction  that 
a  moderate-sized,  independent,  company  can  survive  and  prosper  in  the 
emerging  world  of  supergiant  multinational  firms.  Related  to  this  strate¬ 
gic  issue  is  the  current  concern  of  our  top  management  team  that  our 
present  organization  structure  will  not  be  adequate  to  carry  the  company 
to  the  next  level  of  growth,  multinational  expansion,  and  new  product 
development.” 


*  Copyright  1973,  J.  J.  O’Connell. 
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HISTORY  OF  THE  YARWAY  CORPORATION 

Three  enterprising  men— an  engineer,  a  salesman,  and  an  inventor— 

ounded  the  firm  in  1908  in  P hiladelphia,  Pennsylvania,  to  serve  particu- 
iariy  the  power  industry  with  high-quality,  proprietary,  power  plant 
equipment  like  valves  and  steam  traps.  The  firm  enjoyed  steady  and 
profitable  growth  until  the  early  50s.  At  that  stage,  sales  volume  had 
reached  $4  million  and  the  products  were  well  established  in  the  domes¬ 
tic  market.  Exports  from  the  one  plant  in  Philadelphia  represented  a 
small  percentage  of  the  total  volume.  The  management,  still  with  one 
of  the  founders  at  the  top,  concentrated  on  more  in-company  issues  than 
on  the  market  or  competitive  environment.  Personnel  administration 
consumed  much  time — job  evaluation,  wage  and  salary  administration, 
in-plant  communications,  establishment  of  wage  incentives,  and 
negotiation  of  the  first  union  contract.  The  late  50s  were  marked  by 
progress  in  sales  forecasting,  budgeting,  market  research,  cost  control, 
and  the  establishment  of  a  merit  rating  system. 

As  a  new  management  team  took  over  from  the  last  of  the  founders 
in  1962,  sales  volume  stood  at  $5.8  million  but  profitability  had  slipped. 
The  percentage  of  exports  had  increased  somewhat  and  some  products— 
notably  steam  traps— were  being  manufactured  and  sold  under  license 
in  Canada,  U.K.,  France,  and  Japan.  Some  important  product  lines  were 
growing  obsolete  and  had  entered  the  mature  phase  of  the  product  life 
cycle.  The  single  plant  was  now  old  and  crowded. 

The  new  president,  D.  Robert  Yarnall,  Jr.,  the  37-year-old  son  of  one 
of  the  founders,  had  been  with  the  firm  since  1949  in  the  successive 
positions  of  personnel  director,  works  manager,  and  manufacturing  vice 
president.  He  began  the  renewal  of  the  company  by  building  a  new  man¬ 
agement  team  and  collaborating  with  them  in  formulating  basic  poli¬ 
cies,  corporate  objectives,  strategic  guidelines  for  product,  market,  acqui¬ 
sitions,  and  financial  management.  Under  his  leadership,  the  new 
seven-man  team  concentrated  on  a  two-pronged  effort  of  running  the 
current  operations  more  effectively  and  building  for  the  future.  They 
inaugurated  an  annual  planning  cycle  in  which  targets  were  set  in  five 
areas  (profitability,  sales  volume,  market  standing,  products,  and  corpo- 
rate  capability)  and  reviewed  at  the  end  of  the  year.  As  first  priority, 
Yarway  began  renovating  existing  product  lines  and  searching  for  new 
products.  During  the  first  half  of  the  60s,  Yarway  invested  in  an  ex¬ 
panded  training  effort  and  started  a  stock  option  plan  for  executives.  By 
1965,  the  company  was  issuing  an  annual  report,  though  it  was  still  a 
private  company,  and  could  boast  of  a  60  percent  increase  in  sales  and 
a  100  percent  increase  in  return  on  net  worth  since  the  succession  of  the 
new  management  team. 

After  the  first  decade  under  the  new  management,  the  company  had 
taken  on  a  new  look.  Financially  (see  Exhibit  1  and  Appendices  A  and 
B),  the  company  had  weathered  a  relatively  bad  year  in  1968  (soft  market 
and  heavy  expenditures  on  European  start-up  and  on  product  develop¬ 
ment)  to  show  more  than  a  300  percent  sales  growth  and  over  a  410 
percent  profit  growth  in  the  decade. 

As  is  clear  from  Exhibit  1,  penetration  of  new  markets  abroad,  par¬ 
ticularly  by  the  replacement  of  European  licensees  with  wholly  owned 
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EXHIBIT  1 

Financial  Comparison  (1961-1971) 

Millions  $ 


subsidiaries,  and  commercialization  of  new  products  contributed 
heavily  to  the  company’s  growth.  In  facilities,  replacing  the  one  old  plant 
in  Philadelphia,  Yarway  in  1971  had  new  headquarters  and  plant  (180,- 
000  square  feet— one  third,  offices,  two  thirds,  plant)  in  suburban  Phila¬ 
delphia,  as  well  as  new  plants  in  its  wholly  owned  subsidiaries  in  Cali¬ 
fornia  (25,000  square  feet),  Canada  (15,000  square  feet),  Great  Britain 
(5,600  square  feet),  and  the  Netherlands  (19,500  square  feet).  Yarway  was 
effectively  represented  in  Japan  by  Gadelius,  K.K.,  and  high  priority  was 
being  given  to  building  even  stronger  relationships  with  this  exclusive 
agent  and  manufacturing  licensee  (steam  traps).  A  joint  venture  com¬ 
pany  in  Brazil  had  begun  to  make  deliveries  of  locally  manufactured 
Yarway  steam  traps  in  Latin  America.  In  mid-1972,  negotiations  were 
underway  for  the  acquisition  of  a  small  instrument  company  in  Great 
Britain,  a  step  which  had  been  preceded  by  the  acquisition  of  Kingmann 
White  in  California  in  1970.  The  decade  of  renewal  ended  with  virtually 
worldwide  market  coverage  and  with  new  and  better  products. 

Internally,  the  decade  of  renewal  witnessed  the  introduction  of  a  man¬ 
agement  by  objectives  system  for  all  “exempt”  employees,  which  was 
tied  directly  to  a  bonus  system  offering  significant  payoff  for  high-quality 
performance  on  agreed  targets.  Those  eligible  for  bonus  in  the  U.S. 
shared,  according  to  their  performance  rating  and  job  grade,  in  a  “pot” 
determined  as  20  percent  of  pretax  profits  in  the  U.S.  The  bonus  for 
someone  eligible  in  a  wholly  owned  subsidiary  was  based  on  the  profit¬ 
ability  of  his  subsidiary  in  a  similar  manner. 
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Another  step  forward  within  Yarway  was  the  introduction  of  an  inte¬ 
grated,  computer-based,  management  information  system.  For  this  pur¬ 
pose  and  others,  the  company  followed  the  practice  of  using  cross-func¬ 
tional  project  teams. 

In  the  period  of  growth,  232  new  jobs  were  created,  bringing  the  total 
employment  in  1971  to  540.  Of  this  number,  140  were  “exempt”  (profes- 
sional,  administrative,  and  sales  engineers)  and  400  office  and  plant  staff 
(180  clerical,  technicians,  etc.,  and  220  direct  and  indirect  labor).  Aver¬ 
age  yearly  pay  had  moved  from  $8,100  in  1961  to  $12,400  in  1971. 

MARKETS  AND  PRODUCT  LINE 

Yarway’s  strategic  guidelines  specify  the  following  markets. 

Our  product  planning  is  directed  toward  serving  these  basic  indus- 
trial  markets  over  the  entire  world: 

Process  industries 

1.  Chemical 

2.  Petrochemical 

3.  Petroleum  and  natural  gas 

4.  Food  and  beverage 

5.  Pulp  and  paper 

6.  Textile 

7.  Primary  metal 

8.  Pharmaceuticals 

9.  Rubber 

Electric  power  generation  (nuclear-  and  fossil-fueled) 

We  shall  be  supplying  the  above  market  with  specialty  products  and 
proprietary  services  to  satisfy  the  following  customer  needs: 

Instrumentation  and  equipment  for  measurement  and  control  of  proc- 

ess  variables. 

Equipment  associated  with  process  vessels,  heat  transfer,  and  distri¬ 
bution  systems  and  pipelines  such  as  steam  traps,  strainers,  expansion 

joints,  and  specialty  valves. 


Particular  emphasis  will  be  given  to  satisfying  specified  customer 
needs  that  are  useful  in  avoiding,  eliminating,  or  minimizing  environ¬ 
ment  pollution.” 

Exhibit  2  gives  a  picture  of  Yarway’s  worldwide  market  position  in 
1971. 

In  a  number  of  products,  Yarway  competes  with  firms  of  about  its  own 
size  (as  in  steam  traps)  and  has  the  competitive  advantage  of  better 
worldwide  coverage.  In  the  early  stage  products  Yarway  simultaneously 
encounters  some  larger  competitors  as  well  as  a  host  of  small,  specialized 
producers. 

The  purchase  decisions  on  virtually  all  the  products  involve  multiple 


Area  Sales  Totals  15,8  2,0  1,5  0,7  20, Ot 

*  Negligible. 

+Total  here  differs  from  those  in  the  annual  report  because  of  the  way  license  sales  are  reported  in  this  table. 
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parties  consulting  engineers,  engineering  contractors,  original  equip¬ 
ment  manufacturers,  and  end  users.  To  sell  its  specially  engineered  prod¬ 
ucts,  Yarway  employs  some  66  sales  engineers,  in  the  U.S.,  Canada,  U.K 
Germany,  and  the  Netherlands.  It  has  a  network  of  sales  agents  in  Japan’ 
France,  Italy,  Australia,  Mexico,  and  Western  Canada,  as  well  as  an  ex- 


EXHIBIT  3 

Typical  Yarway  Power  Plant  Products 


Water  Level  Gages 

-show  liquid  level  within 
pressure  vessels  or  tanks. 


Boiler  Blow-off  Valves 

-  purge  accumulated  solids 
from  boiler  water  systems. 


Remote  Liquid  Level 
Indicators- sense  and 
transmit  liquid  level  within  a 
pressure  vessel  or  tank  for 
local  or  distant  visual  readout. 


Welbond*  Valves 

-general  purpose  high 
pressure/high  temperature 
valves  for  tight  shut-off  in 
power  plant  service. 


Gun-Pakt"  Expansion 
Joints-absorb  contraction 
and  expansion  in  pipelines 
due  to  temperature  changes. 


Typical  Yarway  Steam  Traps 


Impulse R  Steam  Traps 

-  automatic  valves  that  sense 
and  remove  heat-robbing 
condensate  and 
air  from  steam  apparatus 
and  steam  lines. 
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elusive  distributor  organization  in  North  America  for  the  steam  trap 
line.  Backing  up  the  sales  effort  are  applications  engineers  in  the  U.S., 
Canada,  U.K.,  and  the  Netherlands.  In  the  U.S.,  there  are  also  two  product 
managers  and  three  assistant  product  managers. 

Yarway  products  can  be  roughly  classed  in  the  three  stages  of  the 
product  life  cycle:  (a)  mature,  (b)  growth,  (c)  early.  Among  the  mature 
stage  products  are  the  valves,  gages,  and  expansion  joints  used  primarily 
in  power  plants  and  the  impulse  steam  traps  (see  Exhibit  3).  Leading 
items  among  the  growth  stage  products  are  the  metering  pumps  and 
specialty  control  valves  (see  Exhibit  4).  Representative  of  the  early  stage 
products  in  the  field  of  specialty  instrumentation  is  the  solids  flow  trans¬ 
mitter  (see  Exhibit  5).  The  technology  of  the  mature  products  is  essen¬ 
tially  mechanical  engineering  in  the  context  of  thermodynamics.  The 


EXHIBIT  4 

Typical  Yarway  Metering  Pump  and  Specialty  Control  Valves 


Cyclo/Phram'M  Metering 

Pumps-inject  a  precisely 
metered  volume  of  liquid 
into  a  process  stream  against 
a  positive  discharge  pressure. 


ARC  (Auto-Recirc)  Valves 

-maintain  minimum  cooling 
flow  through  centrifugal 
pumps  to  protect 
against  overheating. 


Hy-Drop'M  Valves 

-sensitively  control  flow  in 
high  pressure  piping  systems. 
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EXHIBIT  5 

Typical  Yarway  Specialty  Instrumentation 
Solid  Flows  Transmitter 


growth  products  bring  the  company  into  control  technology  and  in  the 
specialty  instrumentation,  early  stage  products,  the  technology  turns  to 

SS”11*8  ™°S.tJrecently’  ultras°nics  in  such  measures  as  flow  and 
density  of  solids,  fluids,  and  gasses. 

Yarway ’s  “product  planning  guidelines”  contain  the  following  criteria 
for  new  product  selection: 


“1. 

2. 


3. 


4. 


5. 


6. 


New  products  should  fulfill  customer  needs  in  a  new  and  better 
way  and  serve  worthwhile  purposes. 

New  products  should  be  selected  to  capitalize  on  the  resources  of 
the  company. 

New  product  development  should  be  directed  solely  toward  in¬ 
dustrial  and  commercial  rather  than  military  markets 
New  product  development  should  be  undertaken  only  when 
sound  market  research  promises  steady,  profitable  sales  volume 
Products  should  be  proprietary.  This  is  obtained  through  re¬ 
straints  to  imitation  by  others.  Restraints  include  patents,  special¬ 
ized  marketing,  and  engineering  and  manufacturing  know-how 
(trade  secrets).  We  consider  meaningful  patents  as  the  most  im- 
portant  restraint  to  imitation. 

Products  should  be  complete  in  the  sense  that  Yarway  identity  is 
maintained.  Systems  in  which  Yarway  product  content  repre¬ 
sents  at  least  75  percent  of  manufacturing  cost  of  system  are  also 
attractive  opportunities. 


102  The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 

7.  Products  should  be  aimed  for  specialty  markets  which  are  not 
likely  to  attract  large  competitors. 

8.  Products  should  have  a  market  that  is  sufficiently  broad  that  a 
single  customer  will  not  account  for  more  than  10  percent  sales 
volume. 

9.  Products  should  be  such  that  they  can  be  fully  developed  and 
released  for  full-scale  marketing  within  three  years. 

10.  After  products  are  released  for  full-scale  marketing, 

a.  Development  costs  of  the  product  should  be  returned  in  three 
years. 

b.  The  margin  between  the  manufacturing  cost  and  the  selling 
price  of  the  new  product  line  must  be  sufficient  to: 

(1)  Cover  costs  of  vigorous  sales  promotion  and  presenta¬ 
tion,  insuring  that  all  possible  purchasers  shall  know  its 
advantages — and  to  provide  necessary  field  service  to  as¬ 
sure  user  satisfaction. 

(2)  Cover  engineering  and  administrative  costs  to  permit  us 
to  serve  our  customers  in  the  future. 

(3)  Return  on  operating  profit  of  at  least  25  percent  in  the 
third  year,  to  provide  for  profit-sharing  bonuses,  taxes, 
dividends  to  stockholders  and  the  capital  necessary  to 
finance  future  growth  of  Yarway  Corporation. 

c.  The  product  should  achieve  a  sales  volume  in  the  U.S.  of  at 
least  $350,000  in  third  year.” 


YARWAY  CORPORATION  IN  THE  70S 

The  management  team  continues  to  refine  and  elaborate  the  strategy 
for  the  70s,  but  a  draft  document  written  by  the  president  in  November 
1971  sketches  the  outline  in  the  spirit  of  the  “basic  policies”  reviewed 
by  the  board  most  recently  in  January  1971  (see  Appendix  C). 


“Corporate  Purpose 

Serve  people  by  providing  excellent  products  for  the  world’s  basic 
industries.  These  are  the  industries  which  must  meet  the  steadily  grow¬ 
ing  human  needs  for  electric  power,  fuels,  food,  paper,  clothing,  and 
shipping. 


Management  Objectives 

1.  Survival — self-determination — independence 

a.  To  continue  as  an  independent  enterprise  run  by  the  present 
management  team  to  their  own  satisfaction  and  to  that  of  the 
stockholders  and  directors. 

2.  Profitability 

a.  To  make  Yarway  stock  an  attractive  investment  compared 
with  available  alternatives. 

b.  To  provide  the  capital  required  to  finance  the  business. 
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3. 


C.  To  provide  extra  reward  opportunities  for  employees  through 
proht  sharing  and  stock  ownership. 

Growth 

a.  To  compensate  for  the  inevitable  creeping  obsolescence  of 
products,  plants,  practices,  and  people. 

b.  To  provide  expanding  opportunities  for  people  to  grow  in  the 
company. 


Qualitative  Goals 

1.  The  best ^company  we  are  capable  of  building-not  necessarily  the 
biggest.  By  this  we  mean  an  excellent  company  to  invest  in,  to  buy 
from,  to  work  for,  to  sell  to,  and  to  live  near. 

2.  An  innovative  company  that  earns  its  rewards  in  the  market  place 

y  creating  unique  values  for  customers  and  serving  them  well 

3.  A  company  that  cares  about  the  people  who  are  affected  by  it.  ’ 

4.  A  good  corporate  citizen— in  our  basic  businesses  and  in  the  com¬ 
munities  in  which  we  function. 

5.  A  forward  looking  company  devoted  to  building  tomorrow’s  busi¬ 
ness  while  succeeding  in  today’s  business. 


Quantitative  Goals 

beSfSr  Share  (PM  y“r>  °f  12  PerCeM  °f  “• WOnh  (a> 

Of  the/yea^VidendS  ^  ^  t0tal  4  PGrCem  °f  net  worth  <at  beginning 

Growth  Rate.  Net  Worth  (and  earnings)  per  share  to  grow  at  a  rate 
of  8  percent  per  year.” 


As  the  management  team  looked  ahead,  it  assessed  Yarway’s  strengths 
and  weaknesses  for  surviving  and  prospering  in  the  70s.  This  assessment 
appears  below  under  four  headings:  (1)  external  driving  forces,  (2)  exter- 

siaMnTS  '  ®  intemal  drlVing  f"CeSl  “d  <4)  lM“nal 


FORCE  FIELD  ANALYSIS— YARWAY  CORPORATION 


“External  Driving  Forces 

Our  markets  are  the  world’s  basic  industries  which  must  meet  the 
steadily  growing  human  needs  for  power  fuels,  paper,  food,  tex- 
tiles,  and  shipping. 

Worldwide  demand  for  higher  quality  and  more  sophisticated  in¬ 
dustrial  equipment  favors  our  type  of  new  and  better  products. 
Our  customers  (and  the  engineering-contractor  firms  serving 
them)  are  becoming  increasingly  internationalized  in  their  speci- 
ncation  and  purchase  of  equipment. 

Competitors  m  most  lines  do  not  have  worldwide  market  coverage. 


1. 


2. 


3. 


4. 
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5.  Growing  concern  for  environment  provides  good  opportunities  for 
pollution  control  products. 

External  Restraining  Forces 

1.  The  type  of  customers  we  serve  are  conservative  by  nature  in  their 
purchase  of  equipment.  They  are  slow  to  adopt  any  new  product 
or  supplier  and  the  process  of  convincing  them  to  do  so  is  slow  and 
costly.  (It’s  nice  when  you  are  accepted,  however!) 

2.  Engineers  and  buyers  sometimes  have  nationalistic  feelings 
which  are  reflected  in  codes,  purchasing  preferences,  and  so  on. 

3.  The  growing  concern  for  environment  may  slow  up  the  rate  of 
construction  of  new  plants  in  the  power  and  process  industries  in 
the  70s. 

4.  Local  competitive  products  are  increasingly  likely  to  appear  in  the 
market  as  industrialization  progresses  around  the  world. 

5.  The  growing  tendency  to  contract  for  complete  systems  tends  to 
favor  captive  equipment  suppliers  under  some  circumstances. 

Internal  Driving  Forces 

1.  Top  management: 

a.  Ability  and  willingness  to  manage. 

b.  Commitment  to  achievement  of  excellent  results  and  aspira¬ 
tion  to  operate  effectively  on  a  world  scale. 

c.  Global  viewpoint  and  growing  international  experience. 

d.  Understand  importance  of  both  current  operations  and  build¬ 
ing  tomorrow’s  business. 

2.  Common  purpose  and  mutual  trust  among  major  stockholders, 
board  of  directors,  management,  and  employees: 

a.  Basic  policies. 

b.  Planning  guide. 

c.  Management  by  objectives  and  appraisal  by  results  with  strong 
rewards  system. 

d.  Team  building — task  forces. 

3.  Continuous  product  innovation: 

a.  Defined  objectives  and  strategies. 

b.  Search,  screening,  appraisal,  and  trial  venture  techniques. 

c.  Patents  and  other  proprietary  values. 

d.  Pipeline  is  filled  and  flowing. 

4.  International  network  established: 

a.  Wholly  owned  marketing  and  manufacturing  companies  in 
U.S.,  Canada,  EEC,  and  UK. 

b.  Licensee  in  Japan  with  good  capabilities  and  communica¬ 
tions. 

c.  Sales  agents  in  most  countries  of  the  world. 

5.  Good  well-established  reputation: 

a.  Founded  in  1908. 

b.  Well  known  (at  least  in  Anglo-Saxon  markets). 

c.  Strong  customer  loyalty. 
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Internal  Restraining  Forces 

1.  Top  management: 

a.  The  fact  that  ability  and  vision  are  limited. 

fakerisksCeSS  already  achieved  may  diminish  willingness  to 

C'  Good  in^mational  managers  willing  to  go  anywhere  are  hard 
to  imd. 

2.  Stock  not  publicly  traded: 

a.  Limits  its  attractiveness  as  currency  for  acquisitions. 

•  Limits  visibility  of  the  company  in  financial  circles. 

•i.  Poly centric  rewards  system: 

a.  Bonuses  of  subsidiary  managers  now  based  on  profitability  of 
the  subsidiary  rather  than  the  consolidated  corporation. 

4.  Strategies  intended  to  put  primary  emphasis  on  survival  and  prof¬ 
itability  rather  than  growth  of  sales,  for  example: 

a.  Commitment  to  be  the  best ,  not  the  biggest. 

b.  Concentrate  on  hardware  products  of  a  specialty  nature. 

c.  Centralize  control  of  products  and  finances 

5.  Marketing: 

a.  Sales  capacity  may  be  limited  to  penetrate  the  new  customers 
m  the  worldwide  process  industries  with  the  emerging  control 
and  instrumentation  products.’’ 

YARWAY  ORGANIZATION 

ShaPl”8  Y"Way'S  tU“e  “6  tollowlns  h“d- 

i  0.  Robert  Yarnaii,  Jr.  President  and  chairman  of  the  board.  .  47  years 

aS  mechanical  engineer  from  Cornell  University. .  . 

r,m  Pn  a  P!°ynieilt  Wlth  Westinghouse  Electric  and  Leeds  and  North- 
rup,  Co.,  director  of  five  other  companies,  and  numerous  professional  and 
community  organizations.  yruressionai  and 

Theodore  B.  Palmer,  3rd.  Executive  vice  president .  .  .47  years  old 

^ai959  innthern.riCS  ? fPrincet™  University  .  .  .  joined  the  company 
tipVi  personnel  function  from  the  Atlantic  Refining  Company 

position^ in  ££“  PerS°nne1’  ^  t0  assuming  his  current 

t  JLrZiB?ni  ViCe  president- product  Planning,  responsible  for  building 

veTrs  of  IibUSmeSSei!  and  ^  maintaining  of  Proprietary  values ...  45 
years  of  age  .  .  .  mechanical  engineer  from  University  of  Michigan 

J°laed  the  comPany  m  1962  from  Griscom-Russell  as  director  of  engi- 
curmrn  positTonL  197^  PreSident>  engineeriag>  Prior  to  assuming  his 

WUham  T.  Griffiths.  Vice  president,  marketing  (USA) .  54  years  of 

Sfmn  '  chemi.cal  engineer  from  the  Penn  State  University .  .  .  joined  tlJ 
company  m  his  present  position  in  1969  after  serving  as  vice  president 
marketing  and  director  of  Milton  Roy  President, 

Stanley  F.  Myers.  Vice  president,  manufacturing  (U.S.)  ...  44  years 

iohSd  th  '  maj0red  m  lndustrial  management  at  Antioch  College 
J  ned  the  company  m  1954  after  working  with  the  American  Friends 
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Service  in  India .  .  .  performed  a  number  of  functions  in  manufacturing 
prior  to  assuming  his  present  position  in  the  mid-60s. 

R.  Henry  Seelaus.  Vice  president,  international  operations  ...  51 
years  of  age  .  .  .  business  administration  major  at  the  Wharton  School, 
University  of  Pennsylvania  .  .  .  joined  the  company  in  1962  from  Fisher 
and  Porter  where  he  had  been  vice  president,  finance  .  .  .  originally 
supervised  all  export  activity  and  business  outside  the  U.S.  including 
creation  and  start  up  of  subsidiaries  in  EEC,  UK,  and  Canada  .  .  .  more 
recently  concentrating  on  administration  of  international  development 
activity  in  the  Far  East  and  Latin  America. 

George  L  Tyndall,  Vice  president,  finance  ...  52  years  of  age  .  .  . 
business  administration  major  at  the  Wharton  School,  University  of 
Pennsylvania  .  .  .  joined  the  company  as  assistant  accounting  manager 
in  1959  from  Collins  and  Aikman .  .  .  became  treasurer  and  secretary  in 
1960,  then  vice  president,  finance,  in  1964. 

Hayes  H.  Baker.  Personnel  director  ...  39  years  of  age  .  .  .  graduate 
of  Wesleyan  University  .  .  .  joined  the  company  in  the  early  60s  in  the 
personnel  function. 

The  board  of  directors  is  composed  of  two  external  directors:  C.  Gra¬ 
ham  Berwind,  Jr.,  and  Paul  F.  Miller,  Jr.;  representatives  of  two  of  the 
founders’  families:  David  C.  McClelland,  and  John  S.  Stoker,  Jr.;  two 
operating  executives:  Theodore  B.  Palmer,  3rd,  and  George  I.  Tyndall; 
and  the  president,  D.  Robert  Yarnall,  Jr.,  who  also  represents  the  third 
founders’  family. 

The  current  organization  chart  appears  in  Exhibit  6.  The  president 
and  his  three  immediate  colleagues  work  as  a  team  in  strategic  matters. 
The  president  delegates  day-to-day  supervision  of  the  business  to  the 
executive  vice  president  and  manages  by  exception  but  for  his  involve- 


EXHIBIT  6 

Yarway  Organization  Chart  (mid-1972) 
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ment  in  overall  planning  and  control.  The  six  headquarters  executives 
excepting  the  president,  constitute  the  operations  team  under  the  chair¬ 
manship  of  the  executive  vice  president.  The  president  and  executive 
vice  president  express  their  roles  respectively  as  focusing  on  creating 
tomorrow  s  business  and  managing  today’s  business 

With  plans  in  mid-1972  to  add  by  acquisition  a  fifth  wholly  owned 
issues  loom  as  most  important:  first,  the  span  of  control  for  the  executive 

prfS1Jfnt  and’  second>  the  slow  pace  of  commercialization  of  new 
products.  There  was  no  strong  sentiment  for  realigning  the  roles  of  the 
president  and  executive  vice  president.  In  a  sense,  they  operated  together 
he  chief  executive’s  office.  Together  with  the  vice  president,  product 
planning,  and  the  vice  president,  finance,  they  formed  a  corporate  man¬ 
agement  team  which  functioned  together  effectively  with  a  strong  sense 
of  common  purpose  and  mutual  trust.  This  arrangement  had  worked 

S  Sns«E8xhSt^.COmP“y  ab“d°ned  ^  fUnC"°nal  °rg“iZM“” 

EXHIBIT  7 

Yarway  Organization  Chart  (up  to  September  1969) 


[vice  presided  I  f^ice  president  |  Vice  p  esiden, 
^engineering  |  manufacture  marketing  interna, iana  I  finance 


Vice  president- 
personnel 


The  business  was  growing  more  complex,  however,  as  a  result  of  the 
successful  renewal  program  of  recent  years.  Although  entrepreneurial 
efforts  were  carefully  focused  on  “engineered  products  for  the  power  and 
process  industries,”  they  added  new  complexity  as  follows: 

New  types  of  products-metering  pumps,  high  performance  control 
valves,  and,  most  recently,  instrumentation  for  measurement  of  flow 

density,  and  other  process  variables  were  added  to  the  older  steam 
specialty  lines. 

New  types  of  customers-steam  power  plants  (including  nuclear) 
were  suli  important  buyers  (of  both  new  and  older  products)  but  new 
and  different  customers  must  also  be  cultivated  in  the  chemical  proc¬ 
ess  and  natural  gas  industries. 

New  geographic  markets— the  commitment  to  worldwide  marketing 

lTrr,°dUCtS  ha1  1Ted  t0  a  g00d  start  in  the  major  industrial 
markets  of  Europe  and  Japan,  but  much  remained  to  be  done  to 

achieve  the  sort  of  strength  enjoyed  by  Yarway  in  the  North  American 
market. 
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EXHIBIT  8 

Geographic  Organization  Model 


EXHIBIT  9 

Geographic/Product  Organization  Model 
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Without  prejudicing  the  decision  on  the  appropriate  organization 
form  for  the  future,  the  president  and  executive  vice  president  agreed 
that  the  new  structure  should  cope  successfully  with  these  complexities 
and  facilitate  the  following  achievements: 


1.  Plan  each  year’s  business  and  carry  out  the  plan  to  meet  quantita¬ 
tive  and  qualitative  goals. 

2.  Assure  that  adequate  resources  and  attention  are  devoted  to  new 
business  development  as  well  as  the  operation  of  more  mature 
businesses. 

3.  Keep  control  of  and  enhance  the  proprietary  values  of  all  product 
lines  through  patents,  design  control,  and  product  management. 

4.  Motivate  key  people  to  work  for  the  achievement  of  overall  goals 
and  build  allegiance  to  the  total  corporation. 

5.  Make  best  use  of  people’s  talents  throughout  the  company  and 
develop  the  human  resources  that  will  be  needed  in  future. 

6.  Optimize  penetration  of  major  industrial  markets  around  the 
world  for  each  major  product  line,  based  on  good  knowledge  of 
markets  and  competition. 

7.  Rationalize  and  coordinate  manufacturing  sources  on  a  world¬ 
wide  basis  to  assure  low  costs  and  reliable  service  to  customers. 

8.  Keep  control  of  financial  commitments  and  facilitate  access  to  best 
sources  of  capital  consistent  with  fundamental  objectives. 

9.  Provide  for  management  of  present  and  future  acquired  compa- 


EXHIBIT  10 

Product  Organization  Model 


Regions 


Locations 
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nies  and  of  joint  venture  companies  in  Japan,  Brazil,  and  else- 
where. 

In  early  discussions,  a  number  of  organization  forms  were  considered: 
(1)  geographic  model  (Exhibit  8);  (2)  geographic-product  model  (Exhibit 
^wLPI0duCt  model  (Exhibit  10>;  C4)  product-functional  model  (Exhibit 
HJ;®  functional  model  (Exhibit  12);  (6)  and  product-geographic  model 

/  M  vUi  1  0\  A 


EXHIBIT  11 

Product/Functional  Organization  Model 


Chief 

executive 


EXHIBIT  12 

Functional  Organization  Model 


EXHIBIT  13 

Product/Geographic  Organization  Model 
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APPENDIX  A 

YARWAY  CORPORATION -CONSOLIDATED  BALANCE  SHEETS 
Assets 


Current  Assets: 

Cash 

Accounts  receivable 
Inventories,  at  lower  of  cost 
(first-in,  first-out)  or  market 
Other  current  assets 

Total  current  assets 
Property,  plant  and  equipment,  at  cost: 
Land 

Buildings  and  grounds 
Machinery  and  equipment 

Less  accumulated  depreciation 

Net  property,  plant  and  equipment 
Intangible  assets,  at  cost  less 
amortization 
Other  assets 


Liabilities  and  Shareholders'  Equity 


$  525,585 

3,199,345 

4,677,585 

173,767 

8,576,282 

327,151 

3,762,783 

3,669,140 

7,759,074 

2,898,823 

4,860,251 

196,020 

23,391 


379,272  $  41 0,032 

3,415,084  2,993,499 


4,579,413 
127,435 
8,501 ,204 

327,151 

3,695,838 

3,599,356 

7,622,345 

2,506,305 

5,116,040 

212,624 

20,819 


4,681,014 

172,426 

8,256,971 

327,151 

3,651,569 

3,458,726 

7,437,446 

2,084,678 

5,352,768 

238,012 

6,578 


$13,655,944  $13,850,687  $13,854,329 


Current  Liabilities: 

Notes  payable  to  banks 
Accounts  payable 
Taxes  on  income 

Accrued  salaries,  wages  and  bonus 
Accrued  pension  cost 
Other  accrued  liabilities 
Long-term  debt  due  within  one  year 
Total  current  liabilities 
Long-term  debt 
Shareholders’  equity 
Common  stock  $1  par  value;  2,000,000 
shares  authorized;  661,990  issued 
(659,800  in  1970) 

Capital  in  excess  of  par  value 
Retained  earnings 

Less  350  shares  (700  in  1970)  of 
common  stock  held  in  treasury,  at  cost 
Total  shareholders’  equity 


548,443 

362,052 

358,612 

954,812 

282,963 

224,792 

545,453 

3,277,127 

1,347,388 


661 ,990 
848,403 
7,526,090 
9,036,483 


$  1,175,546 
397,724 
427,353 
871,260 
221,173 
297,671 
518,750 
3,909,477 
1,880,923 


659,800 

828,230 

6,579,587 

8,067,617 


$  1,257,025 
481,845 
288,429 
638,829 
224,058 
225,802 
500,000 
3,615,988 
2,687,673 


659,400 

824,538 

6,066,730 

7,550,668 


5.054  7,330  - 

9,031 ,429  8,060,287  7,550,668 

$13,655,944  $13,850,687  $13,854,329 


YARWAY  CORPORATION -11  YEAR  FINANCIAL  REPORT 
Operations  (thousands  of  dollars) 


tResiated  to  reflect  10  for  1  stock  distribution  in  1970. 
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APPENDIX  C 

BASIC  POLICIES 


Preamble 

Yarway  Corporation  recognizes  the  mutual  opportunities  and  respon¬ 
sibilities  that  characterize  its  relationships  with  its  customers,  em¬ 
ployees,  stockholders,  suppliers  and  surrounding  communities  This 
recognition  leads  the  board  of  directors  and  management  to  believe  that 
it  is  desirable  to  publish  the  company’s  basic  policies.  They  have  been 
developed  in  the  light  of  past  history  and  of  present  circumstances.  As 
new  situations  and  changed  circumstances  develop,  the  board  will  re¬ 
view  the  basic  policies  and  make  appropriate  additions  or  changes. 

1.  Human  Values 

The  company  should  be  operated  to  enrich  the  lives  of  all  neonle 
affected  by  it.  Every  effort  should  be  made  to  respect  the  dignity  and 
worth  of  all  persons.  Distinctions  will  not  be  made  between  people  be¬ 
cause  of  race,  religion,  or  national  origin. 


2.  Integrity 


All  personnel  should  maintain  at  all  times  the 
integrity  and  high  ethical  and  moral  standards. 


company’s  tradition  of 


4.  opportunity 

The  company  should  provide  real  opportunity  for  each  employee  to 
J™  0p,hl*  highest  potential,  and  to  know  the  satisfaction  of  worthwhile 
accomplishment  m  a  common  undertaking.  All  employees  should  be 
couraged  to  give  responsible  expression  to  their  ideas,  beliefs  and 
convictions  with  the  objective  of  advancing  knowledge  and  understand 


4.  Performance  and  Rewards 

™«!!  P°Sltions  in  the  company  should  be  staffed  by  employees  who 
possess  the  personal  qualities  and  the  professional  or  trade  qualifications 

TniZv  wih hi6Ve \high  Standard  °f  Perf<—nce 

and  wilta-P  aXPe<u  better-than-average  performance  of  its  employees 

dustry  A  sSmh7  ?  \  COmpanies  in  the  same  labor  market  and  in- 

or  SZmeasurSoZ?  n  °r  ^  °nprofits’  sales>  Production 
reward  contrihnf  perf°rmance  should  be  maintained  to  recognize  and 

dividuaUy  and  XtoeS'  °°mV‘I'rs  su““s  ^  “"P^ea  i„. 


5.  Teamwork 
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Management  should  encourage  cooperation  and  mutual  assistance 
k  “dlv*duals  and  groups  throughout  the  company  Problems 
should  be  faced  promptly  and  squarely  with  emphai  on  remedial  and 
preventative  action,  rafter  than  emphasis  on  pas,  errotT.XSS  “s 

6.  Supervision 

otwfryv,emial0ye1  Wh°  haS  resP°nsit>ility  for  supervising  the  work  of 
others  should  make  sure  that  each  of  his  subordinates  undeTstands 
clearly  the  results  for  which  he  is  accountable.  Furthermore  everv 
supervisor  should  clearly  establish  each  subordinate’s  freedom  m  alt  in 
achieving  those  results.  Individuals  and  groups  in  the  comZv  ,h  2 
participate  whenever  practical  in  making  decisions  which^ffect  them 
or  about  which  they  have  useful  knowledge  or  compaSS  iT?™ 
mzed  that  such  participation  does  not  alter  the  accountability  for  results 

of  Ms r-TlWe  “1TiWr'  aUh°Ugh  “  <**n  improve  ftequa^ 

>— ■  -  Prpride  io-i 

7.  Growth 

The  company  should  grow  according  to  plan.  Growth  should  be  in 
human  relationships,  creativeness,  capability,  and  productiveness  as 
well  as  m  sales  volume  and  profitability.  Growth  s^ouJd  be  acSeVed 
primarily  by  means  of  internal  development  of  products  and  markets 
and  secondarily  by  acquisition  of  companies  or  products  The  rate  of 

ogrnx°» 

8.  Company  Objectives 

Specific  long-range  company  objectives  should  be  recommended  bv 
management  and  approved  by  ft.  board  of  directors 


a.  Sales  volume 

b.  Profitability 

c.  Market  standing 

d.  Products 

e.  Capability  and  productiveness 

These  company  objectives,  along  with  appropriate  guidelines  should 
be  incorporated  in  a  planning  guide  for  use  by  all  members  of  manag^ 
ent.  They  should  be  reviewed  annually  by  management  and  the  board 
of  directors  to  keep  them  relevant  to  changing  conditions. 
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9.  Planning 

ilsrtamKrFiifv?P“ted  '°  “““  “  P°int  »f  view  In  all  of 

,  i  year  management  should  prepare  detailed  budgets  for 

Se  nS  foe  ZTrt  ‘  1°^'  f  °rders  by  VtodM  **  each  o 

r®fi”  f  five  jears  The  budgets  should  include  shipments  and  gross 
profit  for  each  product  line,  profit  and  loss  statements,  bailee  sheets 

mateWrelLedr?  e*penditures‘  BudSet  Preparation  should  be  inti’ 
zation  df™  ™  de7e  °Pment  of  “feting  plans,  product  plans,  organi¬ 
zation  development  plans,  and  financial  plans. 

10.  Military  Business 

tar^‘Z'k1eK0mPany  Sr°W*h  Sh°Uld  "°*  ^  made  *******  upon  mill- 

11.  Products 

lh°uld  bf  continued  development  of  new  and  improved  nrod 
ucts  which  meet  the  following  conditions:  improved  prod- 

a'  w!W  Pr?dUCtS  Sh°Uld  fulfiU  custorner  needs  in  a  new  and  better 
way  and  serve  worthwhile  purposes 

b.  New  products  Shouid  be  selected  to  capitalize  on  the  knowledge 
and  resources  of  the  company.  ^ 

C'  1ST  pr°duct  development  should  be  directed  solely  toward  indus- 
rial  and  commercial  rather  than  military  markets. 

•  New  product  development  should  be  undertaken  only  when  sound 
market  research  promises  steady,  profitable  sales  volume. 

12.  Product  Quality 

hiJw^  Pr,°drs  shouId  be  designed,  manufactured  and  sold  to  the 
of ,he  USer  With  *  «vms 

13.  Accounting  Practices 

aCCOUnting  practices  should  be  followed  The  maximum 
allowable  write-off  should  be  taken  as  a  charge  against 

tions  for  obsolete  or  slow-moving  inventory,  depreciation  development 

sionThould  b^mXf 6  ^  SUCh  items'  Adequate  provi- 

sion  should  be  made  for  funding  pension  commitments.  All  accounts  will 

boaS  ofdirSorsrly  ^  PUbliC  accountant  se^ted  by  the 


14.  Contributions 

,  C°"t[lbutiojns  in  th1e  maximum  amount  allowable  as  tax  deductions 
should  be  made  each  year  to  support  charitable,  educational,  and  reli- 
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FoundaUon1168’  *****  direCtly  °r  thr0Ugh  the  medium  the  Yarway 

15.  Dividend  Policy 

worth  at  the  beginnta^lVtheSyearf  Sh°Uld  t0tal  4  percent  of  net 

16.  Source  of  New  Capital 

tri^tefprofite03 WhenT^fi  **  primarily  ^om  undis- 

current  liabilfties)  ^rSt,' ^‘nClUdln8 

17.  Profit  Goals 

compa0nveshouldChfVe  the.objectives  and  P°hcies  outlined  above,  the 

(P~  -  *  percent  of  net 


Selected  Readings 


SUPER-GIANT  FIRMS  IN  THE  FUTURE* 

By  Howard  V.  Per/muttert 

i  JL7  difussions  with  Pol'tical  and  business  leaders  over  the  past  six  years 
L  Und,S,UrPnSin9  agreement  that  ^  are  moving  towards  a  world  of  very Tame 

vt  rr,  “31™"  Ls « ** “o-  ins- 

engage  in  guetrilla  action,  gain  all the  advantages  of  smallne^eTo  SiS 
il.tr  ,0  T°™r  n“ds'  The  mlddle  **  intis  find  it  hatd  to  ge" 

a  suitor  promising  world  wide  markets  for  its  products  9  3S 

of  1968  Wha«°n  Quarterly,  copyright  i968  by  Trustees 

of  Pennsylvania. 1S  Professor  at  the  Whartori  School  of  Finance  and  Commerce,  University 
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it  is  perhaps  more  interesting  to  consider  how  the  large  firms  will  survive  until  1 985 
Or  at  best,  what  are  the  competences  or  capacities  most  multinational  firms,  who 
are  in  existence  today  must  develop  in  order  to  be  one  of  the  Two  (or  Three) 
Hundred  who  survive  until  1 985?  For  surviving,  growing  and  remaining  profitable 
is  clearly  not  inevitable.  It  is  more  than  likely  that  the  list  of  the  few  will  not  contain 
only  those  firms  which  exist  today. 

To  make  some  progress  in  this  complex  field,  I  propose  to  consider .  rtwol 
interdependent  questions:  1 


1.  Why  will  there  be  very  large  international  firms? 

2.  What  kind  of  firm  is  most  likely  to  become  one  of  these  super-giants?  . 


These  reflections  are  the  outcome  of  some  rather  intensive  research  on  some 
of  the  large  international  firms  on  the  world  scene  today,  and  of  my  collaboration 
with  executives  who  share  this  preoccupation: 


-How  can  I  insure  that  our  firm  will  be  one  of  those  which  survive  and  grow? 
-How  can  I  attract  to  our  firm  men  who  believe  in  this  long-term  possibility? 
By  way  of  defining  the  object  of  our  study,  I  consider  that  we  do  have  laroe 
internationally  oriented  firms  today.  According  to  Fortune,  there  are  already  more 
than  100  U.S.  firms,  each  doing  more  than  $600  million  worth  of  sales  who  have 
overseas  interests.  There  are  at  least  70  or  more  non-U.S.  firms  doing  a  similar 
volume  of  business.  But  when  we  consider  the  firms  of  the  future— of  1985— it 
is  clear  we  are  talking  about  giants,  or  perhaps  super-giants 
Accounting  for  unforeseen  technological  breakthroughs,  and  managerial  attri- 
tion  I  come  out  with  the  round  number  of  300  giant  firms.  There  may  be  200  or 
400  but  maintain  they  will  be  distinctive  because  their  size  will  place  them  in 
a  separable  class — with  unique  opportunities  and  problems. 


Double  Three  Times 

1Q^atnhyex®cutive®  '  know  are  planning  to  double  sales  every  seven  years  By 
S6M  rnmnl'T  T  d°Ubled  three  times-  This  means  that  the  firms  doing 

SieS  N  Inn  ™  Sa  es’  nOW  0n  Fortune’s  Kst.  will  be  doing  from  $5  billion  to 
$160  billion  worth  of  sales,  the  latter  being  General  Motors’  sales  of  1985- 

t  v®n  co"sldenn9  that  the  number  of  employees  does  not  grow  at  the  same 

supeSrs^aX^  n0t  bS  UnUSUaL  C,6arly’ the  300  °f  1985  wi"  be 

There  are  good  reasons  why  such  firms  will  emerge: 

1.  Super-giant  international  firms  will  find  it  easier  to  qet  caDital  Theu  «,m 

2  luLr  ni!  t  Can  "Sk  SUStaining  ,arger  losses  a"d  survive, 
products  raSv  lnri  .r*10^!  ^  Wi"  b®  able  to  dlVersify’  reP|ace  obsolescent 
products  in  both  h  Jlf .mamtai"  worldwide  production  and  distribution  of  all  their 

and  trustworthy  S g!?binS®'°Ped  ^  "*  be  Men  as 

adiSiTll" ?ms,ca"  a  W*  '»al  o.  In  such 

electronics.  As  an  example  IBM  and  spac®  te^hno,°9y>  data  Processing,  aircraft, 
xample,  IBM  is  reputed  to  have  invested  in  the  neighborhood 


Yarway  Corporation  /  Readings  119 

computers*0  °V"  “  devel^  «*>  “b«»are”  for  the  360  series  of 

firmtand^^^ 

firm  simply  could  not  afford  to  huiiri  .mo  &T  p.roducts’ whereas  the  middle-size 
worldwide  P  manufacturing  and  marketing  function 

^SSSSSSSSS 

Countervailing  Forces 

comes  fromthe  absenc^ofTff JT  ^  emergence  of  the  multinational  super-giant 

xssr"** ,orc9S  ln  *• 

mmmm 

parts,  price  co!^  0f  machinery  and 

guidance  for  labor  policy  demands  nn  lTf  ♦  f  9  parent  comPanies.  legal 
within  its  borders.  '  rm  t0  export  and  to  conduct  research 

PoS  Whe^SS  al0ne’  has  liml,ed  **!*** 

by  many  firms, due  £  *  C°nsidered 

pl^^to  fiivest,Thisi,harhadaayso^rin,,1erf^099*''i^al*':^,^aaaa^*d'd^'^t®^ 

political  leaders  Nations  are  after  aii^9  @  ^  °n  th@  m°re  extrem,st  national 
hUSom x  —  z  *°  — • 

reshaping  of  the  functions  of  the  nation  state^nd'tte  fim  ‘°  ™  ™C'>nl11'’  “a 

S*"**’*  F“  “  «™»™  »bo 

She.  be 
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I  believe  that  it  is  impossible  to  give  the  names  of  such  firms.  It  is  likely  that 
the  very  largest  of  firms— like  General  Motors,  Royal  Dutch  Shell,  Unilever— will 
be  among  those  who  survive.  But  their  names  may  be  different. 

I  believe  it  is  very  likely  that  all  1985  firms  will  have  North  American,  Eastern 
and  Western  European  and  Asiatic  divisions.  The  North  American  division  may 
have  grown  from  U.S.  firms  which  have  been  merged  with  other  non-U.S.  firms 
to  become  more  multinational.  The  Western  European  division  may  include  com¬ 
panies  which  once  were  primarily  French,  Swiss,  German,  or  British  historically 
but  which  were  acquired  or  taken  over.  The  Asiatic  division  will  no  doubt  have  been 
built  from  a  Japanese  firm.  The  Eastern  European  division  may  have  its  regional 
headquarters  in  Rumania,  Yugoslavia,  or  despite  a  recent  setback,  in  Prague.  The 
super-giant  international  firm  will,  I  believe,  have  been  built  from  different  national 
origins  which  have  been  internationalized  to  the  world  scale. 

Who  will  be  around  in  1985  will  depend  on  the  effectiveness  with  which  in¬ 
dividual  firms  overcome  external  and  internal  obstacles  to  long-term  profitability, 
market  share  and  survival  objectives. 

In  my  research  with  companies  who  are  candidates  for  the  300  list  I  asked 
senior  executives  to  diagnose  what  they  felt  were  the  key  driving  and  restraining 
forces,  inside  and  outside  the  firms,  which  would  account  for  their  survival,  growth 
and  development  as  a  world  company.  I  found  that  these  executives  from  interna- 
tional  compenies  agreed  conc©rning  high  priority  items. 

External  Obstacles 


*  *  *  *  % 

External  forces  driving  towards  the  growth  of  international  firms  which  the 
executives  most  frequently  cited  were: 


a.  technological  and  managerial  knowhow  being  made  available  in  different 
countries; 

b.  demands  of  both  international  and  local  customers  for  the  best  product  at 
the  most  reasonable  price; 

a  host  country  desire  to  improve  its  balance-of-payments- 
d.  finally,  a  general  stimulus  from  the  global  competition  among  international 
firms  for  the  human  resources  needed  for  survival  and  growth. 


The  firms  which  will  grow  to  be  around  in  1985  are  those  which  can  influence 
the  restraining  forces  and  build  on  the  driving  forces  in  the  external  environment. 


Internal  Obstacles 

th  S?n'°r  e*eCUt'VeS  Wh0m  1  interviewed  also  identified  internal  obstacles  to 
thelong-term  objectlves  of  survival,  growth,  and  profitability.  Since,  there  was  a 

citedaeinmrtT  ***'  t*™  mUSt  haV®  an  international  character,  the  obstacles 
internatbnal  'mPede  3  9iV6n  firm  fr0m  becomin9  more  genuinely 
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theafi,““'Ua'  diS'r"S' totW6en  ho™-»untr»  People  and  foreign  execute  within 

in  kSSETJS  5JSSSS?  *“  po”er  “9  a*  "“w* 

C.  Nationalistic  tendencies  among  staff  overseas  and  at  home 

-» d° « ~  - 

folte:  *  d,“n9  t°”aW  lon9-,erm  a"d  flfowtti  were  identified  as 

naf^S^  ^  «  no,  le, 

cwintiy^rtizensand  Mcwid!class,citfeens--djie  overseas  peopkT  or  Are  foreign- 
ity.  lncreasin9  awareness  and  respect  of  good  men  of  other  than  home  national- 
systr^3"  ^  ^  diversification  throu3h  worldwide  production  and  distribution 
country!"1  t0  reCmit  9°0d  m6n  °n  3  Worldwide  basis-  not  just  from  the  home 

h  FinTirSdVT6^  Pr°dUCtS  and  services  with  worldwide  appeal. 

Key  Factors  Are  Human 


Capacities  for  Survival 
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performance  levels  and  growth  rates  This  ic  „  .  . 

change.  But  I  believe  that  to  be  alive  in  1985  the  international 3  W°rld  °f  rapid 
now  what  distinctive  capacities  need  to  idenaty 

«tem  as  widely  as  possihie  in  ate  „gaX«o* "*  ^ 

related  ^C«‘„dge”l<>Pn'en,  pr08ram  ^  ^  ^year  ob)ect,Ves  directly 

“^'Sss;r^h;e"s=;-^ssH'!"“ 

companies  in  countries  other  than  one’s  home  basl  and  In  ^  med'uhm-s,ze 
function  effectively  as  a  productive  part  of  a  worldwide  entJ^ST^  t0 

electronics  compa^  of '  a '  s°S?rencMn!^  3  worldwide 

caNy  obsolesce^fcom^an^  and^technotog^ 

to  exploit  innovation  and  were  determined  tn  °?u  mana9ers  who  knew  how 
base  for  some  of  the  ■*"?*  ^  fl"n  3  WOrldwide 

now  had  access  to  the Resources  oMhe^ ™  «n*rumerrt&  The  S3me  emPloVe^ 

t0  Sfadvantar  :hey  were  bec°^  them 

cause  of  distrust  betweer^the  aL"3*'0"3'  int6reStS  h3S  Pf0Ved  “"Productive,  be¬ 
ta  rationalize  the  two  firms  Good  oeon?^13  ^  th®  acquired  and  the  resistance 

of  the  acquisition  teld  to  be  taTP  ^  ,eft  3nd  the  advanta9a 

of  1985  wil(a^etdesignedlchaTena!nalin^natt')nal|SerViCe  means  that  the  firms 
humanly  possible  given  the  problems  of  m  matl0na  careers.  both  attractive  and 
stages  in  life.  P  ®mS  °f  m°V,n9  men  and  tha'>  families  at  different 

tion^ass^gnmerts0^!^!^ oftenThey^eforgotten'at h°Sd interna‘ 
quent  loss  of  effectiveness  nf  Ovio  J*  forgotten  at  headquarters,  with  conse- 

tional  firm  is tfisign A"  °bli9atio"  of  the 

the  future  are  experienced  overseas  ha  w  pre*!dent  and  managing  directors  of 

ent  regions  of  the  worta  ’  6  d98p  *8t-hand  knowled9e  of  the  differ- 

careers  must  recruit  the  best  men  frnm  a  th3n  hearsay  or  visits.  International 
men  from  the  home  country  Such  nor  verywhere  in  the  world,  not  just  the  best 
and  headquarters  levels.  It'canno?  be  leftTo rchaanSceStematiC  Pr°9ram  3tthe  '°Cal 

a  function  will  feel  thaUhey  a^TnoTo^vco^T  WlH  be  that  professionals  in  such 
standards  of  excellence  This  is  one  ^  e*perts  but  a,so  meet  worldwide 

aTTsr“rrai“^ 

SI  the  regionaltevei  cndTn  heaiJquart<irs' 

responsibilities.  For  this  a  oeorentri^  ’  th  either  Product  or  functional 
or  mis,  a  geocentnzation  process  is  required  at  all  levels 
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SlS=S= 

ant^s^o^^ei^herlfiVithe  world<andtthWitt  f  UMnS  °'  COrnpany  prada«a 

n«ds  are  "°W ^  ^ 

(or™?  ten*  ZT**  “  b!!"  “P  8,6  n“essa,y  "»*«  knowledge  and  skills 

slisppsss 

s~H§sss 

»hich  will  number  in  billions,  no,  nSlLs.  TcZZZT*" 

eomsrs  se&szz  rjr°p  ,hese  capa^s  - 

Trust  within  Firm 

dence  cannot  be  leqis  ated  hr3hll.?u  C°mmunity  wil1  help,  but  confi- 

ssnrr~^ 

as  independent  affiliates,  nor  as  joint  ventures  with  snmf 'h/il  P  f'rm’  n°r 
«y  international  brm,  bu,  as  one^part  o,  an 

beer^very  slow  £"1  have 

parison,  Chiysler  and  General  Electric  have  torhftte1 ”*'*?  mama9as-"  By  corn¬ 
ea  prrns  - ,moa  and 
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organizations  of  different  nationalities  is  one  of  the  most  serious  human  problems 
facing  Europe.  As  long  as  the  level  of  mutual  confidence  and  trust  required  to  make 
S9ems  to "**'"9.  corporate Europeanization »ill otSm 

at  a  slow  pace.  ,uc 

The  crucial  human  problems  of  both  U.S.-owned  and  Europe-owned  multina- 
tonal  firms  depend  as  much  on  attitudes  towards  foreigners  as  any  other  factor 
The  final  list  o  super-giants  in  1985  will  include  those  firms  whose  management 

MhaTbSil  “  '°WMS  '°rei9nerS'  “  a*  ^CquarrL  id 

The  man,  not  his  passport,  should  be  the  basis  for  promotion 

In  summary,  the  firm  that  works  at  building  up  these  six  capacities  and  compe¬ 
tences  is  more  likely  to  be  around  in  1985.  K  u  uompe 


From 

FORMAL  ORGANIZATION:  A  SYSTEMS 
APPROACH* 

By  Rocco  Carzo,  Jr. 
and  John  N.  Yanouzasf 


i  n«ui  i  IV/I1HL  I  ncun  Y 

It  may  be  misleading  and,  according  to  some  unfair  to  lahoi  =  „.  .. 

tional,”  but  we  do  it  only  in  the  sense  that  the  :h’«  ...  6  a  theory  tradi- 


THE  THEORY,  IN  BRIEF 

S  ob tlterxy  prescribes  an 
the  organization  seeks  tntL  °bject,vues-  The  objectives  are  the  values  that 
the  next  step  is  to  determine  the  work  thS  objectlves  have  been  determined, 
maximum  efficiency  the  theory  SDecifie*  17 10  f chieve  those  objectives.  For 

TaS>5a,e  *"  ***  *°  W-  «  positions. 

sity  of  Connecticut.  GmP  6  niversity  and  ^r-  Yanouzas  is  Professor  at  the  Univer- 
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rs  sets  lit?:  "T-™*  >*». are  ^  «■> 

siiillPiiii 

SS 

to  traditional  thLr!  ,.  ?.  organizing  process.  The  central  problem,  according 

S»j?5??3£S£SS£S 

worK  as  the  basis  for  organization  in  the  following  statement: 
ssaJred'SZZ,ZT-  meH-  "  ■  *”«W  '^’ter  *»  test  "MIX  srs 

SmSkSSSSSkS 

a5=““-i= 

the  organization6  aUth0rity  aSSi9ned  and  de,e9ated  to  subunits  of 

DEPARTMENTATION 

the  following  illustrations.  9  Ths  breakdown  ls  important  for 

^Gulick,  “Notes  on  the  Theory  of  Organization,”  op.  cit,  p.  3. 
neously  in 


PI 
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FIGURE  1 

Breakdown  of  a  Whole  Task 
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Purpose  Departmentation 

(wi*' 

organizational  structure.  ®  P  9  in  terms  of  a  traditional 


Functional  Departmentation 


v-'iycu  iiz.auuil 


fir- ar-  »~crs 


FIGURE  2 

Departmentation  on  the  Bases  of 
Purpose  or  Function 
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FIGURE  3 

Purpose  Organization 
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**"•'  organ, 2a«o„a,  sLlra  ^  ^  h 


Place  Departmentation 

activities  according  totae locati^wht^  3"d  9roupin9 

ftm  ctions^ a^Vpurpo^s2  grouping's  blfd '6SS  °f  ^  °r  - 

Place  deoartZ  S;  ’  9  3S6d  0n  geographical  considerations. 

purpose  and  functional  departmentation.  the  S3me  or9anization  where  there 


FIGURE  4 

Functional  Organization 
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FIGURE  5 

Purpose  Departmentation  within  Place 


FIGURE  6 

Functional  Departmentation  within  Place 


Clientele  Departmentation 


on  th.  basis  olZX  fo,  Pa"m"  8,0,88  9raup 

men's  sloS  688,8  *38' ,or  8xa"'»l8'  oNIdren's,  omen's,  and 
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°'  M“°nal  “*»»■  «*~«y  ee  « 

status™,  organization., 
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abouTadESoTin  forna?  dlSperei0n  of  authority'  seemingly  leave  little  doubt 
are  some  doubS  The  0r9an,zatl0n  <*"  ChaP‘er  4,  we  indicate  that  there 
cializeTtohTTlt'  "d  yin9  Prem,se  of  the  traditional  structure  is  that  spe- 

^ump 

UNITY  OF  COMMAND 

T  T  Ty  17  or9anization  member  knows  to  whom  he  reDorts  and 

ifsss 

ing  mTnner  "Sho,1id  ?h  f  'mportance  of  the  u™t  of  command  in  the  follow- 

ocial  as  in  the  animal  sphere  a  monster,  and  has  difficulty  surviving.”* 

SPAN  OF  SUPERVISION 

lrt*i C°mP<>Sed' 0,1 11 ^cand 

sutodi’nMK  hrais„“,h«  ™  “  'r,adlt'0r’al  'he0rV  m“'  '"“'‘a-3  onl»  i"dividual 

sslllllll 

MvCrSr  The  number  of  subordinates  supeivised  dh 

dmates  especially  when  their  work  is  interrelated. 

IsaaHptimany&^S<m™eLui.ai963fdpp,%^2!^ana^ement’  “  C°"Stance  (London:  Sir 

!  Hamilton,  op.  tit.;  Graicunas,  op.  tit.;  and  Fayol,  op.  tit. 
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ORGANIZATIONAL  AUTHORITY 

to  perform  successfullv—hPhfl  'S  aSS‘9ned to  a  work  activity,  he  has  an  obligation 

S£5£  35E- 

SSS SSSS?»=2=3SS 

assigning  to  him  the  necessary  author  tv  tl*31!  f°r  activities  of  ar)y  kind  without 
festiy  bo?h  uns tbat  responsibility  is  mani- 

supervisor’s  authority  is  derived  from  7Subordinat®  relationship,  for  example,  the 
subordinates.  °m  h'S  resP°ns.bility  to  coordinate  the  work  of 

thelor^an^ati^^'Thu^0al^ndivfdua^^vo)kiCia,  'T**™  *  USe  the  r6S0Urces  of 

to  withdraw  materials  from  storaae  thA^H^  ,s  autbon'ty to  use  equipment  or 
command  his  men  to  do  a  Sob  lb ^  t T'  f0reman  needs  auth°"ty  to 
medicine  to  a  patient  the  suraeon  nAeril  P'ta  nUrSe  needs  authority  to  issue 
operating  team  a  basebSl  coach  1st  ha  t0  ““  the  actions  of  a"  entire 
a  particular  play,  and  a  general  manaoer  of  1^°!  n°  °al1  for  the  execution  of 
consummate  a  player  deal.  9  °f  3  basebal1  team  needs  authority  to 

coordinate  the  efforts  oTslVrlatesl  ^  the  adm,nistrative  level.  In  order  to 
to  orders  and  *  °btain  their ' Stance 

official  permission  Tuse  soil  thfn  °  admm,Strative  auth°rity  a'so  includes 
ments.  Thus,  a  * the  °r9anization  as  induce- 

the  purpose  of  °r  t0  imp°Se  penalties  for 

is  the  understanding  that  in  suDerior  ,1^  the  def,nitl0n  of  authority,  then, 
permission  to  invoke  sanctions  in  order  to  oh!*6  relat,°nsh'Ps’  the  superior  has 
In  the  traditional  literals this  au 1  1 3bta,1n'°mpl,anCe  from  subordinates. 
The  source  of  this  authority’  is  not  Ihl  T*  'e9al”0r  “official  authority.”3 
derived  from  the  organization.^  It  is  an  attrillVhlndlVldUa1,  bUt  rather  '* is 
organization  member  has  authority  hero,  h  &  °f  offlce  or  formal  position.  An 
not  because  of  personal  characteristics  inth'  6  OC<TuPies  a  certain  position  and 
of  legal  authority,  obedience  is  owed  to  th  i S  r®9ard’  Weber  states:  “In  the  case 
l«  «'«"ds  to  the  persons  exerois,„g  aumori^o, 


For  mst:ance,  see  James  D.  Mooney 
Harper  &  How,  1939),  pp.  17-23;  Lyndall’ 
Harper  &  Row,  1939),  pp.  45-46;  Fayol, 

7  Ur  wick,  op.  cit.,  p.  46. 

*  Fayol,  op.  cit.,  p.  21. 

For  a  discussion  summarizing  the  i 
see  Harold  Koontz  and  Cyril  O’Donnell  . 
Book  Co.,  1955),  pp.  48-54.  ' 


'The  Prtrieiples  of  Organization  (rev  ed  *  New  York- 


issues  eoneerning  official  versus  personal  authorifv 
Principles  of  Management  (New  York:  McGraw-Hill 
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forma!  legality  of  the  commands  and  only  within  the  scope  of  aathority  of  the 

Line  and  Staff  Authority 

SfiHSSSSrS' 

££S#S2£bSKS 


Staff  Concept  in  Business  Organization 


SliiSsISp 

Or^n^^(New°?o“f  Oxford  UnStfpresTl^  *"**  ***  Economic 

11  Mooney,  op.  cit,  p.  6.  ’  ’*  P'  Z*' 

Magazine  Co.,  ^x'e^ecially^ch^^  Pnnciples  °f  Efficiency  (New  York:  Engineering 

A  McGraw-Hill  Book  Co.,  i960),  pp.  186^7 

for  the  president.  See:  “Handy  Men  with  Gro^™  P^'61^  percent  employ  staff  assistance 
PP.  193-97.  y  n  Wltil  trowmS  Power,”  Business  Week,  October  19,  1957, 

and.  Corefro/^CTv^oric-^c&aw JKH  Book^Ca^ Organization 
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because  the  control,  service,  and  coordinative  activities  imply  that  staff  units 
exercise  some  degree  o  authority  over  the  line  organization  Frederick  TaWo  's 
‘■functional  management”  played  an  important  part  in  the  development  of  Sal? 
specialization.  Even  though  Taylor  did  not  use  the  line-staff  classification  2 
suggested  that  staff  work  or  as  he  called  it,  "brain  work”  should  be  differentiated 
“All  poss.ble  brain  work  should  be  removed  from  the  shop  and  centered  n  £ 
planning  or  laying  out  department,  leaving  for  the  foreman  and  gang  bosses  work 
strictly  executive  in  its  nature.”*  Taylor's  classification  roughly  resemb?es  the 
Hne-staff  classification  In  fact,  many  of  the  activities  that  he  removed  from  the 

Plan"'nfl  d6Partm*"r  "  —  «•-  <"  2 
The  modification  of  the  line-staff  concept  to  serv<=  «  a  ,  ,  , 

differentiation  of  authority  but  also  for  the  differentiation  of  activities°  foTlxlmpfe 
control  activities,  service  activities,  and  so  on  comolicates  thic  CJL  f  mple' 
concept.16  The  inclusion  of  control  and  service  acTvEln  £  ST*  ^ 
frequently  requires  line  authority.  For  instance,  control  activities  such  as  “nT 
sng,  product  inspection,  and  fire  protection  are  meaninniooo  account- 

mand  authority  is  vested  in  them.  Service  activities  such  as  DutcheST  S°!Te  C°m' 
nance  frequently  are  given  authority  thatovImH^th  P.Urchasin9  and 

hybrid  type  of  authority,  which  has  been  labeled  functional ^"'SlyTine 
authority  limited  to  a  specified  function  that  ^  y>  s  rea  y  ,,ne 

department.  This  command  authority  is  limited  to  the  Jpeda^ed  ?unctiof  fS 
instance,  an  inspection  department  of  a  mam  H  ,  TUnction.  For 

,he  “ 

The  introduction  of  functional  anthnritw  ™ _ * 

“  8“ 5 

AMOUNT  OF  ORGANIZATIONAL  AUTHORITY 

is  the  delegation  considerable  attention 

authority  by  a  higher  authority  ”«  Essentially  tiv  *  the  confernng  of  a  specified 

organization,  thafauttioray  ™st  bo  dZatd  T  'l  ^  si"’ptes' 

&  Row,  1947Xkp^'  I^99T’  Sh°P  Management-”  in  Scientific  Management  (New  York:  Harper 

authority  bm  i^afso^pro^des^rotfg^guide'for^iie'se1  Specialization  wi*  respect  to  type  of 
ftLhrCny  <Une)  and  indirectly  (staff)re1atedto  thHft  actiJities  int0  those  which 
tht  ol  °aviLS  argues  tha1  the  department  conrerLH  ?  a“ammem  of  organizational  goals. 
wC;mphshment  are  line  departments  f  aCtlvities  which  are  “organic”  to 

8  Mooney,  op.  cit,  p.  17. 


Yarway  Corporation  /  Readings  133 
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s33££3^^ttXZZ 
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n°Ess£ssr' 
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-  rr^s:rr^rr,0' — * 

Centralization  and  Decentralization 

if  T’’adlt,on®1  theory  Prescribes  that  authority  be  equal  to  responsibility  that  k 

ir3sH"speo,^s  ■" 

thonty  ,s  retained  by  central  management,  there  exists  a  degree  of  centraSat^n 
aaem<ant°r?aniZatl°n  A*  3  min,mum'  according  to  traditional  theory  central  man 

r^S* °ach  ~  ?£%£££ 


graphic  dispersiorfo^orgMiizatiOTial  u^ts^for  tos^0"'  h^ve,been  used  t0  describe  the  geo¬ 
in  Chicago,  New  York,  ag„d  ?ecen*alizatl°n  <*  warehouses 

location  of  sales  offices  in  London  Tokyo and  SanFran  "arehouse  “  Chicago,  or  the 
section  of  the  book  is  limited  to  the  dispe^on  of  ltl”'  P"  USe  °.f  these  terms  in  this 

the  decentralization  of  authority  to  several  levels  of  an  md  ™  lbe  or8anization,  for  example, 

zation  of  authority  to  one  level.  11  f  g  nl2atl0n  as  opposed  to  the  centrali- 

Dearden°“Mfrage  oPf  Profi^Decm  authority,  see:  John 

(November-December,  1961),  pp.  140-48.  ’  H  ard  Bus™ess  Review,  Vol.  40.  No.  6 
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Practitioners  have  found  convenient  ways  to  withhold  some  authority  and  yet 
permit  decentralization.  This  is  done  usually  by  delegating  operating  authority  and 
retaining  policymaking  authority.  A  rough  definition  of  operating  authority  is  the 
authority  needed  to  make  detailed,  specific  and  repetitive  decisions.  Policymaking 
authority  \s  confined  roughly  to  formulating  basic  long-term  objectives  and  adopt¬ 
ing  courses  of  action  that  provide  general  guides  to  operating  decisions  and 
practices.  Let  us  turn  to  several  examples  of  this  practice. 


Departmentation,  Authority,  and  Size  of  Administrative  Unit 

Departmentation  refers  to  the  grouping  of  specialized  activities  into  depart¬ 
ments  or  subunits  of  an  organization.  The  dispersion  of  authority  and  the  size  of 
the  administrative  unit  are  related  to  departmentation  to  the  extent  that  some 
patterns  for  grouping  activities  facilitate  decentralization  and  small  administrative 
units,  while  others  lend  themselves  to  centralization  and  large  administrative  units 
However,  before  we  pursue  these  relationships,  the  term  “administrative  unit”' 
must  be  defined.  An  administrative  unit  is  an  organizational  unit  which  contains 
the  sufficient  component  parts  to  operate  autonomously.  An  administrative  unit 
characteristically  resembles  a  total  organization.  In  other  words,  it  is  a  unit  which 
can  make  virtually  all  of  the  decisions  and  take  virtually  all  of  the  actions  necessary 
to  achieve  a  general  purpose.  In  a  business  organization,  for  example,  this  means 
that  an  administrative  unit  is  capable  of  making  the  necessary  decisions  and 
performing  the  activities  needed  to  finance,  manufacture,  and  distribute  a  given 
product.  In  a  military  organization  an  administrative  unit  is  a  task  force  capable 
of  making  the  decisions  and  performing  all  of  the  duties  necessary  in  achievina 
a  given  military  mission.  In  a  hospital  organization  this  means  that  an  administrative 
unit  can  perform  the  full  line  of  medical  services  needed  to  accomplish  its  goals 
Departmentation  and  Size  of  Administrative  Unit.  Grouping  organizational 
components  according  to  purpose  permits  smaller  administrative  units  than  de¬ 
partmentation  on  the  basis  of  function.  This  result  can  be  illustrated  with  a  hypo¬ 
thetical  example.  Suppose  that  four  functions,  A,  B,  C,  and  Omust  be  performed 
on  each  of  four  products  of  a  business  organization.  Departmentation  on  the  basis 
of  function  is  shown  in  Figure  7.  In  the  diagram,  5  represents  supervision  M 

;“SrTal  man3fment'  and  the  solicNine  box  encloses  the  administrative 
unit  or  the  total  organization  in  this  case.  Since  the  functions  A,  B,  C,  and  D  require 

coordination  for  each  product,  the  coordinating  authority  for  each  product  must 
be  placed  at  the  level  of  general  management,  M. 

„  'fj!°r9anizattional  components  are  grouped  according  to  purpose  (or  prod- 

un  ts  indSpTh  h  7Uld,  be  desi9ned  according  to  Figure  8.  The  administrative 
unte  ind'cated  by  broken-line  boxes  include  all  of  the  functions  necessary  to 

produce  one  product.  In  comparison  to  the  functional  departmentation  of  Figure 

each  onhaT  departmentatl0n  of  Fi9ure  8,  requires  more  administrative  units  but 
each  of  the  four  units  is  smaller.  In  addition,  the  coordinating  authority  for  each 

L  t  SZ  Ced?  3  l0W6r  l6Vel  °f  the  or9anizati°n,  that  is,  at  level  S  and  there 
wer  hierarchical  levels  involved  in  the  administrative  unit 

6°*Z«^ntat!°n  and  DisPersion  °f  Authority.  As  we  indicated  above 

le  uSEr^  7PT  °r  Pr°dUCt  PermitS  *he  estab'ishment  of  administra- 
It  1, J  in  the  or9anizat'on  than  does  departmentation  by  function 
as  also  possible  to  place  the  coordinating  authority  for  each  product  at  lower 
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FIGURE  7 

Functional  Departmentation  and  Administrative  Unit 


Total  organization  and  administrative  unit 


FIGURE  8 


Legend: 


Total  organization 


{  Administrative  unit 


levels.  In  terms  of  the  dispersion  of  authority,  then,  organization  by  product  allows 
a  greater  degree  of  decentralization  than  the  functional-type  organization.  This 
result  may  be  illustrated  further  with  more  specific  examples  of  business  firms 
shown  in  Figures  9  and  10. 

In  these  illustrations,  it  is  assumed  that  manufacturing,  marketing,  ancf  finance 
are  all  the  functions  necessary  (of  course,  there  are  others,  such  as  personnel 
engineering,  and  purchasing  functions)  to  complete  a  product.  In  the  purpose-type 
organization  (Figure  10),  each  of  the  products  divisions  can  be  managed  as  an 
autonomous  unit.  The  coordinating  authority  for  each  product  can  be  assigned  to 
vice  presidents  at  level  2.  The  delegation  of  coordinating  authority  for  each  product 
in  the  functional-type  organization,  Figure  9,  cannot  be  delegated  below  the  presi¬ 
dent,  level  3. 
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FIGURE  9 

Functional-Type  Organization 


Vice  president 
mufacturimg  divisi 


Vice  president 
targeting  division 


Vice  president 
finance  division 
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FIGURE  10 

Purpose-Type  Organization 


Vice  president 
product  A 


Vice  president 
product  B 


Vice  president 
product  C 
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Authority  and  Service  Activities 

The  delegation  of  authority  and  the  arrangement  of  service  activities  are  related 
smce  the  assignment  of  work  creates  a  responsibility  which  in  turn,  according  to 
traditional  theory,  must  be  accompanied  by  authority.  Service  activities  which  may 
be  demanded  by  several  departments  can  be  centralized  under  one  service  de¬ 
partment  or  decentralized  in  each  department  that  needs  the  service.  For  instance 
if  several  departments  within  an  organization  have  a  demand  for  the  services  of 
an  electronic  computer,  these  services  may  be  centralized  in  one  department  and 

Sacedtnei  h6f^all  *he  US6rS’  °r  an  electronic  computer  installation  can  be 
El  hf  k  !  departments- The  solut''on  to  this  organizational  problem  may 
EEiEt  Efd  00  W!at  ls  economically  or  technologically  feasible.  From  the  economic 
point  of  v.ew  if  each  of  the  departments  does  not  have  a  sufficient  demand  for 
the  full  use  of  a  computer,  this  service  may  be  centralized,  because  it  would  be 
uneconomical  to  employ  a  computer  in  each  department. 

Authority  and  Span  of  Supervision 

j::lSPerS!0n  °l authority  in  any  Particular  case  is  affected  by  the  span  of 
signed  to  a  P°"Cy  ad°p*ed  in  a"  or9anizati°n-  The  number  of  subordinates  as- 

Stf  aSL  ^  ^  Part’  thS  W°rkl0ad  °f  the  superior'  ln  other 

ble  amount  nf  f  1  3  n1frr°^  Span  of  supervision'  he  can  devote  a  considera- 

amount  of  time  to  each  subordinate.  He  can  supervise  “closely,”  and  retain 
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much  of  the  decision-making  authority.  Though  close  supervision  is  not  a  neces¬ 
sary  consequence  of  a  narrow  span  of  supervision,  it  is  at  least  possible  to  occur. 

On  the  other  hand,  if  a  superior  has  a  large  number  of  subordinates,  the 
supervisory  work  load  may  force  him  to  delegate  much  of  the  decision-making 
authority  and  to  supervise  each  subordinate  less  frequently.  With  a  large  number 
of  subordinates,  the  amount  of  time  that  a  superior  can  spend  with  each  one  of 
his  subordinates  may  be  severely  limited.  By  decentralizing  authority,  the  superior 
shifts  some  work  and/ or  decision  making  to  his  subordinates,  and  thus  his  work 
load  can  be  reduced.  Worthy  argues  that  increasing  the  ratio  of  subordinates  to 
superior  represents  a  method  of  forcing  the  downward  delegation  of  authority.21 


From 

STRATEGY  AND  STRUCTURE* 

By  Alfred  D.  Chandler t 

.  .  .  The  following  set  of  general  or  theoretical  propositions  attempts  to  provide 

some  sort  of  conceptual  precision.  Without  reference  to  historical  reality,  they  try 
to  explain  in  fairly  clear-cut,  oversimplified  terms  how  the  modern,  “decentralized" 
structure  came  into  being. 

Before  developing  these  propositions,  the  term  industrial  enterprise  needs  to 
be  defined.  Used  in  a  broad  sense,  it  means  here  a  large  private,  profit-oriented 
business  firm  involved  in  the  handling  of  goods  in  some  or  all  of  the  successive 
industrial  processes  from  the  procurement  of  the  raw  material  to  the  sale  to  the 
ultimate  customer.  Transportation  enterprises,  utilities,  or  purely  financial  compa¬ 
nies  are  not  then  included  in  this  study,  while  those  firms  concerned  with  marketing 
and  with  the  extraction  of  raw  materials  as  well  as  those  dealing  with  processing 
or  manufacturing  do  fall  within  this  definition.  An  industrial  enterprise  is  thus  a 
subspecies  of  what  Werner  Sombart  has  described  as  the  capitalistic  enterprise, 
which  as  “an  independent  economic  organism  is  created  over  and  above  the 
individuals  who  constitute  it.  This  entity  appears  then  as  the  agent  in  each  of  these 
transactions  and  leads,  as  it  were,  a  life  of  its  own,  which  often  exceeds  in  length 
that  of  its  human  members.” 

While  the  enterprise  may  have  a  life  of  its  own,  its  present  health  and  future 
growth  surely  depend  on  the  individuals  who  guide  its  activities.  Just  what,  then, 
are  the  functions  of  the  executives  responsible  for  the  fortunes  of  the  enterprise? 
They  coordinate,  appraise,  and  plan.  They  may,  at  the  same  time,  do  the  actual 
buying,  selling,  advertising,  accounting,  manufacturing,  engineering,  or  research 
but  in  the  modern  enterprise  the  execution  or  carrying  out  of  these  functions  is 
usually  left  to  such  employees  as  salesmen,  buyers,  production  supervisors  and 

and  Emp,°yee  Morale American  Sociolo<>- 

MIT  Prls  f  Td  S*u*ure  byuAlfred  D-  Chandler>  Jr-  by  permission  of  The 

™  A  li  S£2£"dge’  Massachusetts-  Copyright  ©  1962  by  Massachusetts  Institute  of  Tech- 
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foremen,  technicians,  and  designers.  In  many  cases,  the  executive  does  not  even 
personally  supervise  the  working  force  but  rather  administers  the  duties  of  other 
executives.  In  planning  and  coordinating  the  work  of  subordinate  managers  or 
supervisors,  he  allocates  tasks  and  makes  available  the  necessary  equipment 
materials,  and  other  physical  resources  necessary  to  carry  out  the  various  jobs’ 
In  appraising  their  activities,  he  must  decide  whether  the  employees  or  subordinate 
managers  are  handling  their  tasks  satisfactorily.  If  not,  he  can  take  action  bv 
changing  or  bringing  in  new  physical  equipment  and  supplies,  by  transferring  or 
shifting  the  personnel,  or  by  expanding  or  cutting  down  available  funds.  Thus  the 
term,  administration,  as  used  here,  includes  executive  action  and  orders  as  well 
as  the  decisions  taken  in  coordinating,  appraising,  and  planning  the  work  of  the 
enterprise  and  in  allocating  its  resources. 

The  initial  proposition  is,  then,  that  administration  is  an  identifiable  activity  that 
it  differs  from  the  actual  buying,  selling,  processing,  or  transporting  of  the  goods 
and  that  in  the  large  industrial  enterprise  the  concern  of  the  executives  is  more 
with  administration  than  with  the  performance  of  functional  work.  In  a  small  firm 
the  same  man  or  group  of  men  buy  materials,  sell  finished  goods,  and  supervise 
manufacturing  as  well  as  coordinate,  plan,  and  appraise  these  different  functions 
In  a  large  company,  however,  administration  usually  becomes  a  specialized  full¬ 
time  job.  A  second  proposition  is  that  the  administrator  must  handle  two  types  of 
administrative i  tasks  when  he  is  coordinating,  appraising,  and  planning  the  activi- 
hes  of  the  enterprise.  At  times  he  must  be  concerned  with  the  long-run  health  of 
h,s  company,  at  other  times  with  its  smooth  and  efficient  day-to-day  operation  The 
first  type  of  activity  calls  for  concentration  on  long-term  planning  and  appraisal 
the  second  for  meeting  immediate  problems  and  needs  and  for  handling  unex- 

tPhtt  J°t  9enfCie!  °tr  CriSeS’  T°  be  sure’  in  real  life  the  distinction  between 
these  two  types  of  activities  or  decisions  is  often  not  clear  cut.  Yet  some  decisions 

nmrnH  V6ry  ar9ely  W'th  defin'n9  basic  90als  and  the  course  of  action  and 
,Pl  T;?SS(ary aChi6Ve  these  90als'  while  other  decisions  have  more 
to  do  with  the  day-to-day  operations  carried  out  within  the  broader  framework  of 
goals,  policies,  and  procedures.  K  OT 

The  next  few  propositions  deal  with  the  content  of  administrative  activities 

S2  T*.  "erer"  ^  01  I**  »  P««lo~  in  SSS 

administrative  structures.  The  executives  in  a  modern  “decentralized”  comoanv 

?‘he'r administrative  activities  from  four  different  types  of  positions  ^ 
Each  of  these  types  within  the  enterprise  has  a  different  mnge of SmSative 

^  N°rmally' each  ls  on  a  different  level  of  authority.  At  the  top  is  a  genera/ 
office.  There,  general  executives  and  staff  specialists  coordinate  appraise  and 

LflvS^  pol'cl®sand  aliocate  resources  for  a  number  of  quasiinomous 

nn  th!  f  ta'ned  dlvlsl0ns-  Each  division  handles  a  major  product  line  or  carries 
on  the  firm’s  activities  in  one  large  geographical  area.  Each  dSn's  2S 

isTesDonsihlp  fdmi"'sters  a  number  of  departments.  Each  of  these  departments 
.  .p  P  e  for  administration  of  a  major  function — manufactured  sellina  nur 

Th ^7epart^nXldrTXer—r  en9ineerin9'  search,  finance,’ and  the  like! 
a  number  oSu Z  TrTf  ltS,tUm  COOrdinates-  aPP'a'ses,  and  plans  for 
a  branch  nr  At  th.®  0west  level>  each  fie!d  unit  runs  a  plant  or  works 

laboratnrv  00  sa  es  °ffice’  a  purchasing  office,  an  engineering  or  research 

ISSKST"8  °r.0ther  ,inandal  °,fiCe'  3nd  the  **  fo-typeTof 

positions  in  a  large  multidivisional  enterprise  are  thus:  the  field  unit, 
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the  departmental  headquarters,  the  division’s  central  office,  and  the  general  office. 
These  terms  are  used  throughout  this  study  to  designate  a  specific  set  of  adminis- 
rabve  activities.  They  do  not,  it  should  be  stressed,  refer  to  an  enterprise’s  office 
buildings  or  rooms.  One  office  building  could  house  executives  responsible  for  any 
one  of  the  positions  or  conceivably  those  responsible  for  all  four.  Conversely,  the 
executives  in  any  one  of  the  posts  could  be  housed  in  different  rooms  or  buildings. 

Only  in  the  first,  the  field  unit,  are  the  managers  primarily  involved  in  carrying 
on  or  personally  supervising  day-to-day  activities.  Even  here,  if  the  volume  of 
activity  is  large,  they  spend  much  of  their  time  on  administrative  duties.  But  such 
duties  are  largely  operational,  carried  out  within  the  framework  of  policies  and 
procedures  set  by  departmental  headquarters  and  the  higher  offices.  The  depart¬ 
mental  and  divisional  offices  may  make  some  long-term  decisions,  but  because 
their  executives  work  within  a  comparable  framework  determined  by  the  general 
office,  their  primary  administrative  activities  also  tend  to  be  tactical  or  operational. 

e  general  office  makes  the  broad  strategic  or  entrepreneurial  decisions  as  to 
policy  and  procedures  and  can  do  so  largely  because  it  has  the  final  say  in  the 
a  ocation  of  the  firm’s  resources — men,  money,  and  materials — necessary  to 
carry  out  these  administrative  decisions  and  actions  and  others  made  with  its 
approval  at  any  level. 

It  seems  wise  here  to  emphasize  the  distinction  between  the  formulation  of 
policies  and  procedures  and  their  implementation.  The  formulation  of  policies  and 
procedures  can  be  defined  as  either  strategic  or  tactical.  Strategic  decisions  are 
concerned  with  the  long-term  health  of  the  enterprise.  Tactical  decisions  deal 
more  with  the  day-to-day  activities  necessary  for  efficient  and  smooth  operations. 

ut  decisions,  either  tactical  or  strategic,  usually  require  implementation  by  an 
a  location  or  reallocation  of  resources— funds,  equipment,  or  personnel.  Strategic 
plans  can  be  formulated  from  below,  but  normally  the  implementation  of  such 
proposals  requires  the  resources  which  only  the  general  office  can  provide.  Within 
the  broad  policy  lines  laid  down  by  that  office  and  with  the  resources  it  allocates 
the  executives  at  the  lower  levels  carry  out  tactical  decisions. 

The  executives  who  actually  allocate  available  resources  are  then  the  key  men 
in  any  enterprise.  Because  of  their  critical  role  in  the  modern  economy  they  will 
be  defined  in  this  study  as  entrepreneurs.  In  contrast,  those  who  coordinate, 
appraise,  and  plan  within  the  means  allocated  to  them  will  be  termed  managers! 
So  entrepreneurial dec\s\ons  and  actions  will  refer  to  those  which  affect  the  alloca¬ 
tion  or  reallocation  of  resources  for  the  enterprise  as  a  whole,  and  operating 
decisions  and  actions  will  refer  to  those  which  are  carried  out  by  usinq  the  re¬ 
sources  already  allocated. 

•  *uUSl Abecause  the  entrepreneurs  make  some  of  the  most  significant  decisions 
in  the  American  economy,  they  are  not  all  necessarily  imbued  with  a  long-term 
strategic  outlook.  In  many  enterprises  the  executives  responsible  for  resource 
allocation  may  very  well  concentrate  on  day-to-day  operational  affairs,  giving  little 
or  no  attention  to  changing  markets,  technology,  sources  of  supply,  and  other 
factors  affecting  the  long-term  health  of  their  company.  Their  decisions  may  be 
made  without  forward  planning  or  analysis  but  rather  by  meeting  in  an  ad  hoc  way 
every  new  situation,  problem,  or  crisis  as  it  arises.  They  accept  the  goals  of  their 
enterprise  as  given  or  inherited.  Clearly  wherever  entrepreneurs  act  like  managers 
wherever  they  concentrate  on  short-term  activities  to  the  exclusion  or  to  the 
detnment  of  long-range  planning,  appraisal,  and  coordination,  they  have  failed  to 
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22JJU  effect!ye|y their  role  the  economy  as  well  as  in  their  enterprise.  This 

an  Ulr  t  S  a  PrOV,de  3  USefU'  Criteri°n  f0r  evaluatin9  the  performance  of 
an  executive  in  American  industry. 

nfnAfflSeadyhP°Std  °Ut’  executives  in  the  lar9e  enterprise  work  in  four  types 
of  offices,  each  with  his  own  administrative  duties,  problems,  and  needs  The  four 

"“T scales’ and  “r  offlcefS  ha»a 

zons.  The  managers  in  the  field  unit  are  concerned  with  one  function— marketinq 
manufacturing,  engineering,  and  so  forth-in  one  local  area.  The  executives  in  the 
departmental  headquarters  plan,  administer,  and  coordinate  the  activities  of  one 
function  on  a  broad  regional  and  often  national  scale  rather  than  just  locally  Their 
professional  activities  and  their  outside  sources  of  information  concern  men  and 

on  he  oTer^nd^e^  ^  sam®  ^ specialized  function,  the  divisional  executives, 
J  ^  , h  d’ d  Wlth  an  lndustry  rather  than  a  function.  They  are  concerned 
w'th  all  the  functions  involved  in  the  over-all  process  of  handling  a  line  of  products 
or  services  Then-  professional  horizons  and  contacts  are  determined  by^industrv 

HpIT  -!han  funct.l0nal  ,nterests.  Finally,  executives  in  the  general  office  have  to 
eal  with  several  industries  or  one  industry  in  several  broad  and  different  qeo- 
graphical  regions.  They  set  policies  and  procedures  and  allocate  resources  for 
divisions  carrying  out  all  types  of  functions,  either  in  different  geographical  areas 
or  in  quite  different  product  lines.  Their  business  horizons  and  interests  are  broad 
®d  0ver  natl0nal  and  even  international  economies 

Whi'e  all  four  types  of  offices  exist  in  the  most  complex  of  industrial  enterprises 

£  nrnfl?fC°UrSftKX,St  S6parately- An  industrial  enterprise  can  include  one  two’ 
«uee,  or  all  four  of  these  offices.  Many  small  firms  today  have  only  a  single  office 

managing  a  single  plant,  store,  laboratory,  financial  operation  or  sales  activity 
Larger  companies  with  a  number  of  operating  units  carry  out  a 

Thek  overa  faH  S^6  °r  ^  man^cturing,  purchasing,  orengTne^ 

2  '  °  .era"  admi™strative  structure  comprises  a  headquarters  and  field  offices 
So  also  today  there  are  integrated  industrial  enterprises  that  handle  several  eco’ 

Z IS0"3  ra“1‘,r  iust  °na- F,nal1*  “•  wSt 

,unc,k,ns  and  producin9  a  varie,y  °< 9Mds 

,  ,  °m  a  dl"eren'  'VP'  01  arowtt,.  Until  the  volume  or 

®  .h™'  9'  a  complexity  of  an  enterprise’s  economic  activities  had  so  grown  as 
to  demand  an  increasing  division  of  labor  within  the  firm,  little  time  needed  to  be 

S  o,n*fT'alra,iVa  T*-  ^  rS)  one  o' 

ore  of  the  firms  executives  to  concentrate  on  coordinating  appraisina  and 
Sh9  Specialized  activities.  When  the  enterprise  expanded  geograph 

location  ftehad9toUcmataCqUinn9  fad'itieS  a"d  personnel  distant  from  its  original 
he  units  n  the  IJ  w  an  torgan,2atio"  at  a  central  headquarters  to  adminker 

came  o  adminiJw  H  "  5®W  by  m°Vin9  int0  new  functions-  a  central  office 

cemra  a2  !  departments  carrying  on  the  different  functions.  Such  a 

poncv  If  vertica  nS  T  PrOV8d  neC8SSary'  for  examP|e-  wh®n  in  following  the 
oronlU  ,9  °"  3  manufacturing  firm  began  to  do  its  own  wholesaling, 

procuring  of  supplies,  and  even  producing  raw  materials.  Finally  when  an  inte 
grated  enterprise  became  diversified  through  purchasing  or  creating  new  facilities 
and  entered  new  lines  of  business,  or  when  it  expanded  its  severa?Tu“S 
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dePartments  over  a  stiH  larger  geographical  area,  it  fashioned  a  number  of  inte¬ 
grated  divisional  units  administered  by  a  general  office. 

The  thesis  that  different  organizational  forms  result  from  different  types  of 
growth  can  be  stated  more  precisely  if  the  planning  and  carrying  out  of  such  growth 
is  considered  a  strategy,  and  the  organization  devised  to  administer  these  en¬ 
larged  activities  and  resources,  a  structure.  Strategy  can  be  defined  as  the  deter¬ 
mination  of  the  basic  long-term  goals  and  objectives  of  an  enterprise,  and  the 
adoption  of  courses  of  action  and  the  allocation  of  resources  necessary  for  carry¬ 
ing  out  these  goals.  Decisions  to  expand  the  volume  of  activities,  to  set  up  distant 
p  ants  and  offices,  to  move  into  new  economic  functions,  or  become  diversified 
along  many  lines  of  business  involve  the  defining  of  new  basic  goals.  New  courses 
of  action  must  be  devised  and  resources  allocated  and  reallocated  in  order  to 
achieve  these  goals  and  to  maintain  and  expand  the  firm’s  activities  in  the  new 
areas  in  response  to  shifting  demands,  changing  sources  of  supply,  fluctuating 
economic  conditions,  new  technological  developments,  and  the  actions  of  com- 
petitors.  As  the  adoption  of  a  new  strategy  may  add  new  types  of  personnel  and 
acuities,  and  alter  the  business  horizons  of  the  men  responsible  for  the  enterprise 
it  can  have  a  profound  effect  on  the  form  of  its  organization. 

Structure  can  be  defined  as  the  design  of  organization  through  which  the 
enterprise  is  administered.  This  design,  whether  formally  or  informally  defined  has 
two  aspecte.  It  includes,  first,  the  lines  of  authority  and  communication  between 
the  different  administrative  offices  and  officers  and,  second,  the  information  and 
data  that  flow  through  these  lines  of  communication  and  authority.  Such  lines  and 
such  data  are  essential  to  assure  the  effective  coordination,  appraisal,  and  plan- 
nmg  so  necessary  in  carrying  out  the  basic  goals  and  policies  and  in  knitting 
together  the  total  resources  of  the  enterprise.  These  resources  include  financial 
capital;  physical  equipment  such  as  plants,  machinery,  offices,  warehouses  and 
other  marketing  and  purchasing  facilities,  sources  of  raw  materials,  research  and 
engineering  laboratories;  and,  most  important  of  all,  the  technical,  marketing  and 
administrative  skills  of  its  personnel. 

The  thesis  deduced  from  these  several  propositions  is  then  that  structure 
follows  strategy  and  that  the  most  complex  type  of  structure  is  the  result  of  the 
concatenation  of  several  basic  strategies.  Expansion  of  volume  led  to  the  creation 
of  an  administrative  office  to  handle  one  function  in  one  local  area.  Growth  through 
geographical  dispersion  brought  the  need  for  a  departmental  structure  and  head¬ 
quarters  to  administer  several  local  field  units.  The  decision  to  expand  into  new 
types  of  functions  called  for  the  building  of  a  central  office  and  a  multidepartmental 
structure,  while  the  developing  of  new  lines  of  products  or  continued  growth  on 
a  national  or  international  scale  brought  the  formation  of  the  multidivisional  struc¬ 
ture  with  a  general  office  to  administer  the  different  divisions.  For  the  purposes 
of  this  study,  the  move  into  new  functions  will  be  referred  to  as  a  strategy  of  vertical 

integration  and  that  of  the  development  of  new  products  as  a  strateqy  of  diversifi- 
cation. 

This i  theoretical  discussion  can  be  carried  a  step  further  by  asking  two  ques¬ 
tions:  (1 )  If  structure  does  follow  strategy,  why  should  there  be  delay  in  developing 
the  new  organization  needed  to  meet  the  administrative  demands  of  the  new 

strategy?  (2)  Why  did  the  new  strategy,  which  called  for  a  change  in  structure 
come  in  the  first  place? 
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There  are  at  least  two  plausible  answers  to  the  first  query.  Either  the  administra¬ 
tive  needs  created  by  the  new  strategy  were  not  positive  or  strong  enough  to 
require  structural  change,  or  the  executives  involved  were  unaware  of  the  new 
needs.  There  seems  to  be  no  question  that  a  new  strategy  created  new  administra¬ 
tive  needs,  for  expansion  through  geographical  dispersion,  vertical  integration,  and 
product  diversification  added  new  resources,  new  activities,  and  an  increasing 
number  of  entrepreneurial  and  operational  actions  and  decisions.  Nevertheless, 
executives  could  still  continue  to  administer  both  the  old  and  new  activities  with 
the  same  personnel,  using  the  same  channels  of  communication  and  authority  and 
the  same  types  of  information.  Such  administration,  however,  must  become  in¬ 
creasingly  inefficient.  This  proposition  should  be  true  for  a  relatively  small  firm 
whose  structure  consists  of  informal  arrangements  between  a  few  executives  as 
well  as  for  a  large  one  whose  size  and  numerous  administrative  personnel  require 
a  more  formal  definition  of  relations  between  offices  and  officers.  Since  expansion 
created  the  need  for  new  administrative  offices  and  structures,  the  reasons  for 
delays  in  developing  the  new  organization  rested  with  the  executives  responsible 
for  the  enterprise  s  long-range  growth  and  health.  Either  these  administrators  were 
too  involved  in  day-to-day  tactical  activities  to  appreciate  or  understand  the  longer- 
range  organizational  needs  of  their  enterprises,  or  else  their  training  and  education 
failed  to  sharpen  their  perception  of  organizational  problems  or  failed  to  develop 
their  ability  to  handle  them.  They  may  also  have  resisted  administratively  desirable 
changes  because  they  felt  structural  reorganization  threatened  their  own  personal 
position,  their  power,  or  most  important  of  all,  their  psychological  security. 

In  answer  to  the  second  question,  changes  in  strategy  which  called  for  changes 
in  structure  appear  to  have  been  in  response  to  the  opportunities  and  needs 
created  by  changing  population  and  changing  national  income  and  by  technologi¬ 
cal  innovation.  Population  growth,  the  shift  from  the  country  to  the  city  and  then 
to  the  suburb,  depressions  and  prosperity,  and  the  increasing  pace  of  technologi¬ 
cal  change,  all  created  new  demands  or  curtailed  existing  ones  for  a  firm’s  goods 
or  services.  The  prospect  of  a  new  market  or  the  threatened  loss  of  a  current  one 
stimulated  geographical  expansion,  vertical  integration,  and  product  diversifica¬ 
tion.  Moreover,  once  a  firm  had  accumulated  large  resources,  the  need  to  keep 
its  men,  money,  and  materials  steadily  employed  provided  a  constant  stimulus  to 
look  for  new  markets  by  moving  into  new  areas,  by  taking  on  new  functions,  or 
by  developing  new  product  lines.  Again  the  awareness  of  the  needs  and  opportuni¬ 
ties  created  by  the  changing  environment  seems  to  have  depended  on  the  training 
and  personality  of  individual  executives  and  on  their  ability  to  keep  their  eyes  on 
the  more  important  entrepreneurial  problems  even  in  the  midst  of  pressinq  opera¬ 
tional  needs.  a  y 

The  answers  to  the  two  questions  can  be  briefly  summarized  by  restating  the 
general  thesis.  Strategic  growth  resulted  from  an  awareness  of  the  opportunities 
and  needs— created  by  changing  population,  income,  and  technology— to  employ 
existing  or  expanding  resources  more  profitably.  A  new  strategy  required  a  new 
or  at  least  refashioned  structure  if  the  enlarged  enterprise  was  to  be  operated 
efficiently.  The  failure  to  develop  a  new  internal  structure,  like  the  failure  to  respond 
to  new  external  opportunities  and  needs,  was  a  consequence  of  overconcentration 
on  operational  activities  by  the  executives  responsible  for  the  destiny  of  their 
enterpnses,  or  from  their  inability,  because  of  past  training  and  education  and 
present  position,  to  develop  an  entrepreneurial  outlook. 
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One  important  corollary  to  this  proposition  is  that  growth  without  structural 
adjustment  can  lead  only  to  economic  inefficiency.  Unless  new  structures  are 
developed  to  meet  new  administrative  needs  which  result  from  an  expansion  of 
a  firm’s  activities  into  new  areas,  functions,  or  product  lines,  the  technological, 
financial,  and  personnel  economies  of  growth  and  size  cannot  be  realized.  Nor 
can  the  enlarged  resources  be  employed  as  profitably  as  they  otherwise  might  be. 
Without  administrative  offices  and  structure,  the  individual  units  within  the  enter¬ 
prise  (the  field  units,  the  departments,  and  the  divisions)  could  undoubtedly  oper¬ 
ate  as  efficiently  or  even  more  so  (in  terms  of  cost  per  unit  and  volume  of  output 
per  worker)  as  independent  units  than  if  they  were  part  of  a  larger  enterprise. 
Whenever  the  executives  responsible  for  the  firm  fail  to  create  the  offices  and 
structure  necessary  to  bring  together  effectively  the  several  administrative  offices 
into  a  unified  whole,  they  fail  to  carry  out  one  of  their  basic  economic  roles. 

The  actual  historical  patterns  of  growth  and  organization  building  in  the  large 
industrial  enterprise  were  not,  of  course,  as  clear-cut  as  they  have  been  theoreti¬ 
cally  defined  here.  One  strategy  of  expansion  could  be  carried  out  in  many  ways, 
and  often,  two  or  three  basic  ways  of  expansion  were  undertaken  at  one  and  the 
same  time.  Growth  might  come  through  simultaneous  building  or  buying  of  new 
facilities,  and  through  purchasing  or  merging  with  other  enterprises.  Occasionally 
a  firm  simultaneously  expanded  its  volume,  built  new  facilities  in  geographically 
distant  areas,  moved  into  new  functions,  and  developed  a  different  type  of  product 
line.  Structure,  as  the  case  studies  indicate,  was  often  slow  to  follow  strategy, 
particularly  in  periods  of  rapid  expansion.  As  a  result,  the  distinctions  between  the 
duties  of  the  different  offices  long  remained  confused  and  only  vaguely  defined. 
One  executive  or  a  small  group  of  executives  might  carry  out  at  one  and  the  same 
time  the  functions  of  a  general  office,  a  central  office,  and  a  departmental  head¬ 
quarters.  Eventually,  however,  most  large  corporations  came  to  devise  the  specific 
units  to  handle  a  field  unit,  a  functional  department,  an  integrated  division,  or  a 
diversified  industrial  empire.  For  this  very  reason,  a  clear-cut  definition  of  structure 
and  strategy  and  a  simplified  explanation  or  theory  of  the  relation  of  one  to  the 
other  should  make  it  easier  to  comprehend  the  complex  realities  involved  in  the 
expansion  and  management  of  the  great  industrial  enterprises.  .  .  . 

*  *  *  *  * 


The  Creative  Innovation 

.  .  .  The  inherent  weakness  in  the  centralized,  functionally  departmentalized 
operating  company  and  in  the  loosely  held,  decentralized  holding  company  be¬ 
came  critical  only  when  the  administrative  load  on  the  senior  executive  officers 
increased  to  such  an  extent  that  they  were  unable  to  handle  their  entrepreneurial 
responsibilities  efficiently.  This  situation  arose  when  the  operations  of  the  enter¬ 
prise  became  too  complex  and  the  problems  of  coordination,  appraisal,  and  policy 
formulation  too  intricate  for  a  small  number  of  top  officers  to  handle  both  long  run, 
entrepreneurial,  and  short-run,  operational  administrative  activities.  To  meet  these 
new  needs,  the  innovators  built  the  multidivisional  structure  with  a  general  office 
whose  executives  would  concentrate  on  entrepreneurial  activities  and  with  autono¬ 
mous,  fairly  self-contained  operating  divisions  whose  managers  would  handle 
operational  ones. 

Complexity  in  itself,  it  should  be  emphasized,  did  not  assure  innovation  or 
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to1become  aware  of  the  new  «>**. 
new  conditions,  and  then  the  plan  had  VtalS?  Th  k  P'3n  f°r  meeting  the 
executives.  Since  such  a  proq^amdealt  with  the.  ^cc®Pted  bV  most  of  the  senior 
than  with  technological  ormechanical  davai™  e,atl0"s  between  Persons  rather 

was  more  complicated  than  merely  bringing  a  n^w  Drodurrr1""9  °Ut  °f  thS  P'a" 
tive  use.  y  »  9  a  new  product  or  process  into  effec- 

invested^andmen^rnpl^ed^w^^lear^OTlv o^ie6^  ^ °f  °Utput  capital 

Growth  by  diversification  into  new  i.w  °  ^  °ne  aspect  of  the  new  complexity. 

«o„,n„,L»Sapa,Sro^ 

***** 

ORGANIZATIONAL  INNOVATORS 

Unless  structure  follows  strategy,  inefficiency  results  \/«i 

geographical  dispersion  vertical  intenrat,>,n " ^  f ,  ■ - Volume  exPansion. 

growth  by  any  of  these  and  continued 

preneurial  an  -ncreasingly  heavy  load  of  entre- 

'ines  of  authority  a,TSm„„L,fo „  1 J TTT  lhsy  ,a,led  to  ">*"» 

administration,  the  executives  throuahout  than  eveo°(,  '"formation  necessary  for 

deeper  into  operational  activities  anH  nft  r9anization  were  drawn  deeper  and 

in  conflict  witK  o“  to  Wer9  ”"kin9  at  «»  to  and 

Vet  structure  often  failed  to  follow  strata™  a  • 

was  the  very  fact  that  responsible  executives  hart  A  P"mary  reason  for  delay 

tional  activities.  .  bad  become  too  enmeshed  in  opera- 


3.  MISSISSIPPI  VALLEY  EQUIPMENT 
CORPORATION 


Case  Introduction 


SYNOPSIS 

A  group  of  St.  Louis  bankers,  who  own  the  Valley  Corporation,  merge 
the  company  with  another  to  form  Mississippi  Valley  Equipment  Corpo¬ 
ration.  J.  D.  Skinner,  president  of  Mississippi  Valley  Equipment  Corpora¬ 
tion,  takes  certain  actions  in  building  the  organization  structure  of  the 
company  and  in  the  formulation  of  company-wide  policies.  There  are 
problems  of  inventory  control,  sales  training,  finance,  and  personnel 
management — both  in  the  corporate  staff  and  in  the  Kansas  City  branch. 

T.  J.  Duncan,  manager  at  Kansas  City,  and  various  staff  personnel  disa¬ 
gree  on  the  establishment  of  policies  in  these  areas. 

WHY  THIS  CASE  IS  INCLUDED 

The  Mississippi  Valley  Equipment  Corporation  situation  offers  oppor¬ 
tunity  to  study  the  rational  plan  of  decentralization,  as  well  as  certain 
counter  tendencies  to  central  planning.  The  informal  organization  in  the 
company  can  be  studied  as  it  relates  to  the  formal  plan.  One  can  also  see 
how  these  two  types  of  organization  influence  the  behavior  of  people,  and 
how  they  may  either  reinforce  or  conflict  with  one  another. 

The  technological  and  economic  influences  on  organization  (design 
and  custom)  can  be  studied  along  with  the  human  influences.  The  case 
also  throws  light  on  the  question  as  to  whether  there  is  an  inherent 
conflict  between  technology  and  economics  of  organization,  on  the  one 
hand,  and  human  needs,  on  the  other. 

Finally,  the  case  shows  the  place  of  science  and  rational  planning  in 
the  corporate  affairs  of  this  company. 

DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 
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1.  Mississippi  Valley  Equipment  Corporation  customers  include  the 
city  of  St.  Louis  which  buys  water  system  pumps,  a  pharmaceutical  com¬ 
pany  which  buys  machines  for  its  production  lines  that  produce  vita¬ 
mins,  and  a  boat  manufacturer  which  purchases  small  valves  to  be 
placed  in  fishing  boats.  Do  you  think  that  the  Mississippi  Valley  Equip¬ 
ment  Corporation,  its  president,  and  its  corporate  headquarters  staff  are 
acting  in  the  public  interest? 

Head:  Smith,  The  Wealth  of  Nations,  pp.  423, 508.  Hayek,  “The  Corpo¬ 
ration  in  a  Democratic  Society:  In  Whose  Interest  Ought  It  and 
Will  It  Be  Run?”  pp.  100-101, 104-7, 116-17.  Taylor,  “Principles 
of  Scientific  Management.”  Beard,  Public  Policy  and  the  Gen¬ 
eral  Welfare,  p.  148,  et.  seq. 

2.  What  kind  of  interests  and  motivations  do  Skinner  and  his  head- 
quarters  staff  men  have?  Do  you  see  how  this  might  contribute  to  (1)  the 
welfare  of  society,  (2)  their  own  attempt  to  use  formal  organization  plan- 

Read:  Odiome,  How  Managers  Make  Things  Happen,  pp  4-1 1  37-38 
52-53.  Schumpeter,  The  Theory  of  Economic  Development,  pp.’ 

3.  Corporate  officers,  using  their  own  beliefs  and  values,  are  often 
important  forces  in  the  goal  setting  process  of  organizations.  What  influ¬ 
ence  did  the  previous  owner  have  on  Mississippi  Valley  Equipment  Cor¬ 
poration  goals?  Contrast  these  with  those  of  the  new  management 

Note:  There  is  no  reading  in  the  literature  of  economics  or  manage¬ 
ment  which  adequately  covers  this  question.  The  reader  may 
draw  his  own  conclusions,  and  in  doing  so  will  be  drawing 
original  hypotheses  about  corporate  goals,  what  they  are,  who 
sets  them,  and  for  what  reasons. 

4.  What  two  economic  principles  influence  Skinner  to  design  an  or¬ 
ganization  structure  which  uses  central  staff  specialist  planners  (such 
as  Dugan  and  Cooper)?  Why  are  these  planning  positions  centralized  at 
headquarters  instead  of  each  branch  having  its  own  staff  specialists? 

Read:  Summer,  “Economies  of  Scale  and  Organization  Structure.” 
Marshall,  Principles  of  Economics,  pp.  283-85.  Smith  The 
Wealth  of  Nations,  pp.  4-15.  ’ 

5.  According  to  traditional  management  theory,  which  form  of  pri¬ 
mary  operating  departmentation  has  Skinner  selected  and  why?  Whv 
has  he  Provided  a  headquarters  position  to  perform  the  central  purchas- 
ters?  SemCe  functlon?  Wh?  has  he  provided  staff  positions  at  headquar- 

Read:  Carzo  and  Yanouzas,  Formal  Organization:  A  Systems  Ap¬ 
proach,  pp.  24,  28-34,  43-44,  48-49,  54-57,  65-68. 

6.  Do  you  see  how  Skinner,  in  planning  the  new  organization  struc- 

WhaV^'n1^  t0  u  thiS  structure  to  his  maJor  strategic  decisions? 

St  S6  the  environment,”  is  causing  him  to  change  the 
strategy  and  therefore  the  structure,  of  Mississippi  Valley  Equipment 
Corporation?  What  stage  of  growth  is  the  Mississippi  Valley  Equipment 
Corporation  m  at  present?  p 

Read:  *Dubin,  “Imperatives  Affecting  Industrial  Relations  Deci- 
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sions.”  Chandler,  Strategy  and  Structure ,  pp.  7-17,  299-300, 
314-15.  *  Anderson,  An  Organization  Appraisal ,  pp.  1-2. 

7.  It  is  often  said  that  there  are  two  organization  structures  in  every 
company — the  formal  structure  (codified  set  of  position  descriptions  and 
procedural  rules)  and  the  informal  structure  (habit  patterns,  customary 
way  of  doing  things,  “common  law”).  Give  examples  of  these  two  struc¬ 
tures  in  Mississippi  Valley  Equipment  Corporation.  Do  they  conflict  or 
coincide?  Which,  if  either,  is  really  running  the  company? 

Read:  *Summer,  “Leadership  Action  and  the  Informal  Organiza¬ 
tion.” 

8.  In  addition  to  specialization  of  parts  there  is  another  reason  why 
organizations  are  rationally  planned.  It  is  because  the  parts  must  be 
related  to  each  other.  There  must  not  only  be  plugs  and  bulbs,  but  wires. 
How  is  Duncan’s  branch  related  to  the  rest  of  the  company?  Why  might 
this  cause  Skinner  to  design  central  staff  positions  to  figure  out  (plan) 
these  relationships?  Do  you  see  why  modern  systems  theory  holds  that 
“everything  depends  on  everything  else”? 

Read:  *Friedman,  Law  in  a  Changing  Society ,  pp.  3-6,  22-23. 

9.  From  a  human  standpoint  (and  the  study  of  psychology  and  soci¬ 
ology),  formal  organization  planning  such  as  that  being  done  by  Skinner 
and  the  headquarters  staff  have  certain  drawbacks  or  dangers.  What  are 
these  drawbacks?  Illustrate  in  the  case  of  Duncan  in  Kansas  City. 

Read:  Argyris,  Personality  and  Organization,  pp.  27-31, 33-51, 66-67, 
77-90,  95,  103-4, 123-25,  130, 137-39, 150,  153-55,  157.  Blau  and 
Scott,  Formal  Organizations:  A  Comparative  Approach,  pp. 
242-51.  Either  Krech  and  Crutchfield,  Theory  and  Problems  of 
Social  Psychology,  pp.  81-83,  87-89,  94-96,  98,  102-3  (an  ad¬ 
vanced  reading);  or  Leavitt,  Managerial  Psychology,  pp.  27-33 
(a  less  complicated  reading).  Etzioni,  “Authority  Structure  and 
Organizational  Effectiveness.” 

POLICY  QUESTIONS 

10.  What  should  Skinner  do  about  establishing  the  staff  positions  at 
company  headquarters?  Why?  What,  if  anything,  should  he  do  in  clarify¬ 
ing  Dugan’s  and  Cooper’s  position  descriptions? 

11.  What  kind  of  leadership  pattern  would  be  best  for  the  president 
to  use  in  the  long  run?  In  the  short  run? 

12.  In  the  long  run,  how  should  the  informal  organization  in  the  Mis¬ 
sissippi  Valley  Equipment  Corporation  be  reconciled  with  the  rationally 
planned  organization?  Which  of  these  two  should  be  changed  to  fit  the 
other,  or,  should  both  be  changed?  Be  specific  about  what  changes  should 
be  made,  in  some  detail. 


QUESTIONS  FOR  ORIGINAL  STUDENT  WORK  IN  ANALYSIS 
AND  POLICY 

13.  While  reflecting  on  case  facts,  what  additional  theories  from  prior 
education  give  you  insights  as  to  “what  is  going  on”  in  the  Mississippi 
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Valley  Equipment  Corporation?  As  to  what  might  be  predicted  to  happen 
in  the  future? 

14.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag¬ 
matic  ways  can  you  think  of  to  state  the  practical  problems  faced  by 
executives  in  the  case? 


Case  Text* 


BACKGROUND  OF  THE  COMPANY 


The  Mississippi  Valley  Equipment  Corporation,  with  headquarters  in 
St.  Louis,  engages  in  the  distribution  of  heavy  equipment,  machinery, 
and  industrial  hardware.  Although  it  is  not  a  “giant”  corporation  if  mea¬ 
sured  by  manufacturing  company  standards,  its  sales  this  year  are  ex¬ 
pected  by  the  management  to  exceed  $17  million,  thus  qualifying  the 
company  as  one  of  the  largest  of  its  kind  in  the  nation.  The  present  firm 
was  formed  two  years  ago  when  the  owners  of  the  Valley  Corporation 
purchased  80  percent  of  the  stock  of  Mississippi  Supply  Company  At  that 
time  the  corporate  name  was  changed.  Today,  all  letterheads  and  name¬ 
plates  on  company  property  show  the  company’s  trademark,  MVEC,  en¬ 
closed  in  a  diamond-shaped  symbol. 

The  company  acts  as  manufacturer’s  agent  in  the  sale  of  approxi¬ 
mately  11,400  items  in  its  product  line,  and  it  purchases  for  its  own 
account  approximately  6,000  items.  Products  range  in  value  from  nuts 
and  bobs  that  sell  for  a  few  cents  to  air  and  gas  compressors  that  sell  for 
$12,000  to  $15,000  each. 


Storage  and  sale  of  equipment  are  carried  out  through  six  branches- 
two  m  St.  Louis,  and  one  each  in  Houston,  New  Orleans,  Kansas  City,  and 
Cincinnati.  At  every  location,  the  company  maintains  extensive  ware¬ 
house  facilities  and  a  sales  force  to  call  on  industrial  concerns  that  use 
company  products. 

At  the  time  of  the  merger,  Mississippi  Supply  Company,  which  was 
founded  by  M  J.  Wheeler  at  the  age  of  28,  had  sales  of  $4  million  at  its 
bt.  Louis  and  Kansas  City  locations.  During  the  last  ten  years  of  its  exis- 
tence,  MSC  increased  its  sales  approximately  5  percent,  while  there  was 
an  80  percent  increase  in  the  industry,  as  estimated  by  a  trade  association 
economist,  during  the  same  period.  Mr.  Wheeler  states  that  his  wife  and 
three  children  all  agreed  that  it  would  be  wise  to  sell  the  company,  since 
says-irS  had  n°  int6reSt  “  actively  Bering  the  field.  Now  70,  he  also 


I  will  be  rather  frank  and  say  that  I  had  my  hands  completely  full 
operating  the  St.  Louis  and  Kansas  City  businesses,  could  not  have 


*  Copyright  1973,  Charles  E.  Summer. 


Mmmnmppi  Valley  t.yuipnwnt  Corporation  /  Cam)  148 

otto  harder,  and  consciously  made  the  decision  not  to  try  to 
itroie  to  hen  yin  nt  and  to  set  the  world  on  fire  My  company  has  at  nays 
made  a  yood  profit,  and  l  am  proud  of  its  record  We  hud  sales  of$i> 
milium  at  the  time  the  company  was  sold,  and  our  employees  were 
well  cured  for  That  ouyht  to  he  evident  hy  the  fuel  that  over  half  of 
the  HU*  people  had  been  with  me  for  ntoro  than  iH)  years. 

jamos  I>,  Skirmor.  1‘rostdout  of  MVKC,  stales  (hat: 

the  purchase  was  eyualiyyoad  for  the  Valley  and  for  Mr.  Wheeler  My 
hoard  employed  me  as  president  of  1  'alley  eiyht  years  ayo  with  the 
specific  belief  that  wr  ran  yrow  larye  and  profitable  In  its  two  loea 
turns,  MSt  sold  essentially  the  same  hinds  of  products  as  we  did,  hut 
we  all  reeoyni.-ed  that  d  had  become  accustomed  to  selhny  the  same 
items  to  the  same  customers,  and  to  earnpny  out  its  operations  in 
warehmtstny,  fi  nan,  nut  and  ship  piny  in  the  same  way  it  always  had 
We  h  nett  that  its  sales  <  outd  be  i  uncased  substantially  and  its  opera t 
my  methods  streamlined 

Mr.  Kkinnor,  now  -hi,  has  soon  salt-s  of  (hi*  Vullov  <  orftoration  morouso 
from  $i,t  million  m  $;U  milium  in  right  visits  hoforo  tho  purt-haso,  anil 
ihot  omhmodsaSosof  tho  MVWhii.  roaso  I  rum  $,»M  million  to  $:(•)  tmihim 
in  thi*  two  visits  Miw  (ho  montm  Tho  uwnors  of  MV  1st *,  livt«  promiuont 
St  Lams  busmossmon  omiutiod  m  bunking  ami  mil  ostuto,  bohovo  (hat 
.lainos  Sktmior  is  an  oMrotuoU  i  upuhlo  man  for  thi*  fob,  ami  as  urn*  of 
thorn  jmt  tt. 

llis  principal  yuahfitation\  are  that  he  h notes  how  to  yet  the  thmy 
orya ntred  and  then  let  it  run  white  he  sees  new  opportunities  for  sales 
or  cost  enttmy  He  also  knot,  %  how  to  pick  yood  men  as  lieutenants 
Vhat  s  all  it  takes 


THE  KANSAS  CITY  BRANCH 

I  Im  Kansas  <  itv  lit  ant  h  has  horn  h<snlot|  hv  I  J  *  J.u  k  1 1  Hun  an  for 
tho  past  U  ntmiths  Ihim  an.  I  >  visits  oitJ,  had  workod  as  upt-ruting  man 
a«or  <d  tin*  Valloy  brunt  h  its  .St  l, mm.  lor  a  pound  of  1)  yours  Shortly 
aftor  ho  hoi  atm*  prosnlont,  Mr  Skttmot  r«s  ngm/rd  Hum  an  as  a  wood 
oxooimvo,  and  lolt  that  ho  would  ho  tdou!  a*,  tho  man  to  "tuko  hold  td  (ho 
Kansas  t  itv  oporatnm  and  muko  somothimt  ot  it  " 

Hoforo  tho  pun  huso,  Kansas  City  sold  industrial  npupmont,  mat  hin 
ory.  ami  ooustrut  turn  niatonals  to  lot  al  hurdwaro  slot  os,  hutldors.  msti 
ttmons  sut  h  as  oflti  o  buddings  ami  st  houls,  and  to  tho  Stan-  Hnthwuv 
Dopurfmont  Its  profit  had  boon  Tmidotutojy  good"  at  t  ordmg  to  Jhtni  an 
At  thottmo  that  l  hitman  hot  a  mo  managor  at  Kansas  City,  Mr  Skmnor 
spout  a  duv  in  drawing  up  a  joh  dost  upturn  <  IsMubit  I.  ft.r  tho  now 
position  of  gonoral  managot  at  Kansas  City  }|o  hud  boon  to  Kansas  City 
on  numorous  ttouhlo  shouting  trips,  had  spont  two  months  thojo  alt»*i  ho 
hooamo  prosnlomof  MVKt  and  ajipoarsto  havot  onsidorahlo  kimwlodgo 
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EXHIBIT  1 

Position  Description  of  General  Manager,  Kansas  City  Branch 

l  The  general  manager  is  responsible  for  all  work  performed  at  the 
Kansas  City  Branch  As  such ,  he  has  authority  to  request  all  per¬ 
sonnel  to  perform  their  specified  duties . 

2.  The  general  manager  will  plan  his  sales,  expenses,  and  invest¬ 
ment  needs  two  times  a  year  so  that  he  can  control  his  branch 
operations  in  order  to  make  a  profit. 

3.  The  general  manager  will  give  personal  attention  to  the  two  prin¬ 
cipal  functions  that  make  a  profit  for  MVEC:  sales  and  operations. 
He  will  draw  up  such  policies  and  procedures  as  are  required  to 
produce  effective  selling  and  operating  performance.  He  will  then 
personally  oversee  both  functions  to  see  that  his  policies  and 
procedures  are  being  followed. 

4.  The  general  manager  will,  subject  to  the  broad  limits  indicated 
by  companywide  policy,  establish  jobs,  policies,  and  procedures 
in  the  functions  of  purchasing,  personnel,  and  inventory  control 

5.  The  general  manager  will  select,  hire,  and  compensate  all  person¬ 
nel  who  work  in  the  branch. 

6.  The  general  manager  will  cooperate  with  representatives  from  the 
St  Louis  office  when  they  visit  the  branch  seeking  data  and  infor¬ 
mation  for  company  decisions  and  policies. 


of  operations  there.  Along  with  this  he  says  that  he  knows  “very  much 
about  operations  in  St.  Louis,  and  these  are  almost  identical  with  Kansas 
City.” 

Mr.  Skinner  feels  that  there  are  still  some  “rough  spots  to  be  worked 
out  in  Kansas  City.” 

F°r  example,  the  purchasing  and  personnel  functions  have  never 
been  clearly  defined.  Both  Duncan  and  I  will  get  around  to  it  one  of 
these  days.  He  has  been  working  on  a  set  of  recommenda tions,  but  we 
disagree  slightly  on  purchasing.  He  wants  to  be  able  to  purchase  all 
of  his  own  merchandise  out  there  except  (1)  items  which  cost  over 
$3,000  individually,  or  (2)  volume  items  in  which  he  purchases  less 
than  maximum  quantity  discount.  That  is,  when  Kansas  City  orders 
bolts  in  sufficient  quantity  to  get  the  discount  they  would  not  submit 
through  here.  Fm  afraid  that  will  tend  to  make  them  carry  too  much 
inventory  out  there  and  tie  up  too  much  money;  also  it  cuts  down  on 
MVEC  prestige  with  vendors  not  to  have  our  large  orders  handled 
centrally.  As  a  matter  of fact,  one  of  Duncan  s  weak  spots  is  his  inven¬ 
tory  management — on  my  bimonthly  visits  to  Kansas  City  I  go  over 
the  levels  of  inventory  with  his  accountant  for  each  of 400  busy  items. 

I  don  t  have  any  exact  standards  to  prove  this,  but  I  judge  that  he  is 
either  ordering  in  too  large  quantities,  or  he  is  being  too  conservative 
on  his  lead  times— ordering  too  far  ahead.  I  mention  this  each  time 
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to  Jack  but  so  far  he  only  wants  the  two  policies  I  mentioned  a  minute 
ago.  We  will  have  to  do  some  long  planning  on  this  one,  especially 
since  close  control  of  inventory  is  one  of  the  ways  you  make  money 
in  this  business.  His  inventory  ratio  to  sales  is  less  satisfactory  than 
that  of  New  Orleans  or  Cincinnati. 

SPECIFIC  ACTIVITIES  AT  KANSAS  CITY 

Within  the  last  two  weeks,  Mr.  Skinner  received  from  J.  F.  Dugan, 
Inventory  and  Purchasing  Manager  for  MYEC,  a  list  of  proposed  controls 
that  Dugan  thinks  should  be  instituted  to  insure  that  all  branches  keep 
investment  and  risk  in  inventory  to  a  minimum.  This  proposal  is  summa- 
rized  in  Exhibit  2.  Mr.  Dugan’s  formal  education  was  in  mathematics 
and,  later,  in  engineering.  Within  the  last  year  he  has  attended  two  short 
courses  in  Operations  Research  and  has  studied  the  subject  of  math¬ 
ematical  techniques  of  inventory  control  in  books  and  journals.  He  de^ 
dares  that  “linear  programming  and  other  techniques  will  be  of  great 
help  to  MVEC,  though  it  will  be  live  years  before  we  can  hope  to  apply 
these  in  our  company.” 


EXHIBIT  2 

Proposed  Inventory  Control,  Mississippi  Valley  Equipment  Corporation 

Thepurpose  of  inventory  control  in  MVEC  is  to  keep  storage,  insur¬ 
ance,  and  interests  costs  lower  than  our  competitors *,  and  to  reduce 
the  risk  of  damage  and  obsolescence. 

At  intervals  of  six  months  (or  one  year,  if  branches  react  unfavora¬ 
bly  to  more  frequent  checks),  the  branch  should  submit  a  list  of  all 
items  whose  value  (price  X.  quantity  on  hand)  exceeds  $250.  Of  the 
5,000  to  6,000  items  carried  by  the  average  branch,  about  1,500 fall  in 
this  category.  For  each  of  these  items  the  following  information 
should  be  given: 
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In  the  area  of  personnel  management,  MVEC  has  employed  two  ex¬ 
ecutives  to  plan  policies  and  practices  for  the  whole  company  It  is  felt 
that  this  will  give  MVEC  a  significant  lead  over  its  competitors  through 
greater  cooperation  of  employees  with  less  turnover  and  less  damage  of 
stock  in  receiving  and  storage.  It  has  confidentially  been  predicted  that 
this  will  reduce  waste  and  pilferage.  Oliver  Cooper,  manager  of  person¬ 
nel,  has  submitted  a  proposed  policy  manual  containing  approximately 
45  policies  and  procedures,  one  of  which  states  that  the  central  office 
should  send  a  personnel  man  to  each  branch  once  a  year  “for  the  purpose 
of  determining,  jointly  with  the  branch  manager,  the  salary  ranges  for 
all  positions  in  the  branch.” 

The  selling  effort  at  Kansas  City  appears  to  be  successful  The  four 
salesmen  seem  to  have  taken  a  new  interest  in  their  work  with  the  forma¬ 
tion  of  MVEC,  and  their  sales  have  increased  about  12  percent  over  the 
previous  year  since  Duncan  came  to  Kansas  City.  Just  why  this  has  hap 
pened,  nobody  is  certain.  Skinner  is  interested  in  finding  out  since  he 
hopes  to  be  able  to  apply  the  same  incentive  at  other  branches 

Jack  Duncan  gives  most  of  the  credit  to  Mr.  Skinner. 


I  have  a  good  knowledge  of  sales,  but  I’ve  always  been  in  opera- 
tions-when  I  was  operations  manager  of  the  Valley  in  St.  Louis,  and 
before  that  when  I  worked  in  operations  both  in  the  St.  Louis  Branch 
and  in  Cincinnati.  Isit  down  with  these  salesmen  once  a  month  and 
look  at  their  plans  for  the  next  month-new  customers,  routes,  num- 
her  of  calls,  items  to  be  pushed,  and  so  on.  Mr.  Skinner  not  only 
worked  out  the  present  compensation  plan  (which  I  suspect  is  one  of 
our  reasons  for  success  in  selling),  but  he  also  visits  with  salesmen 
here  once  a  month  and  helps  them  go  over  their  plans  that  I  see  two 
weeks  later.  I ve gathered  that  “going  over”  is  sometimes  a  mild  way 
of  putting  it  since  Mr  Skinner  proceeds  to  lay  out  routes  for  them 

atT  T! *  Satlsfied  Wlth  the  number  of  customers  served  or  the 
amount  of  territory  covered.  He  also  tells  them  whether  salesmen  in 
o  her  branches  are  outselling  them  and  what  techniques  they  use  At 

Simply  couldnt  do  without  help  in  the  sales  area.  He  sometimes 
brings  along  Dick  Boling,  whom  I  knew  when  he  was  sZi  Thot 
salesman  in  St.  Louis.  There’s  been  a  rumor  in  St.  Louis  that  Dick  will 

continue  the  kind  of  thing  Mr.  Skinner  is  doing. 

froiTrTkffinSeTSaleSmfn  eVenly  divided  on  the  value  advice 
they  haJ  also  founl  n°  *at  Skinner  was  most  helpful,  though 

I-7n also  found  Duncan  to  be  helpful.  Two  others  said  that  Skinner 

and  Nebraska  ^nddiat  hb°Ut  t6rrit0ries  in  Miss°uri,  Kansas,  Oklahoma, 
edge  of  the  obstacfes^Hfc  was  unreasonable  because  he  lacked  knowl- 
looked  the  same  tS  0^a  mapP’>  “  ^  °f  the  regi°n'  a11 

Mr.  Skinner  says  that,  “I  am  wholeheartedly  in  favor  of  the  decentrali- 
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zation  idea.  There  is  nothing  that  so  relieves  a  president,  and  at  the  same 
time  encourages  people  to  work  hard  and  efficiently.” 

At  Kansas  City  the  decentralization  idea  is  carried  out  particularly  in 
the  four  operating  sections — receiving,  handling,  storing,  and  shipping. 
Duncan  drew  up  his  own  job  descriptions  for  the  foremen  in  each  sec¬ 
tion.  When  on  visits  to  Kansas  City,  nobody  from  St.  Louis  ever  sees  any 
reason  to  discuss  the  work  of  these  men.  Duncan  makes  the  rounds  of 
the  warehouses  at  least  once  a  week  in  order  to  make  suggestions  for 
storing  specific  items  (“We  need  a  lower  bin  nearer  the  door  for  those 
nipples  they  re  a  heavy  moving  item”),  and  he  makes  his  own  storage 
rules  (“Never  keep  inflammable  items  in  the  east  end  of  the  building”). 
“Of  course,”  says  Duncan,  “St.  Louis  specifies  such  things  as  type  of 
equipment  to  be  used  in  operations,  and  a  methods-study  man  drew  up 
handling  methods  for  each  warehouseman’s  job.”  These  are  provided  to 
Duncan  in  manuals,  but  he  reports  that  nobody  from  St.  Louis  checks  to 
see  whether  the  manuals  are  being  obeyed.  Duncan  follows  some  of  these 
instructions  and  ignores  others. 

EXPENSE  AND  CAPITAL  BUDGETS 

The  only  serious  disagreement  that  Duncan  has  had  with  St.  Louis  is 
about  the  budget.  Skinner  has  insisted  on  a  procedure  whereby  all 
branch  managers  should  submit  a  budget  based  on  a  certain  breakdown 
form,  supplied  by  St.  Louis,  that  lists,  under  approximately  40  headings, 
all  expense  items  in  the  branch.  Twice  a  year,  St.  Louis  furnished  the 
branches  with  a  forecast  of  total  industry  sales  in  each  territory.  Each 
manager  is  supposed  to  adjust  this  forecast  according  to  his  guess  about 
the  percentage  of  industry  sales  MVEC  will  get.  With  this  target  in  mind, 
the  branch  manager  then  submits  an  estimate  of  the  amounts  of  money 
necessary  for  each  of  the  40  expense  captions  (newspaper  advertising, 
salesmen’s  salaries,  receiving  platform  personnel  salaries,  and  so  on)  to 
reach  the  target.  In  addition,  there  are  six  captions  (including  inventory, 
other  working  capital,  and  building)  that  show  what  capital  investment 
is  needed.  For  any  capital  items  other  than  working  capital,  each  project 
must  be  listed  regardless  of  size. 

Duncan  has  objected  forcefully  to  having  to  present  40  expense  cap¬ 
tions  every  six  months.  He  has  frequently  said  that  so  long  as  his  profits, 
as  a  percentage  of  sales  and  as  a  percentage  of  investments,  are  adequate, 
St.  Louis  should  not  even  be  concerned  with  the  “numerators  and 
denominators  of  this  ratio — that  is,  if  the  percentages  are  good,  why 
worry  about  whether  it  is  as  a  result  of  increased  sales,  cost  savings  or 
what?” 

Skinner,  on  the  other  hand,  has  found  three  or  four  instances  where 
branch  managers  requested  either  capital  amounts  for  projects  that  did 
not  pay  off  or  expense  amounts  that  were  not  needed  to  operate  the 
branch.  He  says: 


We’ve  got  to  have  some  control  beyond  the  profit  figure,  otherwise 
these  admittedly  good  executives  sometimes  just  get  carried  away 
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with  their  own  operation  and  can’t  be  objective — the  idea,  for  in¬ 
stance,  of  Duncan’s  requesting  an  extra  relief  man  on  the  shipping 
platform  is  nonsense.  He  is  under  such  pressure  from  the  men  that 
he  thinks  he  sees  the  need  for  such.  If  we  weren’t  baching  him  up  on 
a  number  of  these  things  he’d  have  to  give  in  for  sure.  So  we  ought 
either  to  turn  it  down  in  the  budget  or  make  a  rule  about  the  use  of 
relief  men.  Sure,  Duncan  would  buck  these  actions,  but  they  are  for 
his  good  in  the  long  run. 


A  PROBLEM  IN  PERSONNEL  POLICY 

The  remainder  of  this  case  reports  on  a  problem  which  arose  between 
St.  Louis  management  and  Duncan  regarding  the  personnel  policy 
manual  submitted  by  Oliver  Cooper.  A  series  of  events,  extending  over 
a  period  of  about  two  years,  illustrates  the  problem. 

Immediately  after  he  was  employed.  Cooper  was  instructed  to  draw 
up  a  set  of  objectives  for  the  personnel  department  and  its  function  He 
talked  many  hours  with  Skinner  about  this,  and  the  two  of  them  jointly 
agreed  on  the  statement  of  objectives  shown  in  Exhibit  3. 

EXHIBIT  3 

Objectives  of  the  Personnel  Department 

lm  To  fraw  UP  standard  policies ,  procedures ,  and  methods  which 
will  increase  the  efficiency  of  employees  throughout  the  company 

2.  To  draw  up  policies  that  will  increase  the  morale  of  employees  in 

t!^rtr^'nC!ieS>  thuf  creatin&  a  more  loyal  workforce  and  making 
MVEC  a  better  place  to  work. 

3.  To  instruct  branch  managers  in  the  use  of  the  policies  and  proce¬ 
dures  so  that  they  will  be  effective  in  carrying  them  out. 

4.  To  keep  the  president  informed  of  personnel  practices  that  need 
improvement  in  specific  branches. 


booper  was  then  given  six  weeks  in  which  to  travel  to  all  the  branches 
spending  one  week  at  each  branch.  Mr.  Skinner  wrote  to  branch  manag¬ 
ers  about  this  visit  in  a  memorandum  (Exhibit  4). 

At  the  completion  of  his  trips  to  all  branches,  Cooper  spent  two  months 
ahn,  't9m1S  drawfg  up  the  Personnel  policy  manual.  He  had  collected 

had  LncludS'fh  ^  hG  SaW  happening  in  the  branches,  and 

others  in  annldvi  ha  ’  al*°ugh  some  branch  managers  did  better  than 
otners  in  applying  prudent  practices,  at  no  branch  did  anyone  seem  to 
give  any  special  attention  ^  a  balanced  and  systematic 

Hn  alS°  ^  fUrth6r  rCSearch^ 

Industria?ConfifRe  R10nSa  ^SearCh  Association  an<i  of  the  National 
ga&erecl  atth^h16110  t,^°ardj  ^rom  these  two  s°mces,  from  information 
he  Sated  «  T?  fr°m  °ther  research  on  industry  Practices, 

S°lated  45  actl0ns  he  felt  the  branch  managers  should  carry  out 
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EXHIBIT  4 

Memorandum  from  Skinner  to  Duncan 

To:  T.  J.  Duncan 
From:  James  D.  Skinner 

Subject:  Visit  of  Oliver  Cooper  to  Kansas  City 
Dear  Jack: 

The  purpose  of  this  memo  is  to  inform  you  of  something  that  I 
imagine  you  will  be  glad  to  hear.  As  you  know,  the  company  is  going 
great  guns  in  tooling  up  for  growth  and  for  meeting  the  problems  of 
a  bigger  and  more  progressive  business. 

We've  succeeded  in  getting  a  good  man,  Oliver  Cooper ,  to  help  us 
with  personnel  practices.  Our  branch  managers  are  all  good  at 
managing  their  men,  but  as  you  probably  know,  the  bigger  we  get,  the 
more  we  can  learn  about  how  to  deal  with  employees  to  make  them 
more  responsible  and  more  efficient.  Oliver  has  had  a  lot  of  experience 
and  training  in  personnel,  and  he  will  bring  to  our  company  an 
expertness  that  none  of  us  have. 

Ive  arranged  for  Oliver  to  be  in  Kansas  City  for  a  week  as  part  of 
an  orientation  program  in  all  branches.  He'll  spend  about  three  days 
looking  around,  talking  to  you  and  your  men.  Then  he'll  need  about 
two  days  to  collect  his  ideas  and  notes . 

I  know  you'll  do  all  you  can  to  make  his  stay  productive. 

(s)  James  D.  Skinner 


These  he  grouped  into  six  categories,  which  constituted  the  chief  head¬ 
ings  of  the  manual: 

Employment  Standards  and  Procedures 
Compensation  Practices 
Employee  Benefits 
Disciplinary  Procedures 
Termination  Procedures 
Training  Policies  and  Procedures. 

COOPER’S  FIRST  VISIT 

Seven  months  after  Skinner  approved  the  manual  and  mailed  it  to  all 
branches,  Cooper  discovered,  on  a  trip  to  Kansas  City,  that  two  policies 
were  apparently  not  being  carried  out  there.  These  were: 

1.  All  branch  managers  should  hold  a  meeting  of  foremen  and  super- 
visors  once  a  week,  for  the  purpose  of  training  and  informing  them 
on  problems  of  mutual  interest. 

2.  The  branch  manager  should  hold  a  meeting  of  all  employees  in 
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benefits  andXT^nne^oSs0  empl°yee 


VUX1\^U 


cooper  reports  as  follows  about  what  took  place  when 
can  s  attention  to  these  two  policies: 

iadrnnJ716  **  “f*  9lad  that  the  subJect  °f  these  two  policies 

underThe  TheF**?  ^  S?meu,hat  Perplexed  about  operating 

^Fh  \  h  r  h  le  P°hcy  manuaL  He  said  that  he  was  in  close  touch 

Thn,  F/0!6171671  Und  suPervisors  <™d  that  everyone  knew  enough 

aFasZofFZ  9Se9al°n  S°-fF  *  W6ekly  ™f°™ation  meeting  was 
u  u/asie  oj  time .  He  also  said  that  a  meetinn  nf  nil 

seemed  to  be  a  waste  of  time  because  he  arid  hisforeZen 

arose  info™ed  in  day-to-day  conversations  as  problems 

^system,  represented  by  these  and  the  other  balalced  poUciesTia 

Z  ZTFXtZF8  W°1d  0716  tay  let  empl°yee  relaZns  gel lol 

at  least  hfiJF  “T?  *°  make  an  Session  on  him,  because 
at  least  he  said  it  sounded  reasonable. 


COOPER’S  SECOND  VISIT 

COOPER’S  THIRD  CONVERSATION  WITH  DUNCAN 

thr^eiK^eX"^,^1"1  S'  *”  St  L°“‘»  ™  *  routine  trip 
Skinner  to  have  a  talk  with  Diino’*  ”  nanSaf  Clty’  Cooper  requested  Mr. 
time.  Skm„"rae;e?d  h  ,  the  trllni"«  situation  at  this 

Cooper  Xd  m  DulS  th“t  “  W°Uld  be  *  ^  id“  “  “d 

a  problem  inZttZa  *7“*  V°U  t0  COme  in  because  we  have 

problem  m  getting  our  personnel  policies  into  operation.  Now,  I’m 
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raof  criticizing  you  personally  by  any  means.  It’s  just  that  you  and 
I  and  all  managers  have  so  many  urgent  things  on  our  minds  that 
we  don’t  have  time  to  study  and  understand  these  policies,  and  to 
recognize  the  importance  of  putting  them  into  effect. 

Duncan:  I  surely  know  what  you  mean  by  that,  Mr.  Skinner.  We’ve 
got  our  hands  full  meeting  competition  and  generating  sales.  I’m  glad, 

however,  to  take  time  out  here  to  discuss  more  about  personnel  mat- 
ters. 

Skinner:  That's  right.  Jack.  And  I  do  want  to  commend  you  on  your 
sales  performance  out  there.  It’s  really  important  to  us  here  in  St. 
Louis.  But  I’m  concerned  because  those  two  training  policies  still 
“IT'*  CaTried  °Ut  iU  y°Ur  branch-  These  things  are  important, 

Duncan:  I  agree.  Oliver  and  I  discussed  them,  and  close  relations 
between  management  and  employees  is  absolutely  vital.  Out  there  in 
Kansas  City,  I  spend  many  hours  a  week  talking  not  only  with  fore¬ 
men  and  supervisors,  but  with  employees,  too.  We  have  such  good  and 
frequent  contacts  among  management  that  those  meetings  would 
take  unnecessary  time,  and  might  even  make  our  contacts  kind  of 
stuffy  and  formal. 

Skinner:  I  would  compliment  you  on  this,  too,  Jack.  The  directors 
can  feel  fortunate  in  having  someone  like  yourself  out  there  who  is 
capable  of  keeping  good  contact  with  personnel.  But  we  believe  that 
such  things  as  employee  benefits  and  work  rules  and  various  person¬ 
nel  practices  will  be  ignored  in  the  pressure  of  other  activities.  I  know 
you  must  agree  that  when  employees  are  aware  of  the  benefits  we  give 
their  loyalty  increases.  And  if  they  know  the  policies  and  rules,  they 
are  more  likely  to  follow  them  and  be  good  employees.  What  I’m  really 
doing  is  proposing  something  that  is  good  for  you  and  the  company. 
You  ll  find  that  it  is  going  to  pay  off  for  you  in  the  long  run  if  you 
have  some  systematic  coverage  of  these  things  in  regular,  periodic 
meetings,  when  there  is  a  specific  time  set  aside  from  other  pressures 
on  you  and  your  men,  a  time  to  consider  and  discuss  these  things. 
Oliver,  you  know  more  about  this  than  most  of  us,  what  do  you  think  ? 

Cooper:  Jack,  I’ve  seen  in  other  companies,  as  they  grow  and 
become  more  complex,  a  neglect  of  training  time  and  time  again. 
Recent  industry  studies  also  show  that  few  employees  in  American 
business  are  knowledgeable  on  just  how  great  their  employee  benefits 
are  how  much  they  are  worth  to  them  in  dollars  and  cents.  This  isn ’t 
because  there  is  anything  wrong  with  management,  but  simply  be¬ 
cause  there  is  no  forceful  and  periodic  indoctrination  on  these  mat¬ 
ters.  Now  I’m  not  trying  to  tell  you  how  to  run  your  branch  out  there, 
but  only  giving  you  information  on  why  these  policies  are  important. 
Wouldn't  you  agree  on  this? 

Duncan:  Yes,  I  agree.  I  certainly  think,  Oliver,  that  it’s  important 
to  get  this  kind  of  message  over  to  the  employees,  regardless  of  the 
specific  method  that  we  use  to  go  about  it. 

Skinner:  Good.  I  was  certain  that  this  matter  didn’t  represent  any 
real  disagreement.  We’re  all  after  the  same  thing— good,  profitable 
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operations  and  good  relations  with  employees.  Oliver,  you  continue 
to  work  with  Jack  on  whatever  aid  you  can  give  him  out  there  in 
Kansas  City  with  personnel  problems.  Either  of  you  can  call  on  me 
any  time,  you  know,  if  I  can  be  of  help.  Jack,  we’ve  got  several  other 
important  things  to  cover  here— sales  estimates,  your  request  for  a 
new  loading  platform,  and  so  on.  With  the  personnel  matter  out  of 
the  way  let’s  move  right  ahead  on  sales.  Oliver,  did  you  have  any 

th/inn  & 


Cooper:  No,  Mr.  Skinner.  Jack  is  going  great  guns  on  all  other  mat¬ 
ters  I  know  of  Glad  I  had  the  opportunity  to  get  in  a  visit  with  you 
this  time.  Jack,  even  if  it  was  a  brief  one. 

Duncan:  Same  here,  Oliver.  Come  on  out  and  see  us  when  you  can 
let  go  of  things  here  in  St.  Louis  long  enough. 


runmuLAiiuN  Uh  A  NEW  TRAINING  POLICY 

Five  months  after  the  conversation  in  St.  Louis,  Oliver  Cooper  spent 

f  m  1KanSaS  ,Clty  for  the  Purpose  of  talking  to  Duncan  about  a  new 
set  of  salary  scales  for  the  entire  work  force.  This  was  a  rather  com¬ 
plicated  project,  according  to  both  Cooper  and  Duncan.  It  involved  many 
rnhangaGS  ,ln  ‘if  Salary  ranges  for  salesmen,  warehousemen,  clerks,  fore- 
oh  aadf  her®'  11  was  CooPer’s  intention  to  use  the  information  he 

turned  B  StTou”0*"  PKP“*,io"  °f  rang“ 

t  Djr!uS  t^1S  V1Slt’ the  subJect  of  training  was  mentioned,  and  Cooper 
ound  that  Duncan  still  had  not  held  any  formal  training  sessions,  nor 
did  he  apparently  have  a  schedule  for  doing  so  in  the  future.  Although 

th^“to^ewUnf>Se<^'  ^  ^  ^  Sh°Uld  nGt  PUrSUe  thiS  matter  fur- 

tohecoV“  :z:fs£*a:^y  ** the  fact  that  jack  and  1  had  ™ch 

On  returning  to  St.  Louis,  Cooper  decided  to  write  a  new  policy  to  be 

hlf  Md  cVhe  tramiJng  section  of  the  manual.  This  policy  was  approved 
by  Mr.  Skinner  and  was  mailed  out  the  following  week  to  all  branch 
managers,  with  instructions  to  insert  it  in  the  manual: 

manage!  will  submit  «  report  to  the  manager  ofperson- 

hM  hlhT  m™fS  that  shows  the  number  of  training  sessions 

hsuhieri  J  ^  qUaTter  and  a  ^ief  summary  of  the 

subjects  discussed  at  each  meeting.  J 


Duncan  later  had  this  to  say  about  the  new  policy: 

Of  course  I’m  going  to  follow  it.  Within  the  next  three  weeks  we  will 
have  our  first  training  session.  I’m  convinced  that  this  isn’t  the  way 
to  do  it,  and  Im  sure  the  sessions  will  be  dull  and  unproductive.  I 
"T/J  Jlat  CooPer  ts  getting  pretty  hard  to  get  along  with,  and 

Zalfh  Skmner  ZSD  loslnf  some  °f  his  9cod  ways  of  working  with 
branch  managers.  But  of  course  this  isn’t  a  major  gripe- 1  can  aet 

along  with  staff  men  and  the  president,  too.  But  I’ll  tell  you  one  thing. 
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I  m  going  to  let  them  run  it— if  they  want  a  speech  at  a  meeting  I’ll 
make  it.  I  m  going  to  follow  the  rule  book  from  now  on.  I’ll  have  to 
spend  more  of  my  time  setting  up  meetings  and  keeping  abreast  of 
the  directives  from  St.  Louis,  and  less  time  wandering  around  the 
plant  talking  to  foremen  and  workers  individually . 


Selected  Readings 


From 

ECONOMIES  OF  SCALE  AND 
ORGANIZATION  STRUCTURE* 

By  Charles  E.  Summer 


Economies  of  Scale  in  Economic  Theory 

Economic  theory  has  traditionally  discussed  economies  of  larger  scale  firms 
in  terms  of  physical  efficiency  (higher  output  with  the  same  inputs  of  land,  labor 
and  capital  equipment,  or  the  same  output  with  less  inputs  of  land,  labor  and 
capital  equipment).  This  theory  also  has  discussed  economies  of  scale  in  terms 
of  monetary  efficiency  (higher  revenue  with  the  same  costs  or  a  given  revenue 
with  lower  costs  of  input  factors). 

Using  the  mathematics  of  cost  curves,  or  break  even  analyses,  the  principle 
of  economies  of  scale  stands  out:  with  a  large  market  to  allow  mass  production, 
arge  and  efficient  machines  and  plants  can  be  added  (capital  equipment  inputs), 
the  costs  of  which  are  spread  over  many  units  of  output— thus  fixed  costs  per  unit 
of  production  become  less.  The  long  run  average  unit  cost  curves  slopes  down¬ 
ward  as  the  scale  (output  of  product  units)  increases.  The  bigger  the  plants  added 
and  the  larger  the  total  company  production  facilities,  the  more  efficient  (less 
costly)  is  each  unit  of  production.  Presumably,  the  costs  become  less  and  less 
until  the  cost  of  coordinating  the  complex  organization  begins  to  rise.1 

It  has  also  been  pointed  out  that  the  degree  to  which  economies  of  scale  can 
actually  be  realized  in  practice,  is  dependent  on  two  other  factors:  the  existence 


*  Excerpts  from  unpublished  manuscript,  copyright  1963,  Charles  E.  Summer. 

w^fU7  aSSUufd,aWayi)y  eco"omists.  simply  by  stating  that  the  cost  of  coordinat¬ 
ing  plants  begins  to  rise.  We  know  from  other  disciplines  that  this  phenomena  may  be  caused 
by  such  dysfunctions  as  distortion  of  communications,  or  an  increase  in  cost  of  passing 
information  between  many  staff  departments,  line  executives,  and  operating  plants  in  the 

becausro^Arfdvrr^Pffl^f'^6  W°Uld  aU°  Say  that>  eventuallV.  increasing  cos4  set  in 
because  of  the  adverse  effect  of  large  organizations  on  the  psychological  self-actualization 

ofth«™  l  mayreduce  the  energy  and  creativity  released  in  the  organization  AU 
of  these  causes  of  increasing  costs  are  valid,  but  beyond  the  scope  of  the  present  paper  Herein 
we  are  interested  in  economic  principles  of  economies  of  scale,  as  applied  to?  organization 
structure,  m  the  decreasing  part  of  the  long  run  cost  curve. 
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of  a  mass  market,  large  enough  to  warrant  large  plants  and  machines;  and  the 
fact  that  input  units  of  capital  equipment  frequently  are  indivisible. 

In  regard  to  the  last  factor,  take  the  case  of  an  aircraft  company  that  wishes 
to  install  a  wind  tunnel  to  test  aircraft.  These  tunnels,  which  must  be  large  enough 
to  hold  a  complete  airplane  mock  up,  obviously  will  require  a  large  capital  expendi¬ 
ture.  Suppose,  hypothetically,  that  a  small  aircraft  manufacturer  entering  the  in¬ 
dustry  needs  such  a  test  device.  A  wind  tunnel  is  not  indivisible— the  president 
of  the  XYZ  company  cannot  say,  “we  are  small,  and  our  output  isn’t  large  enough 
to  purchase  a  Whole  tunnel.  So  we  will  purchase  1/3  of  a  wind  tunnel.”  He  must, 
of  course,  go  whole  hog  or  none.”  He  may  purchase  the  tunnel,  and  spread  the 
$.5  million  cost  of  it  over  a  few  airplanes,  thus  raising  the  fixed  cost  going  into  each 
unit  of  output,  and  probably  pricing  himself  out  of  the  market  in  competition  with 
large  companies,  whose  economies  of  scale  are  greater  (fixed  cost  per  unit  are 
less).  Or,  he  may  decide  not  to  enter  the  aircraft  industry,  but  to  produce  smaller 
parts  for  large  companies-in  other  words,  he  sees  the  laws  of  economies  of  scale 
as  economic  handwriting  on  the  wall.*  Only  aircraft  companies  which  have  re¬ 
sources,  and  markets,  to  install  large,  complex  capital  equipment,  can  achieve  a 
competitive  long  run  average  cost  curve  position  which  is  competitive. 

Economists  have  also  concerned  themselves  with  size  of  companies.  Whole 
plants,  rather  than  machines,  have  been  viewed  as  the  basic  input  units  of  capital 
equipment.  Similar  reasoning  to  the  wind  tunnel  example,  where  a  machine  was 
used  as  the  input  unit,  has  been  used  to  show  economies  of  scale  and  its  relation 
to  size  of  the  firm. 


Economies  of  Scale  in  Organization  Theory:  Staff  and 
Auxiliary  Departments 

Unfortunately,  no  literature  exists  which  translates  these  principles  into  any 
ealistic  guides  for  management,  when  faced  with  the  problem  of  adding  staff  and 
auxiliary  service  units  to  the  company,  or  to  a  department  of  the  company  It  is 

myP^°S!  7?y  t0  inC!iCate  a'0ng  What  lines  such  "Mining  might  proceed. 
carT'  t’ the  staff  oruauxiliary  service  department  should  be  viewed  in  much  the 
"ay  3fha  ["  T®  °r  3  plant~that  is’  as  an  input  of  fixed  capital.  If  a  firm’s 

tel  'nf 09 •  addi"9  3  personnel  department  at  company  headquar¬ 

ters,  or  an  electronic  computer  service  department,  he  is  faced  with  the  same 

the Th,6  market  f0r  the  firm’s  produc1s  must  be  large  enough  to  utilize 
f  ®  J  part,ment’  and  spread  lts  output  over  a  large  number  of  units  of  product  A 
small  bank  may  not  be  able  to  afford  a  personnel  manager,  or  an  Sonic 
computer  in  bookkeeping  and  mailing.  Additionally,  though  there  are  many  combi 
nations  of  service  and  machines  that  might  be  designed  for  a  personnel  depart 

hrof~CfS'n9  Unit’ ther®  'S  3  limit  to  which  the  company  can  buy  “one 
Thltf  S°n"al  mana9er’”  or  of  a  memory  storage  unit.” 

should  be  pSeTor^r66"  ^  SCa‘e' 3nd  Staff  department  scale,  which 
oe  pointed  out.  In  the  case  of  plants,  the  “market  size”  is  the  number  of 


of  the  lar^r  comZVwwhlchhl  “  “auxiliary  Apartment” 

strucuIreofGei^^iEi^^c t0^beCdecentealteedS company 
-nts  of  General  Electric  a.  divisions 


161 


Mississippi  Valley  Equipment  Corporation  /  Readings 

units  or  final  product  produced  for  customers— because  the  machines  and  plants 
are  producing  directly  for  shipment  or  service  to  customers.  But  in  the  case  of  staff 
and  auxiliary  service  departments,  the  output  of  the  department  is  an  input  to  other 
interna/ company  departments,  instead  of  an  input  to  organizations  and  customers 
external  to  the  firm.  In  other  words,  the  “market”  or  “customers”  for  a  personnel 
department  output  are  the  manufacturing  department,  the  sales  department  and 
the  central  office  clerical  and  accounting  office,  inside  the  company 

This  difference  has  important  effects  on  the  logic  which  management  uses  to 
decide  when  to  install  staff  and  auxiliary  service  departments.  First,  it  is  the  size 
of  the  primary  operating  departments  (plants,  sales  offices,  branch  offices,  etc) 
which  determines  when  a  company  can  afford  a  staff  department  or  auxiliary 
service  department.  Second,  with  the  advance  in  specializations  (in  all  fields  from 
biochemistry  to  market  research  to  data  processing),  this  kind  of  “market,”  and 
these  kinds  of  “economies  of  scale”  are  becoming  more  and  more  important  in 
e  ermmmg  which  firms  survive,  and  what  a  growing  company  must  do,  technologi¬ 
cally  (here  the  word  technology  refers  to  specializations  of  human  brains,  as  well 
as  to  advance  in  machinery). 

The  length  of  time  which  it  takes  to  train  and  install,  as  a  working  part  of  the 
organization,  a  biochemist,  or  a  corps  of  data  systems  planners  and  computer 
programmers,  suggests  that  this  kind  of  fixed  input  is  even  more  crucial,  at  times 
than  the  acquisition  of  plants  and  machines.  Long  run  costs  are  not  only  thoroughly 
committed,  but  they  are  committed  in  large  amounts  to  relatively  fixed  blocks  of 
input  resources. 

The  same  viewpoint  can  be  applied  at  lower  levels  in  a  large  firm.  If  manage¬ 
ment  of  the  St.  Louis  sales  office  wishes  to  install  a  personnel  clerk,  or  the  Esso 
Research  Laboratories  in  Linden,  New  Jersey,  wishes  to  install  a  training  director 
or  a  group  of  patent  attorneys,  the  basic  factors  are  the  same. 

Economies  of  Scale  in  Organization  Theory;  Line  Departments 

There  is  no  clear-cut  way  to  distinguish  “line”  and  “staff”  in  organizations. 
Rather  than  get  into  details  of  a  controversy,  we  can  simply  use  the  concept  of 
specialist”  to  denote  the  staff  and  auxiliary  person,  and  the  “general  manaqer” 
notion  as  the  line  department. 

Though  Alfred  Marshall  made  brief  reference  to  the  advantages  of  large  firms 
in  employing  skilled  general  management,*  he  did  not  foresee  the  kind  of  develop¬ 
ments  in  company  organization  which  we  have  in  the  second  half  of  the  20th 
century. 

The  same  factors  are  relevant  to  economies  of  scale  vis-a-vis  line  executives. 

A  large  unit  today  has  a  vast  upward  hierarchy  of  “coordinators,”  who  devote  time 
to  planning  and  innovation,  and  whose  marginal  contribution  to  the  firm’s  efficiency 
is  spread  over  large  volumes  of  output. 

The  most  n0tat)|e  example  is  a  company  like  General  Electric,  with  1 01  product 
divisions,  each  with  a  general  manager,  surrounded  by  staff  and  auxiliary  service 
personne1— c|erks,  personnel  people,  training  aids,  etc.  When  the  principle  of 
indivisibility  of  people  and  machine  prevents  the  duplication  of  a  given  service 

CompanydlSphpal28^5C2>/“  of  Economics-  EiShth  ^tion,  New  York:  The  Macmillan 
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department  at  the  division  level,  there  are  group  executives  with  their  helpers  at 
the  next  level  up.  When  indivisibility  sets  in  even  at  the  group  vice  president  level 
then  the  latest  in  fixed  human  resources  (executive  compensation  specialists’ 
organization  planners,  operations  research  personnel,  and  other  “departments”) 
are  available  at  the  corporate  headquarters. 

Each  of  these  levels  represents  a  pool  composed  of  a  general  executive  with 
whatever  staff  assistance  is  allowed  by  the  principle  of  “market”  size  and  the 
principle  of  indivisibility. 

There  is  no  doubt  but  that  these  principles  become  more  and  more  important 
1)  in  determining  the  future  organization  and  destiny  of  growing  firms  and  2) 
determining  the  gross  national  product  which  issues  forth  from  the  manufacturing 
companies,  banks,  and  hospitals  of  the  nation.  Advance  in  science,  and  in  informa- 
lion  processing  will  assure  this. 


Limitations  in  Practice 

In  order  to  calculate  when  to  add  a  staff  or  auxiliary  service  department,  or  when 
to  add  another  level  in  the  general  management  hierarchy,  one  would  have  to 
calculate  the  marginal  productivity  that  the  executive  or  specialist  group  provides 
to  the  line  operating  departments  of  the  company.  The  marginal  costs  and  reve¬ 
nues  of  the  line  departments,  occasioned  by  adding  a  personnel  department  to 
advise  them,  would  have  to  be  calculated. 

As  most  economics  books  point  out,  this  is  not  possible  in  most  situations  The 
df®ls+n°t  clearly  available-  nor  can  the  marginal  productivity  and  profits  be  clearly 
attnbutable  to  variations  in  the  inputs  of  people  and  facilities.  In  spite  of  these 
limitations  on  quantification,  and  proof,  the  principles  of  market  size  (using  the 
concept  of  market  in  this  paper),  indivisibility,  and  decreasing  costs  to  scale  are 
aN  three,  useful  logical  tools  of  analysis  in  an  age  of  rapidly  advancing  technology 
and  in  an  age  of  more  complex  organizations.  yy’ 


From 

AN  ORGANIZATION  APPRAISAL* 

By  Richard  C.  Anderson 


destruction  OrnalmJr^  ?r9aniSm  haS  Within  the  seeds  of  its  own 
aestruction.  Organisms  survive  not  alone  by  the  strength  of  their  parts  but  bv  a 

balance  among  those  parts.  The  planned  organization  structu  e  becomes  t^ 

means  for  achieving  this  balance  in  the  business  enterprise. 

ciencv  a°nTto'Zatl0n  appraisal  Prov‘des  a  means  to  measure  organization  effi- 

required  function?  h  °l  h°W  WeM  an  or9anizati°n  unit  has  provided  for 

Q  '  described  the  relationship  among  those  functions;  and  how 

1962  Sni-2^  by  permissi0n  of  Richard  C.  Anderson  (in  collaboration  with  C.  W.  Barkdull), 
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well  it  has  informed  each  individual  about  his  job,  about  what  is  expected  of  him 
and  about  how  his  job  relates  to  others.  At  the  same  time,  it  provides  the  basic 
information  upon  which  to  build  (or  rebuild)  an  organization  structure.  In  the  shifting 
ides  of  products  and  markets,  the  balance  so  essential  for  continued  success 
requires  that  the  business  enterprise  continually  adjust  its  organization  to  meet 
new  competitive  conditions. 

As  product  research  attempts  to  improve  the  company’s  product  line  and  mar¬ 
ket  research  to  improve  the  company’s  competitive  position,  so  organization  ap- 
praisal  attempts  to  improve  the  company’s  management  capability  through  provid¬ 
ing  members  with  the  most  favorable  working  environment.  Also,  as  in  the  cases 
of  product  or  market  research,  changing  conditions  both  inside  and  outside  the 
company  require  continuing  attention  to  the  relationship  of  necessary  functions 
and  to  organization  structure. 

The  planning  of  organization  structure  is  not  a  luxury  of  the  giant  enterprise— it 
is  a  necessity  for  continued  profitability  in  all  business  organizations.  Every  man¬ 
ager  is  responsible  for  organization  structure  just  as  he  is  for  budgeting,  hiring  of 
employees,  maintaining  financial  accountability,  representing  the  company  to  the 
public,  etc.  There  comes  a  time,  however,  when  continuing  and  concentrated 
attention  should  be  given  to  organization  matters  just  as  it  is  given  to  Budgeting 
Personnel,  Public  Relations,  etc.  Most  companies,  of  course,  are  limited  in  how 
many  specialists  they  can  afford  to  employ  for  product  research,  industrial  engi¬ 
neering,  personnel  recruitment,  or  such  a  new  speciality  as  organization  appraisal 
At  the  same  time,  however,  there  is  also  a  point  beyond  which  the  company  can 
not  afford  to  go  in  neglecting  such  specialized  activities. 


From 

IMPERATIVES  AFFECTING  INDUSTRIAL 
RELATIONS  DECISIONS* 

By  Robert  Dubirr\ 


Governing  by  Rules 

In  a  large  company  with  multiple  plant  operations  the  most  obvious  single 
consideration  affecting  labor  relations  decisions  is  the  need  for  standardization 
and  uniformity.  Unquestionably,  the  administration  of  a  work  force  of  several 
hundred  thousand,  or  fifty  thousand,  or  even  five  thousand  is  a  staggering  job.  It 
would  be  totally  impracticable  to  attempt  individualized  treatment  of  so  many 
workers.  The  almost  nostalgic  plea  for  the  “clinical”  approach,  that  is,  for  the 
setting-forth  of  “all  the  facts”  in  every  employee  problem,  is  hardly  possible  in  the 


,  Reprinted  by  permission  of  the  American  Journal  of  Sociology  (from  “Decision-Makinv 
Pre^ana8ement  m  Industrial  Relations”),  54:292-96  (January  1949),  University  of  Chicago 

of  Oregon6  timC  thiS  b°°k  WaS  Written’ the  author  was  Professor  of  Sociology  at  the  University 
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large-scale  enterprise.  This  is  not  to  say  that  it  would  not  be  desirable  or  humane 
to  treat  each  worker  as  an  individual.  The  emphasis  is  rather  on  the  fact  that 
administration  in  the  big  firm  necessitates  standardization  through  rules  and  uni¬ 
form  procedures  as  a  basis  for  prediction  of  future  events.  Management  must  be 
in  a  position  to  predict  what  will  be  the  outcome,  granting  a  given  personnel 
situation.  Similarly,  employees  are  provided  with  a  basis  for  predicting  the  effect 
of  their  own  action  or  that  of  management  representatives  in  the  light  of  the  rules 
governing  their  relationship  to  each  other. 

The  reign  of  rules  is  the  administrative  answer  to  the  problems  of  governing 
in  large-scale  organizations.  This  rule-making  habit  is  all-pervading.  It  takes  its 
most  obvious  form  in  shop  rules  governing  personal  conduct  and  in  the  union 
agreement  which  sets  forth  the  mutual  rights  and  obligations  of  the  contracting 
parties  and  their  constituents.  But  job  descriptions,  production  standards,  standard 
procedures,  wage-rate  structures,  and  policy  manuals  are  rule-making,  too.  Even 
a  casual  examination  of  the  manuals  of  procedures,  operating  codes,  standards, 
and  specifications  to  be  found  in  most  any  industrial  or  commercial  firm  should 
be  convincing  evidence  that  rule-making  and  enforcing  for  the  class  rather  than 
decision-making  in  the  individual  case  plays  an  increasing  role  in  the  functions  of 
the  executive. 

There  is  an  interesting  paradox  involved  in  the  growth  of  governing  by  rule  in 
large  businesses.  The  goal  of  standardization  and  hence  of  predictability  is  cer¬ 
tainly  achieved.  But  making  the  rule  for  the  class  rather  than  the  individual  does 
two  things  to  the  individual  worker.  He  becomes  aware  of  his  personal  inability 
to  make  an  individual  “deal”  for  himself  outside  the  company  rules  and  proce¬ 
dures,  except  under  the  circumstances  of  a  “lucky  break.”  He  tends  also  to  view 
himself  as  part  of  a  group  of  similarly  situated  fellow-employees  who  are  defined 
by  the  rules  as  being  like  each  other.  In  addition,  uniform  rule-making  and  adminis¬ 
tration  of  the  rules  makes  unionism  easier  and,  in  a  sense,  inevitable. 


From 

LEADERSHIP  ACTION  AND  THE 
INFORMAL  ORGANIZATION* 

By  Charles  E.  Summer 


in  any  company,  there  are  at  least  two  organizations  which  influence  the  behav¬ 
ior  of  people.  The  formal  organization,  often  pictured  in  the  organization  manual, 
is  a  series  of  job  descriptions  showing  the  rational  plan  of  how  management 
expects  people  to  behave.  Such  a  manual  assigns  “jobs”  (in  management  terms) 
or  formal  roles  (in  sociological  terms).  There  is  no  doubt  that  such  a  formal 
assignment,  drawing  on  motivations  of  authority  (unconscious  compliance  based 

*,f,opyright  13®3’C!??rles  E-  Su«imer.  Abstracts  from  unpublished  manuscript  Examples 
are  taken  from  W.  H.  Newman  and  C.  E.  Summer,  The  Process  of  Management-  Co^ts 
Behavior,  and  Practice  (Englewood  Cliffs,  N.J.:  Prentice-Hall,  Inc.  1960)  incepts. 
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on  habit,  or  conscious  compliance  based  on  legitimacy  and  reason)  and  power, 
has  an  important  influence  on  what  a  person  in  the  organization  does. 

On  the  other  hand,  there  is  the  informal  organization,  based  on  customs  that 
arise  during  the  day-to-day  dynamic  actions  of  people.  This  organization  does  not 
come  into  being  by  a  rational  planning  act.  It  rises  through  the  reactions  of  people 
as  they  face  day-to-day  problems.  In  short,  it  evolves  naturally. 

It  is  the  purpose  of  this  paper  to  show  how  the  actions  of  formally  appointed 
executives  give  rise  to  the  informal  organization.  This,  of  course,  is  a  special  case 
(superior-subordinate  interaction)  of  the  more  generic  concept  of  informal  organi¬ 
zation.  3 

*  *  *  *  * 

Almost  every  single  action  of  the  executive  in  some  way  influences  the  future 
actions  of  his  subordinates.  It  is  quite  easy  to  see  that  a  manager,  when  he  writes 
job  descriptions  in  the  formal  organization  structure,  expects  them  to  influence 
subordinates’  actions.  The  job  description,  as  well  as  policies  and  other  plans,  are 
formulated  to,  in  effect,  “tell”  the  subordinate  “this  is  what  you  are  supposed  to 

However,  it  is  not  so  easy  to  see  that  each  little  action  during  the  day  on  the 
part  of  the  superior  is  probably  a  more  powerful  determinant  of  employees’  actions 
than  are  the  written  plans  and  organization  charts. 

It  may  be  that  the  reason  why  it  is  difficult  to  see  this  phenomenon  is  that  it 
is  so  obvious  and  simple.  The  executive  is  likely  more  or  less  unconsciously  to 
take  it  for  granted.  It  may  be  one  of  those  things  which  is  so  “plain  as  the  nose 
on  your  face”  that  the  manager  behaves,  and  acts  on  the  spur  of  the  moment, 
without  being  conscious  of  what  effect  each  little  action  has  on  the  future  behavior 
pattern  of  subordinates. 

***** 

As  a  first  example,  let  us  illustrate  how  a  seemingly  casual  action  on  the  part 
of  the  executive  might  contribute  toward  employee  attitudes  or  beliefs.  We  know 
that  these  are  in  turn  one  of  the  important  determinants  of  behavior. 

C.  T.  Crane  is  manager  of  the  Buffalo  Plant  of  Union  Paper  Company  the 
headquarters  of  which  is  in  New  York.  He  has  an  organization  chart  which 
states  that  “the  plant  manager  has  authority  over  all  operations  and  personnel 
in  the  plant.”  M.  J.  Palmer,  Production  Vice-President  in  New  York,  not  only 
drew  up  and  approved  the  job  description  for  Plant  Managers,  but  he  states 
that  he  is  wholeheartedly  in  favor  of  decentralizing  and  of  autonomy  at  the  plant 
level.  Palmer  and  Crane  have  been  working  together  in  their  present  positions 
in  a  harmonious  fashion  for  about  eight  years. 

Because  of  a  rather  strict  cost-cutting  campaign  instituted  by  the  President 
over  the  past  six  months.  Palmer  recently  sent  one  of  his  staff  men  to  Buffalo 
“to  investigate  the  production  scheduling  system.”  While  staff  men  from  head¬ 
quarters  had  visited  Buffalo  on  other  subjects  in  the  past,  none  had  ever  delved 
into  the  production  scheduling  system. 

The  visit  was  viewed  as  routine,  run-of-the-mill  operations  by  both  Crane  and 
Palmer.  The  production  scheduling  system  was  duly  modified  on  recommenda¬ 
tion  of  the  staff  man.  About  four  months  later,  Palmer  again  asked  the  staff  man 
to  “go  to  Buffalo  and  see  how  the  scheduling  system  is  working  and  if  there 
are  any  further  changes  that  ought  to  be  made.” 
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ac^orfing  t0  an  interview  with  Crane,  the  latter  felt  “a  little  an- 
n°V^ew  York  is  sending  a  man  to  make  changes.”  Nevertheless,  Crane 
said  that  little  annoyances  come  up  all  the  time,  and  it  didn’t  make  too  much 
difference  anyway. 

In  this  actual  case  example  (names  and  places  have  been  disguised),  the 
actions  of  Palmer  ,n  sending  the  staff  man  was  simply  one  of  ordinary  day-to-day 
operating  expediency.  Neither  man  viewed  the  action  of  particular  importance,  yet 
Crane  s  attitudes  and  beliefs  about  both  “New  York  headquarters”  and,  probably, 
his  attitude  toward  Palmer,  was  affected  in  a  small  way.  Attitudes  and  beliefs  after 
all,  can  be  developed  slowly  and  by  small  piecemeal  experiences.  This  one  little 
incident  contnbutes  to  such  attitudes  and  belief  development. 

A  Series  of  Leadership  Actions  May  Produce  a  New  Job  Description 

Continuing  the  case,  a  study  of  the  relationship  of  Palmer  and  Crane  over  the 
two  years  after  that  event  showed  that  both  continued  to  get  along  with  one 
another  on  a  friendly  basis.  The  production  control  staff  man  in  time  can?e  regularly 
to  visit  Buffalo  and  to  work  out  details  on  the  scheduling  procedures  This  also 

S  '°t  f  operating  problems-shipping  invoices  procedures  and 
the  filing  system  for  employee  service  (historical)  files 

Now,  we  do  not  know  whether  these  things  are  correct  or  incorrect.  The  point 
to  be  made  is  that,  by  gradual  actions  on  the  part  of  Palmer,  he  was  chanaina  the 
job  descnpfon  of  Crane  (who  no  longer  decided  on  these  procedures)  He  was 
also  changing  the  ^/authority  relationships.  Even  though  Crane  still,  accldino 

descrip  i°n'  had  authonty  over  all  operations,”  Palmer’s  looking  to  the 
staff  man  for  deciding  on  these  various  procedures  meant  that  all  three9parties 

about  titlm8  UnC°nSCiOUSly  knew  that  he  «taff  man)  now  has  the  real  say-so 


Personal  Actions”  Need  Not  Be  Face-to-Face 
Verbal  Communications 

Leadership  is  a  personal  process  which  usually  involves  the  wav  an  executive 
personally  communicates  and  behaves  with  subordinates.  While  this  is  essentially 

IT*  r? that  C°nCept  *°  inClude  -tions  wS  6a  Sperio 
takes  that  change  h.s  subordinates’  behavior  without  verbal  communication 

In  another  incident  which  was  studied  in  the  same  company  as  above  Crane 

invenr  min°rt  d!sa9reement  with  the  New  York  sales  manage?  over  7e level  o* 

H‘sr8,°,0re’  c™  had  carried 

ISCZ!  a™™ ■" 8f,°rt  to  <*  «">  to  tell  Cra„^8teaiaS 

matter  The  c  ?  V6ar  passed  and  Crane  90t  n0  word  from  Palmer  on  this 

Palm*  again  d^noTaT'  a9a'"  UP  ,he  «nd 

in  interviewing  the  three  parties  concerned,  it  turned  out  in  this  case  that  hnth 
trie  sales  manager  and  Crane  ,n«,rPr.M  .heaCons  (otSoJSm  by 
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to  mean  that  Crane  was  in  charge  of  deciding  on  plant  level  inventories.  All  three 
also  interpreted  the  sales  manager’s  actions  (or  lack  of  action)  in  not  appealing 
to  the  President  to  mean  that  he  (the  sales  manager)  acknowledged  the  authority 
of  Palmer  and  Crane  over  plant  level  inventories.  It  is  important  to  notice  that  the 
sates  manager  never  saidXo  the  others  that  he  knew  that  they  had  authority,  nor 
did  Palmer  say  to  Crane  that  he  was  delegating  this  authority  to  the  plant  level 
All  that  took  place  was  a  disagreement  and  a  raising  of  the  problem.  Nobody  ever 
enunciated  a  verbal  solution,  yet  each  “sensed”  the  communications  from  the 
sales  manager  and  Palmer  regarding  the  solution. 

The  guide  to  be  drawn  from  this  incident  is  that,  granted  that  a  superior’s  own 
behavior  can  change  his  subordinates’  behavior  (our  first  guide,  above),  we  now 
see  that  the  superior’s  behavior  need  not  even  be  a  verbal  exchange  between 
the  superior  and  subordinate. 


Resulting  Behavior  May  Either  Reinforce  or  Conflict  with  Formal 
Management  Structures 


*  *  +  ♦  5|e 

In  the  last  example  cited,  the  President  of  Union  Paper  and  his  staff  had  actually 
written  a  policy  three  years  before  the  event  that  all  finished  goods  inventories, 
both  in  plant  warehouses  and  in  sales  warehouses  across  the  country,  should  be 
determined  by  the  Product  and  Inventory  Manager,  Mr.  Warren  (a  staff  man  as¬ 
signed  at  the  top  or  presidential  level).  The  policy  was  supported  by  a  job  descrip¬ 
tion  for  Warren,  and  procedures  for  both  Crane  and  the  sales  manager  to  report 
data  and  information  to  Warren.  Nevertheless,  in  this  case,  day-to-day  behavior 
was  setting  up  a  pattern  ot  customary  relationships  which,  though  not  written  down 
and  official,  were  nevertheless  part  of  the  work  structures  of  the  company.  Impor¬ 
tantly,  these  new  and  informal  policies,  jobs  and  procedures  conflicted  with  the 
rational  structures  on  paper. 


*  *  *  * 


* 


Dynamic  Interaction:  A  Further  Clarification 

Many  of  us  have  heard  the  proverb  from  a  once  popular  song:  “It  takes  two 
to  tango."  Social  scientists  have  coined  the  word  “interaction”  to  denote  the 
phenomenon  of  two  people  whose  activities  and  communications  each  affect  the 
other  at  the  same  time.  This  is  an  important  concept  because  it  shows  us  that 
leadership  is  not  a  one-way  passing  of  orders  from  an  executive  to  his  subordinate 
The  Union  Paper  case  above  showed  that  when  Mr.  Palmer  initiated  some  action 
Mr.  Crane’s  response  also  determined  whether  or  not  leadership  was  actually 
exercised.  If  Crane  had  acted  in  a  different  way,  perhaps  telephoning  Palmer  and 
selling  him  on  the  idea  of  not  sending  the  production  control  expert,  there  may 
have  been  a  different  outcome.  In  other  words,  both  Palmer’s  and  Crane's  behav¬ 
ior  jointly  and  at  the  same  time  determined  the  pattern  of  behavior. 

The  principle  to  be  derived  from  these  examples  is  that  it  is  the  combined  and 
concurrent  day-to-day  behavior  of  both  manager  and  subordinate  that  constitutes 
a  leadership  pattern. 
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Leadership  as  Building  the  Social  System:  A  Further  Clarification 

In  the  same  way  that  Crane,  Palmer  and  Warren  were  working  out  a  pattern 
(habit  structure)  of  behavior  in  the  Union  Paper  Company— there  are  hundreds  of 
other  people  in  a  large  company— bosses  and  subordinates  as  well  as  “peers” 
on  the  same  level— who  are  by  their  day-to-day  actions  forming  habits  of  behavior 
and  more  or  less  stable  attitudes.  Out  of  all  of  this  comes  a  vast  and  complex 
network  of  habits  which  may  not  be  written  down  in  organization  charts,  proce¬ 
dures  and  policies,  but  .  which  nevertheless  is  a  social  structure  that,  after  it  is 
formed,  causes  people  to  behave  according  to  its  customary  “norms.”  A  norm 
to  the  sociologist,  is  simply  an  enduring  (repetitive)  action  or  an  enduring  belief 
or  attitude  which  causes  repetitive  behavior.  Both  this  social  structure  and  the 
official  management  structures  (jobs,  relationships  of  authority  and  influence 
standing  plans  such  as  policies)  are  at  work  as  forces  playing  on  employees  and 
acting  as  determining  factors  in  their  daily  action. 

From  one  viewpoint,  therefore,  leadership  is  a  process  of  building  an  informal 
social  system  through  day-to-day  action. 


From 

LAW  IN  A  CHANGING  SOCIETY* 

By  W.  Friedman\ 


The  controversy  between  those  who  believe  that  law  should  essentially  follow 
not  lead,  and  that  it  should  do  so  slowly,  in  response  to  clearly  formulated  social 
sentiment— and  those  who  believe  that  the  law  should  be  a  determined  agent  in 
the  creation  of  new  norms,  is  one  of  the  recurrent  themes  of  the  history  of  legal 
thought.  It  is  tellingly  illustrated  by  the  conflicting  approaches  of  Savigny  and 


For  Savgny.  a  bitter  opponent  of  the  rationalizing  and  law-making  tendencies, 
spurred  by  the  French  Revolution,  law  was  “found,”  not  “made.”  Only  when 
popular  custom  in  part  articulated  by  lawyers,  had  fully  evolved,  could  and  should 
the  leg'slature  take  action.  Savigny  particularly  deprecated  the  trend  towards  the 

“o,"  ST j"ra,ed  by  ,he  Napoleonic  Codes' and  sp,8adln9  ™oidl* 


rpfnrrJnn  I  T™’  a  fervent  believer  in  the  efficacy  of  rationally  constructed 
reforming  laws,  devoted  a  great  part  of  his  life  to  the  drafting  of  codes  for  a  larqe 

ATOhc^WhilTmnS  ^  Czari  J  RUSS'a  t0  th®  n®W'y  emer9ent  republics  of  Latin 
?  f  th6Se  efforts  were  not  immediately  successful,  notably  in 

la^ll  ohT^’h  h6ther  in  the  fie'd  °f  CiVil  law'  criminal  law'  evidence  °r  P^r 
rl,H  ny  !Came  increasin9iy  influential  as  the  nineteenth  century  pro- 

BS  pa  iZnt6  T'8  P,hil0S0phy'  and  that  of  his  disciples,  which  turned  the 
—  Parliament-and  similar  institutions  in  other  countries-into  active  legisla- 


Reprinted  by  permission  of  Stevens  &  Sons,  Ltd.,  London,  1959  (pp.  3-6,  22-23) 
be  late  author  was  Professor  of  Law  in  Columbia  University 
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tive  instruments,  effecting  social  reforms,  partly  in  response  to,  and  partly  in 
stimulation  of,  felt  social  needs.  It  is  essentially  the  judge-made  law  that,  in  the 
countries  of  the  common  law  world,  has  still  in  large  measure  resisted  legis¬ 
lative  as  distinct  from  judicial — reform,  although  even  in  the  traditional  fields  of 
the  common  law,  legislative  activity  is  steadily  increasing.  In  most  other  fields— of 
which  electoral  reform,  social  welfare  legislation'  in  the  broadest  sense,  tax  law 
and  the  reform  of  the  machinery  of  justice  are  examples— the  Bentham  philosophy 
triumphed  in  the  practice  of  States,  as  the  urbanization  and  industrialisation  of 
nineteenth-century  Western  society  proceeded,  and  long  before  political  and  so¬ 
cial  cataclysms  of  the  twentieth  century  posed  a  series  of  new  challenges. 

A  highly  urbanised  and  mechanized  society,  in  which  great  numbers  of  peoples 
live  close  together  and  are  ever  more  dependent  upon  each  other’s  actions  and 
the  supply  of  necessities  outside  their  own  sphere  of  control,  has  led  to  an  increas¬ 
ingly  active  and  creative  role  of  the  conscious  law-making  instrumentalities  of  the 
State. 

The  traditional  view  is  not  without  its  modern  defenders,  especially  among 
laissez-faire  economists  who  oppose  the  growing  role  of  the  State  in  the  planning 
and  regulation  of  contemporary  social  life.  Thus,  Professor  Hayek  has  restated 
a  distinction  similar  to  that  drawn  by  Ehrlich  by  opposing  the  planned  State  to  the 
rule  of  law  and  asserting  that  the  former  “commands  people  which  road  to  take 
whereas  the  latter  only  provides  signposts.”  Even  if  we  accept  this  as  an  adequate 
parable  of  the  problem  of  the  function  of  law  in  modern  society,  we  need  only  to 
point  to  the  vast  number  of  one-way  streets  in  modern  cities  to  illustrate  the 
superficiality  of  this  distinction.  No  sane  person  would  advocate  the  abolition  of 
one-way  streets  in  cities  with  heavy  motor  traffic  so  as  to  restore  a  measure  of 
individual  freedom  of  decision,  with  the  inevitable  consequence  of  a  vastly  in¬ 
creased  rate  of  accidents  to  life  and  property.  Such  a  measure  would  make  sense 
only  if  the  volume  of  traffic,  in  particular  the  use  of  motor-cars,  were  severely 
restricted,  in  other  words,  if  individual  freedom  of  property  and  movement  were 
far  more  drastically  curtailed.  This  might  become  a  necessary  and  acceptable 
measure  to  advocate  for  those  who  accept  the  planning  function  of  the  law  but 
not  for  the  advocates  of  unrestricted  individual  freedom. 

However,  the  traffic  problem  hardly  touches  the  core  of  the  matter,  for  it  may 
well  be  accepted  even  by  the  most  outspoken  individualists  as  a  typical  police 
function,  and  therefore  properly  within  the  regulatory  function  of  government.  The 
shift  in  public  opinion  and  in  the  legislative  policy  of  all  major  parties  and  of 
contemporary  governments  has  gone  much  further.  Conservatives  and  Liberals, 
Democrats  and  Republicans,  Socialists  and  individualists,  all  hold  the  State  re¬ 
sponsible  for  ensuring  conditions  of  stable  and  full  employment  through  public 
works  and  relief  schemes,  tax  policies  and  other  instruments  of  public  policy;  it 
is  expected  by  the  community  to  provide  minimum  standards  of  living,  housing 
labor  conditions  and  social  insurance.  While  there  is  controversy  on  the  degree 
of  public  controls  and  the  socialisation  of  industries  and  public  utilities,  some 
degree  of  public  operation  or  control  of  business  is  recognized  by  all  major  parties 
as  necessary,  and  practiced  in  all  modern  States.  In  Britain,  as  in  Australia,  France, 
Sweden  or  India,  not  to  speak  of  the  Soviet  Union,  a  number  of  important  public 
utilities,  such  as  electricity,  forestry  and  transport,  are  run  by  the  government  or 
by  State-controlled  corporations.  The  Federal  Government  and  other  public  au¬ 
thorities  in  the  United  States  control  a  vast  proportion  of  the  generation  of  electric 
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power,  harbour  facilities  and  other  public  utilities.  Public  housing  programmes  and 
social  insurance  schemes,  farm  support  and  other  subsidy  schemes  have  been 
enacted  to  an  increasing  extent. 

Technical  facts  and  a  gradual  change  in  the  public  philosophy  thus  combine 
to  effect  a  drastic  and  organic  change  in  the  relation  between  lawmaking  and 
social  evolution.  .  .  . 

Public  opinion  on  vital  social  issues  constantly  expresses  itself  not  only  throuqh 
the  elected  representatives  in  the  legislative  assemblies,  but  through  public  dis¬ 
cussion  in  press,  radio,  public  lectures,  pressure  groups  and,  on  a  more  sophis¬ 
ticated  level,  through  scientific  and  professional  associations,  universities  and  a 
multitude  of  other  channels. 

Because  of  this  constant  interaction  between  the  articulation  of  public  opinion 
and  the  legislative  process,  the  tension  between  the  legal  and  the  social  norm  can 
seldom  be  too  great.  It  is  not  possible  in  a  democratic  system  to  impose  a  law 
on  an  utterly  hostile  community.  But,  a  strong  social  ground-swell  sooner  or  later 
compels  legal  action.  Between  these  two  extremes  there  is  a  great  variety  of  the 
patterns  of  challenge  and  response.  On  the  one  hand,  the  law  may  at  lenoth  and 
tardily,  respond  to  an  irresistible  tide  of  social  habit  or  opinion.  Such  is  the  case 
with  the  gradua!  enlargement  of  divorce  grounds  in  the  great  majority  of  non- 
Catholic  Western  countries— either  through  the  addition  of  new  divorce  grounds 
(cruelty,  incompatibility,  etc.)  or  the  judicial  extension  of  existing  grounds  for  di¬ 
vorce  or  annulment  (e.g.,  annulment  for  fraud  in  the  State  of  New  York)  The 
extension  of  legitimate  divorce  is  a  response  to  the  increasing  freedom  of  the 
movement  of  married  women  in  modern  Western  society,  a  loosening  of  religious 
ties  and  social  taboos,  and  the  development  of  social  habits  which  lead  to  the 
dissolution  of  a  vastly  increased  number  of  marriages,  with  or  without  the  sanction 
of  law  Here  the  alterna  ive  for  the  legislator  is  to  permit  an  increasing  gap  between 
legal  theoiy  and  social  practice  to  develop,  or  to  respond  to  an  overwhelming 
change  in  the  social  facts  of  life.  .  .  .  ny 

We  have  seen  that,  in  a  democratic  system  of  State  organization,  there  is  a 
great  variety  of  interactions  between  social  evolution  and  legal  change  The  stimu- 

There  may  be  the  slowly  growing  pressure  of  changed  patterns  and  norms  of 

tSt!?’  Cref'n9  3n  Increasing  9ap  between  the  facts  of  life  and  the  law,  to  which 
the  latter  must  eventually  respond.  There  may  be  the  sudden  imperious  demand 
of  a  national  emergency,  for  a  redistribution  of  natural  resources  ora  new  standard 
of  social  justice.  There  may  be  a  far-sighted  initiative  of  a  small  group  of  indiSuSs 

te2r»i°  ?  0131  °Pini°n  Until  the  time  is  ripe  for  action.  ^ere  may  be  a 

technical  injustice  or  inconsistency  of  the  law  demanding  correction  There  mav 

be  a  new  scientific  development  calling  for  new  forms  of  legal  evidence  (such  as 
acceptance  of  blood-group  tests  for  the  negative  proof  of  pateS) 

k  responds  ,n  various  ways,  too.  The  speed  and  manner  of  its  response 

the  constitutional' t0  d69ree  °f  SOCial  pressure-  !t  is  also  influenced  by 
retard  S  r^nn  ,  T  Ut  circumstances  and  Personalities  may  hasten  or 
cr21  ??nSe‘  ln  the  Sphere  0f  “political  law”  or  where  a  new  status  to 
betwppn  !  9IS!a!Ve  act,on  is  recluired-  In  other  fields,  there  is  a  give  and  take 

matter  but  inoarth  ju^lc,al. remedial  action  in  Part  determined  by  the  subject- 
P  rt  by  the  changing  and  diverse  attitudes  of  legislators  and  judges. 
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Case  Introduction 


SYNOPSIS 

The  board  of  directors  of  the  bank  saw  the  need  for  reducing  costs  and 
achieving  uniformity  in  certain  bank  operations.  The  president  created 
a  committee  to  study  ways  of  doing  this.  Certain  difficulties  are  encoun¬ 
tered  in  the  committee’s  work,  in  the  work  and  morale  of  branch  manag¬ 
ers,  and  in  results  achieved. 


WHY  THIS  CASE  IS  INCLUDED 

This  case  offers  an  opportunity  to  see  how  the  economics  of  the  bank 
(larger-scale  enterprise)  affects  its  organization  structure.  In  turn,  one 
can  see  how  organization  structure  affects  the  sociological  and  psycho¬ 
logical  motivations  of  people  in  the  bank  system,  the  motivation  of  ex- 
ecutives,  and  their  leadership  patterns. 

There  is  opportunity  to  investigate  whether  there  is,  in  fact,  a  funda¬ 
mental  conflict  between  technology  and  economics,  on  the  one  hand,  and 
the  social  forces  in  operation  on  the  other,  and  to  see  what  kinds  of 
decision-making  systems  can  either  minimize  or  eliminate  such  conflict. 

DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 

1.  What  economic  and  technological  aims  did  Wellington  have  in 
imnd  for  the  bank  as  a  total  institution? 

Read:  Anderson,  “An  Organization  Appraisal.”  Smith,  Wealth  of  Na¬ 
tions,  pp.  4-15.  Summer,  “Economies  of  Scale  and  Organiza- 
tion  Structure.”  Hayek,  “The  Corporation  in  a  Democratic  So¬ 
ciety.”  Coppock,  Economics  of  the  Business  Firm,  pp.  5-6, 
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2.  What  other  aims  (than  those  in  Question  1)  might  Wellington  have 
in  taking  the  actions  he  did  in  the  bank?  What  functions  do  Wellington, 
as  an  executive  of  the  bank,  and  Nicholson,  as  a  headquarters  staff  per¬ 
son,  serve  in  the  bank  (here  view  the  bank  as  a  socioeconomic  system)? 
What  functions  do  these  executives  serve  in  the  San  Francisco  regional 
society  and  in  the  national  society? 

Read:  Schumpeter,  The  Theory  of  Economic  Development,  pp.  84-94. 
Etzioni,  “Authority  Structure  and  Organizational  Effective¬ 
ness.”  “Barnard,  Organization  and  Management,  pp.  48, 85-87, 
89-90, 94.  “Jennings,  “Business  Needs  Mature  Autocrats.”  Odi- 
ome,  How  Managers  Make  Things  Happen,  pp.  4-11,  37-38 
52-53. 

3.  Why  did  Wellington  set  up  the  particular  kind  of  committee  de¬ 
scribed  in  the  case  rather  than  some  other  kind  of  management  organi¬ 
zation  and  directive  system? 

Read:  “Follett,  “Constructive  Conflict.”  “Newman  and  Summer, 
Process  of  Management:  Concepts,  Behavior,  and  Practice,  pp. 
439-48.  Eells  and  Walton,  Conceptual  Foundations  of  Busi¬ 
ness,  pp.  360-63.  “Montaigne,  Essais,  pp.  1031  et  seq. 

4.  From  the  viewpoint  of  social  psychology,  why  did  Wellington  give 
Simmons  the  title  of  “vice  president”? 

Read:  “Lippmann,  Public  Opinion,  pp.  234-49. 

5.  What  social,  political,  and  economic  forces  are  present  in  the  bank 
organization  to  motivate  managers  and  employees  to  carry  out  the 
desires  of  Wellington  and  the  headquarters  staff? 

Read:  Simon  et  al.  Public  Administration,  pp.  182,  189-200.  Locke, 
Concerning  Civil  Government,  Chapter  9.  O’Donnell,  “The 
Source  of  Managerial  Authority.” 

6.  What  fundamental  social  and  psychological  forces  are  present  in 
the  National  Bank  system  that  might  cause  managers  and  employees  to 
resist  the  suggestions  of  the  systems  committee  and  of  Wellington? 

Read:  “Festinger  et  al.,  “Informal  Social  Communication.”  Argyris, 
Personality  and  Organization,  pp.  27-31,  33-51,  66-67,  77-9o| 
95,  103-4,  123—25,  130,  137—39,  150,  153—55,  157.  “Chappie  and 
Sayles,  The  Measure  of  Management,  pp.  37-38.  Etzioni,  “Au¬ 
thority  Structure  and  Organizational  Effectiveness.” 

7.  What  fundamental  dilemmas  must  all  executives  in  the  bank  face 
in  trying  to  arrive  at  accurate  decisions  (based  on  accurate  information 
transmission)  while  at  the  same  time  getting  costs  cut? 

Read:  “Blau  and  Scott,  Formal  Organizations:  A  Comparative  Ap¬ 
proach,  pp.  242-44,  247-51.  Carr  et  al.,  American  Democracy 
in  Theory  and  Practice,  pp.  214-19,  Cartwright,  Public  Opin- 
ion  Polls  and  Democratic  Leadership.  “Etzioni,  Comparative 
Analysis  of  Complex  Organizations,  pp.  31-39,  80-82. 

POLICY  QUESTIONS 

8.  If  you  were  the  president  of  the  bank  and  knew  the  facts  presented 
in  the  case,  which  do  you  judge  more  important:  the  economies  of  scale 
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predicted  by  economic  laws,  or  the  morale  of  branch  managers,  pre¬ 
dicted  by  sociological  and  psychological  laws? 

Review:  Ideas  from  readings  for  Questions  1  and  6  above. 

9.  It  is  very  unwise  for  a  manager  to  choose  a  solution  which  either 
causes  central  staff  to  make  the  cost  decision  or  causes  the  branch 
managers  to  make  this  decision.  If  one  or  the  other  takes  over  completely, 
there  are  bound  to  be  prices  paid  in  terms  of  bank  efficiency,  human 
motivation  and  loyalty,  or  both.  Therefore,  some  means  must  be  found 
to  get  a  decision  made  which  (1)  takes  advantage  of  the  expertise  and 
economies  of  the  corporate  staff  (Question  1)  and  (2)  maintains  human 
motivation  of  branch  managers  (Question  6).  Study  the  readings  below, 
and  then  outline  how  an  organization  development  program  might  be 
instituted  in  the  bank  to  eliminate  conflict  and  arrive  at  a  cost  control 
system. 

Read:  French,  “Organization  Development  Objectives,  Assumptions 
and  Strategies,”  pp.  23-29, 32.  Schein,  Process  Consulta tio n:  Its 
Role  in  Organization  Development,  pp.  3-9.  *Montaigne,  Es- 
sais,  pp.  1031  et  seq. 

10.  What,  in  terms  of  managerial  objectives,  organization  structures, 
and  incentives,  is  available  to  Wellington  and  his  staff  to  help  them  solve 
the  problem? 

Read:  Drucker,  The  Practice  of  Management,  pp.  121,  128-31. 
Sources  for  Question  3  above.  Shillinglaw,  Cost  Accounting, 
pp.  680-84,  688-89.  (Additional  reading,  not  in  this  volume: 
Arch  Patton,  “How  to  Appraise  Executive  Performance,”  Har¬ 
vard  Business  Review,  January-February  1960.  George  Strauss 
and  Leonard  Sayles,  Personnel  [Englewood  Cliffs,  N.J.:  Pren¬ 
tice-Hall,  Inc.,  1960],  chapter  28,  “Incentives  for  Group  Partici¬ 
pation.”) 

QUESTIONS  FOR  ORIGINAL  STUDENT  WORK  IN  ANALYSIS 
AND  POLICY 

11.  While  reflecting  on  case  facts,  what  additional  theories  from  prior 
education  give  you  insights  as  to  “what  is  going  on”  in  National  Bank 
of  San  Francisco?  As  to  what  might  be  predicted  to  happen  in  the  future? 

12.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag¬ 
matic  ways  can  you  think  of  to  state  the  practical  problems  faced  by 
executives  in  the  case? 
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Case  Text* 


The  National  Bank  of  San  Francisco  operates  seven  branches  that 
receive  deposits  and  make  loans  to  both  businesses  and  individual 
depositors.  Deposits  have  increased  from  $58  million  to  $350  million 
within  the  past  20  years,  and  the  directors  have  opened  more  branches 
as  population  and  business  activity  in  the  Bay  Area  has  increased. 

At  a  meeting  of  the  board  two  years  ago,  E.  F.  Wellington,  president, 
called  attention  to  the  noticeable  rate  of  increase  in  operating  costs  and 
overhead  costs,  and  stated  that  he  would  undertake  a  study  of  ways  the 
bank  might  lower,  or  at  least  hold  the  line  on,  these  costs. 

ORGANIZATIONAL  CHANGES 

Shortly  thereafter,  he  called  in  James  Nicholson,  one  of  his  two  assist¬ 
ants,  described  the  general  problem  of  reducing  costs,  and  told  him  that 
the  bank  had  reached  the  size  where  it  needed  a  man  to  devote  his  full 
time  to  operating  methods  and  facilities.  He  said  that  he  had  talked  this 
matter  over  with  Mr.  Simmons,  manager  of  personnel,  and  that  both  of 
them  had  agreed  “that  you  would  be  a  fine  man  for  this  position.”  He  also 
explained  that  Mr.  Simmons  would  be  simultaneously  promoted  to  vice 
president  and  put  in  charge  of  all  equipment  purchases,  the  mainte¬ 
nance  of  all  bank  buildings,  and  personnel  relations.  “Simmons  and  I 
feel  that  you  might  have  a  permanent  advisory  committee  made  up  of 
one  man  from  each  branch,  and  that  such  a  group  can  be  really  effective 
in  deciding  on  ways  to  utilize  our  banking  buildings  and  equipment,  and 
our  people,  more  effectively.  Unless  you  have  some  objection,  each  of  the 
branch  managers  will  appoint  a  man  to  meet  with  you  regularly.” 

Within  three  months  of  the  original  reference  to  the  subject  at  the 
directors’  meeting,  Simmons  had  been  promoted  to  vice  president,  Nich¬ 
olson  received  the  title  of  manager  of  personnel  and  equipment  plan¬ 
ning,  and  all  branch  managers  had  appointed,  at  Wellington’s  request, 
a  man  to  what  became  known  as  the  “systems  committee.”  At  the  present 
time,  two  years  later,  the  committee  appears  to  have  taken  its  work 
seriously,  as  evidenced  by  (1)  a  record  of  regular  meetings  held  over  a 
period  of  18  months;  (2)  the  transcripts  of  those  meetings  and  exhibits, 
which  show  that  all  seven  men  entered  the  discussions;  (3)  17  recommen¬ 
dations  in  writing,  supported  by  a  total  of  1,800  pages  of  research  data 
and  reasoning;  (4)  the  fact  that  meetings  often  lasted  four  to  five  hours, 
extending  after  working  hours;  and  (5)  the  statements  of  all  seven  mem¬ 
bers  of  the  committee  to  the  effect  that  they  enjoyed  the  work,  felt  that 
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they  were  accomplishing  something  for  the  bank,  and  had  personally 
enjoyed  being  on  the  committee  with  the  other  members.  All  men  have 
also  expressed  their  high  regard  for  Jim  Nicholson  and  feel  that  he  has 
done  a  good  job. 

The  17  recommendations  cover  such  matters  as  salary  scales,  a  policy 
on  days  off  for  personal  business,  a  policy  on  central  purchasing  of 
janitorial  supplies,  and  a  recommendation  that  certain  models  of  type¬ 
writer  and  dictating  machine  be  adopted  uniformly  in  all  branches. 


OFFICE  SPACE  AND  FURNISHINGS 

About  a  year  ago,  both  Simmons  and  Nicholson  had  made  inspection 
trips  to  the  branches  and  had  come  to  the  conclusion  that  there  was 
much  wasted  space  in  branch  offices,  and  that  this  situation  had  been 
brought  about  principally  because  officer  personnel  and  clerical  person- 
nel  had  been,  over  a  period  of  years,  buying  equipment — such  as  desks, 
telephone  stands,  and  extra  tables — that  pleased  them  personally  but 
that,  in  many  instances,  was  also  “too  large  and  expensive”  for  what  the 
bank  needed  to  keep  up  its  public  appearance.  In  addition,  loan  officers 
in  some  branches  had  succeeded  in  having  the  managers  construct  walls 
for  unnecessary  private  offices.  Nicholson  had  obtained  the  services  of 
the  bank’s  architect  and  also  of  systems  engineers  from  two  large  equip- 
ment  manufacturers;  together  they  made  a  “general  estimate,  to  be  con¬ 
firmed  by  further  fact-finding”  that  the  bank  could  save  $40,000  a  year 
over  a  30-year  period  if  (1)  furniture  were  to  be  standardized  with  func¬ 
tional  equipment  that  was  modest  in  design  but  met  the  essential  re¬ 
quirements  of  dignity  for  the  branches,  and  if  (2)  henceforth,  only 
branch  managers  could  have  private  offices. 

Before  the  meeting  of  the  systems  committee  last  week,  Simmons 
expressed  concern  to  Nicholson  that  his  committee  had  not  taken  up 
these  two  problems.  “Your  committee  could  have  done  some  real  re¬ 
search  on  these  questions.  I  hope  that  you  will  put  them  on  the  agenda 
right  away  and  agree,  let’s  say  in  six  months,  on  standard  layouts  and 
equipment.  You  and  I  both  know,  for  instance,  that  the  loan  officers  at 
San  Mateo  and  Menlo  Park  have  entirely  too  much  space,  should  not  be 
in  those  large  offices,  and  perhaps  should  have  three  standard  pieces  of 
equipment — a  desk,  chair,  and  small  bookcase.  There  should  be  no  tele¬ 
phone  stands  like  those  that  were  purchased  there  last  year  for  $90  each.” 


RELATIONS  WITH  BRANCH  MANAGERS 

Branch  managers  have  been  kept  informed  of  the  committee’s  general 
work  over  the  18-month  period.  Most  managers  selected  a  loan  officer 
(assistant  manager)  to  represent  them,  and  these  officers  made  a  real 
effort  to  let  their  managers  know  what  was  going  on.  Dick  May,  repre¬ 
sentative  of  the  Burlingame  branch,  reports  that  he  has  been  spending 
at  least  an  hour  a  week  with  his  boss  telling  him  what  the  committee  is 
doing  and  asking  for  his  ideas.  James  Strickland  of  the  Market  Street 
branch  says  that  he  has  been  able  to  confer  briefly  with  his  boss  about 
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once  a  week  on  the  subjects  the  committee  is  working  on.  Other  members 
report  that  they,  too,  have  been  able  to  keep  their  managers  informed 
and  that  the  latter  exhibit  a  good  deal  of  interest  in  the  committee’s  work' 
In  all  cases  except  Burlingame,  however,  men  say  that  their  managers 
quite  naturally  do  not  have  the  time  to  go  into  the  details  of  committee 
recommendations,  and  that  they,  the  managers,  have  not  been  particu¬ 
larly  aggressive  or  enthusiastic  about  putting  any  of  those  recommenda- 
tions  into  effect. 

The  committee  has  talked  about  the  best  way  to  gets  its  recommenda¬ 
tions  adopted.  Dick  May  claims  that  his  manager  is  ready  to  put  many 
of  them  into  effect  immediately  and  that  it  is  up  to  each  man  to  convince 
his  own  manager.  All  others  say  they  believe  that  the  president  should 
issue  the  recommendations  as  instructions  over  his  signature  The  rea¬ 
son  given  by  Strickland  is  typical:  “We’re  convinced  that  the  recommen¬ 
dations  are  best  for  the  bank,  but  the  managers  just  won’t  buy  them.  The 
only  way  to  get  the  managers  to  carry  them  out  is  to  have  Mr.  Wellington 
lay  them  outas  official,  and  let  it  be  known  that  they  are  going  to  be  put 
into  effect  Of  course,  they  would  have  to  be  acknowledged  as  being 
drawn  up  by  the  Department  of  Personnel  and  Equipment,  with  some 
advice  from  our  committee.” 

James  Nicholson  reported  in  his  own  weekly  meeting  with  the  presi¬ 
dent  that  it  looked  as  if  its  is  going  to  be  “rather  touchy”  to  get  managers 
to  accept  the  recommendations.  Mr.  Wellington  thereupon  stated  that  his 
own  knowledge  of  the  committee  recommendations  was  rather  sketchy 
even  though  he  had  discussed  them  in  part  with  Nicholson  each  week 
or  a  year.  He  therefore  decided  to  call  a  meeting  of  all  branch  managers 
and  committee  members  at  the  same  time  so  that  he  and  everyone  con- 

on^wtekago  aCqUamted  in  detail  with  them-  This  meeting  took  place 


INFORMAL  COMMENTS  OF  BRANCH  MANAGERS 

for1ffintcbfhtpfnbr^Ch  managers  c*roPPed  in  to  the  officers’  dining  room 

natural !  ^etmg-  After  the  usual  banter,  the  conversation 
naturally  drifted  onto  the  proposals  of  the  systems  committee. 

hi7er  ™yT?*(?etary  likes  ^ose  new  typewriters.  I  can’t  spell, 
and  if  Sally  left  I  d  be  sunk. 99 

“So  what,  Joe,  you  always  talk  better  than  you  write.  ” 

Say,  I  sure  hated  to  come  in  here  this  afternoon,”  another  man- 

Labor™orijfr  Smedley  Scott  became  president  of  Menlo 

withus  Hadt  h  beT  7ln9  t°convince  him  to  do  all  his  banking 

Zendnal  *  r  *  ***  and  in  my  too.  If  we  start 

oXZtdow”™  mn9  ^  °UT  program  goes 

hlHfW  are  yout  making  out  with  your  two  [ office r\  trainees,  Carl 9  / 

thelrn6  ^7  ,°y  C°™ing  riyht  alony,  but  he  won ’t  be  happy  under 
the  proposed  salary  schedule.  .  .  ^ 

“The  best  young  man  we  have  came  from  the  credit  department 
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a  year  ago.  He  sure  gets  around.  Tennis  matches,  hospital  drives,  U.N. 
meetings;  always  on  the  go.  I  thought  of  him  when  I  read  that 
proposal  for  days  off  How  do  you  decide  when  a  guy  like  that  is 
working ?  Granted  his  work  gets  behind  sometimes.  That's  better  than 
drawing  pay  for  just  sitting  at  his  desk.  1  get  a  kick  out  of  bringing 
a  man  like  that  along.  And  he  is  building  a  lot  of  goodwill for  the  bank 
in  my  area. " 

Well,  I  kind  of  like  that  days-off  rule.  It  would  save  a  lot  of  com¬ 
plaints  and  conversation  about  Grandfather's  weak  heart. " 

"It  might  be  just  fine  for  you,  Tyson,  but  not  so  good  for  Pete.  Why 
not  let  each  manager  decide  for  himself?  After  all,  each  of  us  is  paid 
to  run  his  branch  in  the  best  interests  of  the  bank  and  we  wouldn't 
be  in  our  present  positions  if  we  weren't  doing  it.  What  do  you  think 
Oscar?" 

"Guess  I  have  longer  service  than  any  of  the  rest  of  you.  It  will  be 
39  years  in  September.  But  I'd  say  there  isn't  a  manager  who  doesn't 
run  his  branch  just  as  though  it  was  his  own  business. " 

And  the  record  is  not  bad  either.  Deposits  are  going  up  and  the 
bank  is  making  money. " 

It's  making  money  that  counts."  (This  from  a  manager  of  one  of 
the  slower-branches .) 

I  heard  from  somebody  about  a  year  ago  that  the  committee  was 
going  to  study  office  space  and  equipment,  and  that  someone  figured 
they  could  save  a  million  dollars  over  a  period  of  years.  But  appar¬ 
ently  they  didn't  get  around  to  that. " 

"Don't  worry.  We're  building  a  real  base  for  the  future.  By  the  way, 
did  you  see  the  latest  report  on  Zenith  Radio.  .  .  ." 

Just  before  the  meeting  with  the  systems  committee,  Simmons  called 
Jim  Nicholson  into  his  office  to  have  a  brief  discussion  of  the  recommen¬ 
dations.  The  two  men  read  over  the  list  of  17  final  recommendations;  then 
Nicholson  explained  briefly  the  reasons  why  each  recommendation  was 
made  and  how  it  would  help  the  bank  to  reduce  costs. 

THE  MEETING  OF  THE  COMMITTEE  AND  BRANCH  MANAGERS 

The  meeting  started  at  two  p.m.  and  was  scheduled  to  last  until  five 
P.M.,  but  actually  ran  over  until  six  o’clock.  The  committee,  branch 
managers,  Wellington,  and  Simmons  were  present.  Wellington  opened 
the  meeting  by  stating  that  its  purpose  was  to  study  the  committee  recom¬ 
mendations  and,  it  was  hoped,  to  arrive  at  a  decision  on  whether  they 
should  be  accepted  and  put  into  effect. 

In  fact,  however,  after  a  reading  of  the  17  recommendations,  the  entire 
meeting  was  taken  up  by  a  discussion  of  the  first  two  recommendations. 

1.  It  is  recommended  that  the  following  pay  scales  be  adopted  for 
clerical  and  nonofficer  personnel  in  all  branches.  [This  was  followed  by 
a  list  of  positions  and  grades — the  bank  had  had  some  uniformity  before, 
but  the  recommendation  specified  absolute  uniformity  and  also  changed 
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thUS  meaning)  for  ^stance,  that  head  tellers 
would  m  the  future  receive  more  than  head  bookkeepers,  whereas  both 
had  received  the  same  in  the  past.] 

2.  Employees  should  be  allowed  two  days  per  year  off  with  pay  for 
miscellaneous  personal  business,  such  days  to  be  granted  at  the  discre¬ 
te  of  managers.  Because  of  the  possibility  of  abuse  of  this  privSege 
days  m  excess  of  two  must  be  taken  without  pay.  This  limitation  does  not 
apply  to  sickness  or  death  in  the  immediate  family. 

In  thediscussicm,  the  branch  managers  found  a  great  many  points  on 
which  (a)  they  disagreed  among  themselves,  and  (b)  they  agreed  among 
themselves  but  disagreed  with  the  committee.  For  instance  ^  ^1? 
agreed  that  uniformity  was  in  the  interest  of  the  bank,  but  disagreed  on 
many  of  the  salary  scales  and  classifications.  On  this  point  they  cited 
many  instances  m  which  one  competent  employee  would  feel  hurt  if  the 

Th,W're  T”ged  ” ““  Way  ,he  recommend 

w™  i  mittee  members  had  talked  confidentially  among  themselves 
before  the  meeting  and  agreed  that  Jim  Nicholson  must  be  ^0^  to 
present  the  findings  and,  by  and  large,  the  one  to  defend  them  This  plan 

“theC<mmbhied  tldnkin^of  tb1166^118  president  remarked  to  Jim  that 
me  combined  thinking  of  the  managers,  with  all  of  their  exDerienre 

made  quite  an  impression  on  Simmons  and  me.  We  have  confidence  in 

reallv  l°Ua  uthat’  but  1  Can>t  helP  bat  wonder  if  your  committee 
really  worked  out  the  ‘best’  recommendation  for  all  on  this  salary  matter 

Yesterday  Wellington  and  Simmons  met  to  consider  therecommenda 
OflMpnvately^mincmB  again  expressed  the  same  idea  that  Wellington 

S  wondered  °“ loud 

De  sent  back  to  do  more  research  on  the  recommen datinn 

waTertSedTSTu^1  ^  ^  elaPSed  SinCe  the  “^mittee 

and  put  into  efecT  recommendation’s  having  been  accepted 
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From 

ORGANIZATION  AND  MANAGEMENT* 

By  Chester  L  Barnard t 


.  .  .  [M]atters  of  urgent  speed,  of  highly  technical  character,  of  profound  intel¬ 
lectual  content,  or  of  very  complex  conscious  coordination,  must  in  practice  be 
excluded  from  the  democratic  process  except  in  most  general  terms. 

Moreover,  a  considerable  capacity  for  abstract  thought,  that  is,  for  reading, 
writing,  and  speaking  is  necessary.  Excepting  for  small  organizations,  where  deci¬ 
sion  is  very  closely  related  to  concrete  conditions,  the  democratic  method  is  not 
suitable  for  the  illiterate;  but  marked  diversity  of  education  and  of  intellectual 
intelligence  is  also  not  conducive  to  the  use  of  this  method.  Wide  expansion  of 
the  degrees  of  education,  the  minute  specialization  of  knowledge  and  of  function 
are  unfavorable  conditions. 

Again,  there  must  be  such  restrictions  of  the  fields  of  decision  or  of  their  details 
that  the  number  of  decisions  to  be  taken  democratically  is  not  large.  The  tedious- 
ness  and  slowness  of  the  process  are  notorious,  the  difficulty  of  maintaining 
interest  nearly  obvious,  its  costliness  apparent.  I  think  it  likely  to  be  generally 
conceived  at  some  later  time  that  there  is  an  optimum  proportion  of  decisions  in 
a  given  organization  that  can  be  made  by  democratic  methods,  or  conversely  by 
other  methods.  .  .  . 

***** 

...  Leaders  lead.  This  implies  activity,  and  suggests  the  obvious  question 
“What  is  that  they  have  to  do?”  Now,  I  must  confess  that  heretofore  on  the  few 
occasions  when  I  have  been  asked:  “What  do  you  do?"  I  have  been  unable  to 
reply  intelligibly.  Yet  I  shall  attempt  here  to  say  generally  what  leaders  do,  dividing 
their  work  under  four  topics,  which  for  present  purposes  will  be  sufficient.  The 
topics  I  shall  use  are:  The  Determination  of  Objectives;  The  Manipulation  of 
Means;  The  Control  of  the  Instrumentality  of  Action;  and  The  Stimulation  of  Coor¬ 
dinated  Action. 

***** 

...  An  obvious  function  of  a  leader  is  to  know  and  say  what  to  do,  what  not 
to  do,  where  to  go,  and  when  to  stop,  with  reference  to  the  general  purpose  or 
objective  of  the  undertaking  in  which  he  is  engaged.  Such  a  statement  appears 


‘Reprinted  by  permission  of  Harvard  University  Press,  Cambridge,  Mass.,  1956  (pp.  48, 

■o/,  09-90,  94)» 

t  Mr.  Barnard  was  former  President  of  New  Jersey  Bell  Telephone  Company. 
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to  exhaust  the  ideas  of  many  individuals  as  to  a  leader’s  raison  d’etm  Rut  if  tha„ 
T.  ^  K  obf  ™  »*>  °P“*>ns  closely,  I,  den 

™ "1“T9; ■  *  lead'r  «s  to  *  we™  suggested  ,0  him  by  the  £££££ 

he  leads.  Unless  he  is  very  dynamic— too  dynamic,  full  of  his  own  ideas— or 
pompous  or  Napoleonic,  this  sometimes  gives  the  impression  that  he  is  a  rather 
stupid  fellow,  an  arbitrary  functionary,  a  mere  channel  of  communication  and  a 
filcher  of  ideas.  In  a  measure  this  is  correct.  He  has  to  be  stupid  enouah  to  ikton 
a  great  deal  he  certainly  must  arbitrate  to  maintain  order,  and  he  has  to  be  at  times 
a  mere  center  of  communication.  If  he  used  only  his  own  ideas  he  wo  , It  hf 

~  —  -  ■  ««-  conductor 

from^^d^riptfon'^i^that'e8^0  US  “T"  ab0Ut  drtMh« fa,se  COnclusions 
leaders  whcTareable  to  be  properly  *sUi^,^ function  'aribi^iiy^o^V  effe^ve 

tol“rr.'Ca"0n'  and  to  8,881  9,8  ld8as' «“*' "W»  toat  ««y 

"SJ8  ma  busin9S5  o' 

Soma  obvious  differencesof  combina«n  "'TV"*  "““bn.  Why  do  thay  vaoi? 
i"  technology,  in  objactiyas.  in  conditionTJirSr'te^T.'8' °rganlza,lons' 
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BUSINESS  NEEDS 
MATURE  AUTOCRATS* 

By  Eugene  E  Jennings  t 

Substantial  research  has  been  devoted  to  seekina  a  nattlrn  L  V 
which  will  yield  the  highest  production  and  morale.  So  far  aJ  the  rSearch  data 

SSSSSSSSSSSS 

53S55S3SS5 

and  £  a  Srsonat  bSwiih  Z T"  ^  k“Pi''9  9roup  “""9  “  '"**“*"* 
to  tamin^um  of  SZ  ,  Thls  ™‘ns  usua">'  th«  communication  is  kept 

als  in  the  group,  including  the  leader,  are  so  closely  knit  that  cohesion  sometimes 
disguises  who  actually  is  running  things.  The  leader  seeks  to  S.’SS 

Stat^"^  Chamber  of  Commerce  of  the  United 

Se»hS  SmmUniveS0l°giSt  ^  Sch°°>  °fB“  and  Public 
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participation  and  involvement  of  every  member  in  determining  group  activities  and 
objectives.  He  so  leads  the  group  that  the  result  of  the  joint  effort  is  not  ascribable 
to  his  own  virtues  and  superiority. 

In  short,  the  autocrat  recognizes  the  superiority  of  the  individual  over  the  group, 
whereas  the  democrat  recognizes  the  superiority  of  the  group  over  himself. 

There  are  differences  of  view  in  other  regards  as  to  how  the  democrat  and  the 
autocrat  behave,  but  these  definitions  are  generally  acceptable.  My  own  research 
could  not  find  evidence  that  the  autocratic  type  or  democratic  was  superior;  but 
criticism  of  the  democratic,  sometimes  called  human  relations,  approach  which 
began  five  years  ago  is  gaining  in  strength. 

In  1 953  Douglas  McGregor  of  M.I.T.,  then  president  of  Antioch  College,  warned 
that  business  was  confused  about  human  relations.  He  described  as  a  major  error 
of  management  the  assumption  that  personnel  administration  consisted  largely 
in  dealing  with  human  relations  problems.  He  said  that  this  was  looking  at  the 
subject  as  a  repair  job,  instead  of  a  way  to  prevent  the  need  for  repairs.  Since 
then  other  writers  and  observers  have  continued  the  attack  on  human  relations 
as  being  essentially  a  tool  by  which  management  manipulates  people  into  the 
desired  patterns  of  productivity  and  comformity.  These  writers  see  considerable 
moral  and  intellectual  degradation  and  degeneration  as  a  result,  of  the  human 
relations  exploitation  approach. 

Since  the  human  relations  approach  has  had  such  lofty  ideals  and  high  verbal 
acceptance,  it  is  to  be  expected  that  these  critics  will  find  numerous  and  severe 
opponents.  Already  a  defense  seems  to  have  taken  shape.  Some  defenders, 
believing  that  the  many  advocates  of  human  relations  have  failed  to  make  clear 
just  what  they  are  talking  about,  have  tried  to  relieve  the  misunderstanding  and 
confusion  by  suggesting  that  the  underlying  theme  of  the  human  relations  ap¬ 
proach  is  an  attempt  to  understand  people  as  they  really  are  and  to  accept  them 
as  such.  The  theme  is  that  better  understanding  of  the  problems  of  people  at  work, 
of  discovering  ways  for  making  work  a  more  rewarding  experience,  will  likely  create 
positive  benefits  for  all  concerned. 

This  implies  that  management  should  so  manage  that  the  workers’  purposes 
and  the  firm’s  purpose  are  mutual  and  complementary.  Translated  in  the  language 
of  the  critics  of  the  manipulation-conformity  thesis,  this  means  that  the  unique 
strengths  of  the  democratic  work  process  can  be  used  as  positive  forces  for 
accomplishing  the  objective  aims  of  the  large  organization:  that  is,  making  a  profit. 

In  theory  this  might  be  logical,  desirable  and  perhaps  even  necessary,  but  it 
covers  up  an  underlying  problem  that  may  turn  out  to  be  an  insurmountable 
contradiction.  This  problem  is  how  to  include  in  an  autocratic  system  the  demo¬ 
cratic  urges  of  the  subordinate  and  inferior  members  of  that  system. 

There  are  opposing  drives  here  that  go  far  deeper  than  changing  manifest 

behavior  to  accommodate  and  compromise  forces  that  are  in  conflict  with  each 
other. 

One  may  question  whether  executives  are  psychologically  able  to  allow  the 
group  to  participate  in  decisions  affecting  both  them  and  the  larger  organization, 
have  found  that  by  and  large  the  typical  executive  does  not  have  the  pscyhologi- 
cal  capacity  to  integrate  to  this  extent  even  if  he  wanted  to. 

Even  appearing  to  give  lip  service  and  some  degree  of  credence  to  the  demo¬ 
cratic  approach  in  such  things  as  decision-making  and  policy  formulation  is  almost 
beyond  the  psychological  capacity  of  most  executives. 
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The  difficulty  becomes  plain  once  we  recognize  what  the  typical  executive  is 
really  like.  Robert  McMurry,  senior  partner  of  McMurry,  Hamstra  &  Co.,  a  Chicago- 
based  personnel  consulting  firm,  has  supplied  a  good  description.  He  says  that 
most  executives  are  likely  to  be  hard-driving,  egocentric  entrepreneurs  who  came 
up  in  careers  where  they  have  had  to  keep  the  power  in  their  hands.  They  may 
be  veterans  and  victors  in  the  give-and-take,  no-quarter,  in-fighting  for  position  of 
power  within  the  business.  Instead  of  participative  management,  Mr.  McMurry 
describes  business  as  a  “benevolent  autocracy”  wherein  the  top  man  stresses 
the  desirability  of  humanistic  management  but  remains  undeniably  the  strong  man. 
This  diagnosis  would  suggest  that  the  democratic  approach  is  basically  a  result 
of  some  kind  of  external  pressure  and  not  a  manifestation  of  inner  conviction  on 
the  part  of  executives.  The  possibility  is  that  the  democratic  approach  will  from 
here  on  be  attacked  more  openly  by  executives  themselves  and  repudiated  by  a 
regression  to  a  firmer  autocratic  approach. 

*  *  *  *  * 

•  •  •  [M]ore  democracy  was  bound  to  be  urged  upon  executives  if  for  no  other 
reason  than  that  a  democratic  society,  believing  in  certain  dignities  of  the  in¬ 
dividual,  will  constantly  exert  a  force  to  have  these  dignities  accepted  in  the  most 
inaccessible  crevices.  This  external  pressure  upon  management,  plus  the  de¬ 
mands  of  large-scale  organization  for  group  decision-making,  caused  some  de¬ 
gree  of  acceptance  of  the  human  relations  approach. 

Even  so,  this  surge  to  group  decision-making  came  relatively  quickly.  When 
some  69  executives  of  leading  firms  were  interviewed  by  this  writer,  the  general 
reaction  was  that  they  use  group  decision-making  for  getting  acceptance  of  their 
decisions — not  necessarily  for  getting  better  decisions.  This  reaction  is  in  part  a 
result  of  the  failure  of  social  scientists  to  come  up  with  an  adequate  definition  of 
what  the  new  executive,  who  is  bending  somewhat  to  this  pressure  of  democratic 
participation,  should  be. 

In  overthrowing  previous  authoritarian  concepts  of  leadership  the  social  scien¬ 
tists  have  failed  to  offer  a  new  management  pattern  that  is,  1 ,  commonly  agreed 
upon  by  them,  2,  commonly  understood  by  executives,  and,  3,  sufficiently  motivat¬ 
ing  to  these  executives. 

*  *  *  *  * 

Consultants  who  are  to  some  extent  both  observers  and  practitioners  must 
offer  rather  arbitrary  advice  even  though  they  know  science  will  not  yet  affirm  it. 
When  I  am  placed  in  this  role  my  answer  has  been  that  the  type  of  executive 
needed  is  the  polished  autocrat.  That  is  to  say,  the  business  system  seems  to  be 
perfectly  set  up  today  for  the  individual  who  wants  to  run  with  the  ball  but  who 
at  the  same  time  makes  the  team  feel  needed.  He  make  decisions,  he  controls 
and  dominates  individually  and  with  emphasis  on  personal  influence  but  he  does 
not  arouse  animosity.  Historians  often  call  him  ...  a  man  who  walks  with  a  firm, 
but  quiet  step. 

***** 

In  presenting  this  model  of  leadership  to  businessmen  I  have  had  considerable 
concurrence  that  the  firm  but  quiet  type  is  becoming  increasingly  necessary.  Some 
of  the  most  eminent  businessmen  have  this  attribute  about  them. 

Whether  the  polished,  mature  autocrat  has  replaced  the  crude  type  is  still  an 
academic  question  because  our  idealistic  eyes  sometimes  indicate  that  more 
executives  are  less  autocratic  today  than  yesterday.  What  is  a  good  bit  of  insight, 


184 


The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 

although  not  yet  supported  by  research,  is  that  there  must  be  dominance  of  the 
majority  by  a  few  and  that  these  few  must  make  decisions  on  behalf  of  themselves 
or  the  majority,  or  both,  and  that  consultation  with  the  majority  is  seldom  feasible. 

What  is  feasible  is  that  the  few  appear  to  be  humanitarian,  conscientious  and 
open  minded.  They  generate  not  necessarily  love  or  hate,  but  respect  and  a  little 
but  not  too  much,  fear. 

They  do  not,  however,  consult  any  more  than  necessary  to  get  acceptance. 
When  they  do  it  is  with  other  power  individuals  who,  when  allied  with  them  will 
bring  the  advantages  of  their  leadership. 

That  these  polished  autocrats  are  useful  and  necessary  to  society  is  attested 
to  by  the  fact  that  they  are  numerously  found  in  some  our  our  most  democratic 
institutions.  I  have  found  them  in  religious,  social  work  agencies,  and  charitable 
organizations. 

They  are  in  educational,  political,  and  economic  organizations.  They  represent 
at  best  the  attempt  to  respond  as  administratively  as  possible  to  the  democratic 
urges  of  a  mass  culture. 

But  such  a  response  is  only  possible  to  a  degree.  That  degree  I  believe 
qualifies  them  to  be  called  Mature  Autocrats. 


From 

CONSTRUCTIVE  CONFLICT* 

By  Mary  Parker  Follett\ 


At  ih*  'AT,  ?  !?0nS!df in  this  paper  the  most  fruitful  waV  of  dealing  with  conflict. 
At  the  outset,  I  should  like  to  ask  you  to  agree  for  the  moment  to  think  of  conflict 

as  neither  good  nor  bad;  to  consider  it  without  ethical  pre-judgment;  to  think  of 
it  not  as  warfare,  but  as  the  appearance  of  difference,  difference  of  opinions  of 

mSv  thP  H  ff  18  wi?at+iConflict  means  difference.  We  shall  not  consider 
merely  the  differences  between  employer  and  employee,  but  those  between 

"lanagers'  between  the  directors  at  the  Board  meetings,  or  wherever  difference 
appears. 

i  ^AtC0nfliCt7differenCe~is  here  in  the  world.  as  we  cannot  avoid  it,  we  should 
Ithink  use  it  Instead  of  condemning  it,  we  should  set  it  to  work  for  us.  Why  not? 

What  does  the  mechanical  engineer  do  with  friction?  Of  course  his  chief  job  is  to 

of  Dower  bv'bdtl  *  h  true  *hat  he  also  capitalizes  friction.  The  transmission 
hl£  r  *  belts  depends  on  friction  between  the  belt  and  the  pulley.  The  friction 

thiTraTn  A\f  dJT-9  °f  th®  locomotive  and  the  track  is  necessary  to  haul 

w!  S  th  p  9 18  d0ne  by  friction-  The  music  of  the  violin  we  gat  by  friction 
e  left  the  savage  state  when  we  discovered  fire  by  friction.  We  talk  of  the  friction 

ers.  Incorporated.  (Excels l!om  P p 3^9 by  Permisston  ofHarperfcRow,  Publish- 
t  Miss  Follett  was  a  noted  industrial  psychologist  in  Boston  in  the  early  part  of  this  century. 
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rtf  a  So  1(1 '»«.  too,  wo  haw  to  know  whan  to 

try  to  eliminate  friction  and  whan  to  try  to  capital.™  it.  when  to  son  what  work  we 

.an  maka  it  do,  hat  is  what  I  wish  to  consular  hero,  whether  wo  can  sot  conflict 
to  work  and  make  it  tfo  somethin#  tor  us. 


Timm  art*  throe  warn  ways  of  doalmq  with  conflict:  domination,  compromise, 
and  integration.  Domination,  obviously,  is  a  victory  of  ono  side  over  the  other  Fhts 
.8  the  easiest  way  of  dealing  with  conflict,  tho  cmaost  tor  the  moment  but  not 

too  WarSUCC*  88 1<  ^  ,(Hiq  fU"‘  *w  Wtl  wm  s,w  ?rom  wh«* tow  happened  since 

W«J  trTril!  r^0’ lhU^  mth  mnilM-  mM  at  understand 

well,  tor  it  m  the  way  wo  settle  most  of  our  controversies;  each  side  qives  up  n 

little  re  order  to  have  peace,  or.  to  speak  more  accurately  in  order  that  the  nc.tiv.ty 
winch  has  been  interrupted  by  the  conflict  may  go  on,  ...  y 

Yet  no  one  really  wants  to  compromise,  because  that  means  a  qiviwj  up 
of  sometomq  Is  there  then  any  other  method  of  ondinq  conflicts  thenns  a  way 
beqinnmq  now  to  he  routed  at  least,  am!  even  occasionally  followed  when 
two  desires  are  tfiat  means  that  a  solution  hits  been  found  in  which 

bo  h  desires  have  found  a  place,  that  neither  side  has  had  to  sacrifice  anythmq 
let  tm  take  some  very  -ample  illustration  In  the  Harvard  l  ibrary  one  tiny,  in  one 
of  tfie  smaller  rooms,  someone  wanted  the  window  open.  I  wanted  it  shut  We 
opened  the  window  in  the  next  room,  where  no  eno  was  sitting  this  was  nut  a 
compromise  because  there  was  ne  t  urtailinq  of  desire,  we  both  pot  what  we  really 
wanted  for  I  did  net  want  a  closed  room,  I  simply  did  not  want  the  north  wind 
to  blew  directly  on  me.  iikew.se  toe  ether  occupant  did  net  want  that  particular 
window  open,  he  merely  wanted  more  q«r  in  the  room 

A  !  ’W'f  **  «  •nojiefative  i  eaque  almost  went  to  pieces  last  year  on  the 
quedion  of  precedence  in  unloadinq  cans  at  a  creamery  platform  Hie  men  who 

SwiLtoT' h',!  ^  W"%  *,n  4  lkmt'  «>nuqht  «»>Y  should  have 

precedence,  tfie  men  wfie  came  up  the  hill  thought  they  should  unload  first  the 

thinking  of  troth  sides  in  pie  controversy  was  thus  confined  within  the  walls  of  these 
two  possibilities,  and  this  prevented  their  even  Irytet}  to  find  a  way  of  witling  the 
dispute  which  would  avoid  these  alternatives  I  he  solution  was  obviously  to 
aiamje  the  position  of  the  platform  so  that  both  up  fullers  and  down  fullers  could 
unload  at  fhe  same  time  Hut  this  solution  was  not  found  until  they  had  asked  the 
advice  of  4  inure  or  less  professional  integrator  When,  however,  it  was  pointed 
out  to  thorn,  they  were  quite  ready  to  ac  cept  it  Integration  involves  invention,  and 
the  clever  thing  .s  to  rocoqni/e  this,  and  net  to  let  one's  thinkmq  stay  within  the 
iMnnthmm  »f  I  wwi  filturmttnms  whif  ft  i$r«  muUmtly 


Home  people  tell  me  tfiat  they  like  what  I  have  written  en  tnteqraiien.  but  say 
that  I  am  talking  .  if  what  ought  to  fie  instead  of  what  is  Hut  indeed  I  am  net.  I  are 

fwh',,n;  r’v  whtil!x  ’?  *,,,¥  u"f  m<  wh'«  ,mim  *»  «»«*•**.  but 

of  What  perhaps  may  tm  this  wo  can  «fi*K.uver  only  by  experiment  Hiat  is  all  I 
am  urging,  that  we  try  experiments  in  methods  of  resolvi.iq  differonc.es 

f  te  key  weld  of  psychology  today  is  desire  If  we  wisti  to  speak  of  t  undid  m 
the  language  of  contempt,  nary  psy,  huiuqy,  we  might  i  all  if  a  moment  in  the  ie 
tersMinq  of  desires  Ihtis  we  take  from  a  any  ctmeufafien  of  quod  m  had  { f,„„, 
wa  shall  net  tie  afnnd  of  r  enflirl,  f.itt  shall  meuqrii.ro  that  there  m  a  destrut  five 
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way  of  dealing  with  such  moments  and  a  constructive  way.  Conflict  as  the  moment 
of  the  appearing  and  focusing  of  difference  may  be  a  sign  of  health,  a  prophecy 
of  progress.  If  the  Dairymen’s  League  had  not  fought  over  the  question  of  prece¬ 
dence,  the  improved  method  of  unloading  would  not  have  been  thought  of.  The 
conflict  in  this  case  was  constructive.  And  this  was  because,  instead  of  compro- 
mising,  they  sought  a  way  of  integrating.  Compromise  does  not  create,  it  deals 
with  what  already  exists;  integration  creates  something  new,  in  this  case  a’different 
way  of  unloading.  And  because  this  not  only  settled  the  controversy  but  was 
actually  better  technique,  saved  time  for  both  the  farmers  and  the  creamery,  I  call 
this:  setting  friction  to  work,  making  it  do  something. 

...  What  I  think  we  should  do  in  business  organization  is  to  try  to  find  the 
machinery  best  suited  for  the  normal  appearing  and  uniting  of  diversity  so  that  the 
difference  does  not  stay  too  long  crystallized,  so  that  the  pathological  stage  shall 
not  be  reached. 

One  advantage  of  integration  over  compromise  I  have  not  yet  mentioned.  If  we 
get  only  compromise,  the  conflict  will  come  up  again  and  again  in  some  other  form, 
for  in  compromise  we  give  up  part  of  our  desire,  and  because  we  shall  not  be 
content  to  rest  there,  sometime  we  shall  try  to  get  the  whole  of  our  desire.  Watch 
industrial  controversy,  watch  international  controversy,  and  see  how  often  this 
occurs.  Only  integration  really  stabilizes.  But  by  stabilization  I  do  not  mean  anything 
stationary.  Nothing  ever  stays  put.  I  mean  only  that  that  particular  conflict  is  settled 
and  the  next  occurs  on  a  higher  level. 

*  *  *  sft  3fE 

.  "a™9.  suggested  integration  as  perhaps  the  way  which  we  can  deal  most 
fruitfully  with  conflict,  with  difference,  we  should  now  consider  the  method  by  which 
integration  can  be  obtained.  But  before  we  do  that  I  want  to  say  definitely  that  I 
do  not  think  integration  is  possible  in  all  cases.  When  two  men  want  to  marry  the 
same  woman,  there  can  be  no  integration;  when  two  sons  both  want  the  old  family 
there  030  usual|y  be  no  integration.  And  there  are  many  such  cases,  some 
O  JT;  ,some  of  9reat  seriousness.  I  do  not  say  that  there  is  no  tragedy  in  life. 
All  that  say  is  that  if  we  were  alive  to  its  advantages,  we  could  often  integrate 
instead  of  compromising.  ... 


If,  then,  we  do  not  think  that  differing  necessarily  means  fighting,  even  when 
two  desires  both  claim  nght  of  way,  if  we  think  that  integration  is  more  profitable 
than  conquering  or  compromising,  the  first  step  toward  this  consummation  is  to 
ring  the  differences  into  the  open.  We  cannot  hope  to  integrate  our  differences 
unless  we  know  what  they  are.  I  will  give  some  illustrations  of  the  opposite  method 
— evading  or  suppressing  the  issue. 

I  know  a  factory  where,  after  the  War,  the  employees  asked  for  a  five  percent 
increase  in  wages,  but  it  was  not  clear  to  either  side  whether  this  meant  a  five 
percent  raise  over  present  wages  or  over  pre-War  wages.  Moreover,  it  was  seen 
hat  neither  side  wished  to  know!  The  employees  naturally  preferred  to  think  the 
former  the  managers  the  latter.  It  was  some  time  before  both  sides  were  willinq 

problem^  'SSUe:  SaCh’  unconsciously>  hoPed  to  win  ^  keeping  the  whole 


*  *  *  * 


first  rule,  then,  for  obtaining  integration  is  to  put  your  cards  on  the  table 
the  real  issue,  uncover  the  conflict,  bring  the  whole  thing  into  the  open  ’ 
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One  of  the  most  important  reasons  for  bringing  the  desires  of  each  side  to  a 
place  where  they  can  be  clearly  examined  and  valued  is  that  evaluation  often  leads 
to  revaluation.  We  progress  by  a  revaluation  of  desire,  but  usually  we  do  not  stop 
to  examine  a  desire  until  another  is  disputing  right  of  way  with  it.  Watch  the 
evolution  of  your  desires  from  childhood,  through  youth,  etc.  The  baby  has  many 
infantile  desires  which  are  not  compatible  with  his  wish  for  approbation;  therefore 
he  revalues  his  desires.  We  see  this  all  through  our  life.  We  want  to  do  so-and-so, 
but  we  do  not  estimate  how  much  this  really  means  to  us  until  it  comes  into  conflict 
with  another  desire.  Revaluation  is  the  flower  of  comparison. 

This  conception  of  the  revaluation  of  desire  it  is  necessary  to  keep  in  the 
foreground  of  our  thinking  in  dealing  with  conflict,  for  neither  side  ever  “gives  in” 
really,  it  is  hopeless  to  expect  it,  but  there  often  comes  a  moment  when  there  is 
a  simultaneous  revaluation  of  interests  on  both  sides  and  unity  precipitates  it- 

SGlf.  .  .  . 

***** 

...  If  the  first  step  is  to  uncover  the  real  conflict,  the  next  is  to  take  the 
demands  of  both  sides  and  break  them  up  into  their  constituent  parts.  Contempo¬ 
rary  psychology  shows  how  fatal  it  is  to  try  to  deal  with  conglomerates.  I  know 
a  boy  who  wanted  a  college  education.  His  father  died  and  he  had  to  go  to  work 
at  once  to  support  his  mother.  Had  he  then  to  give  up  his  desire?  No,  for  on 
analysis  he  found  that  what  he  wanted  was  riot  a  college  education,  but  an 
education,  and  there  were  still  ways  of  his  getting  that.  You  remember  the  southern 

girl  who  said,  Why,  I  always  thought  damned  Yankee  was  one  word  until  I  came 
north.” 

***** 

You  will  notice  that  to  break  up  a  problem  into  its  various  parts  involves  the 
examination  of  symbols,  involves,  that  is,  the  careful  scrutiny  of  the  language  used 
to  see  what  it  really  means.  A  friend  of  mine  wanted  to  go  to  Europe,  but  also  she 
did  not  want  to  spend  the  money  it  would  cost.  Was  there  any  integration?  Yes 
she  found  one.  In  order  to  understand  it,  let  us  use  the  method  I  am  advocating; 
tet  us  ask,  what  did  “going  to  Europe”  symbolize  to  her?  In  order  to  do  that,  we 
have  to  break  up  this  whole,  “going  to  Europe.”  What  does  “going  to  Europe” 
stand  for  to  different  people?  A  sea  voyage,  seeing  beautiful  places,  meeting  new 
people,  a  rest  or  change  from  daily  duties,  and  a  dozen  other  things.  Now,  this 
woman  had  taught  for  a  few  years  after  leaving  college  and  then  had  gone  away 
and  led  a  somewhat  secluded  life  for  a  good  many  years.  “Going  to  Europe”  was 
to  her  a  symbol,  not  of  snow  mountains,  or  cathedrals,  or  pictures,  but  of  meeting 
people— that  was  what  she  wanted.  When  she  was  asked  to  teach  in  a  summer 
school  of  young  men  and  women  where  she  would  meet  a  rather  interesting  staff 
of  teachers  and  a  rather  interesting  group  of  students,  she  immediately  accepted. 
This  was  her  integration.  This  was  not  a  substitution  for  her  wish,  it  was  her  real 
wish  fulfilled. 

***** 

We  have  been  considering  the  breaking  up  of  the  whole-demand.  On  the  other 
hand,  one  often  has  to  do  just  the  opposite;  find  the  whole-demand,  the  real 
demand,  which  is  being  obscured  by  miscellaneous  minor  claims  or  by  ineffective 
presentation.  The  man  with  a  genius  for  leadership  is  the  one  who  can  make 
articulate  the  whole-demand,  unless  it  is  a  matter  of  tactics  deliberately  to  conceal 
it.  I  shall  not  stop  to  give  instances  of  this,  as  I  wish  to  have  time  for  some 
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consideration  of  a  point  which  seems  to  me  very  important  for  business,  both  in 
dealings  with  employees  and  with  competing  firms,  and  that  is  the  anticipation  of 
demands,  of  difference,  of  conflict 

*  *  *  *  % 

Finally,  let  us  consider  the  chief  obstacles  to  integration.  It  requires  a  high  order 
of  intelligence,  keen  perception  and  discrimination,  more  than  all,  a  brilliant  inven¬ 
tiveness:  it  is  easier  for  the  trade  union  to  fight  than  to  suggest  a  better  wav  of 
running  the  factory.  ... 

Another  obstacle  to  integration  is  that  our  way  of  life  has  habituated  many  of 
us  to  enjoy  domination.  Integration  seems  to  many  a  tamer  affair;  it  leaves  no 
thrills  of  conquest.  I  knew  a  dispute  within  a  trade  union  where,  by  the  skillful 
action  of  the  chairman,  a  true  integration  was  discovered  and  accepted,  but  in¬ 
stead  of  the  satisfaction  one  might  have  expected  from  such  a  happy  result  the 
evening  seemed  to  end  rather  dully,  flatly;  there  was  no  climax,  there  was  no  side 
left  swelling  its  chest,  no  one  had  conquered,  no  one  had  “won  out  ”  It  is  even 
true  that  to  some  people  defeat,  as  well  as  conquest,  is  more  interesting  than 
integration.  That  is,  the  person  with  decided  fight  habits  feels  more  at  home 
happier,  in  the  fight  movement.  Moreover,  it  leaves  the  door  open  for  further 
fighting,  with  the  possibility  of  conquest  the  next  time. 

Another  obstacle  to  integration  is  that  the  matter  in  dispute  is  often  theorized 
over  instead  of  being  taken  up  as  a  proposed  activity.  I  think  this  important  in 
business  administration.  Intellectual  agreement  does  not  alone  bring  full  integra¬ 
tion.  I  know  one  factory  which  deliberately  provides  for  this  by  the  many  activities 
of  its  many  sub-committees,  some  of  which  seem  rather  trivial  unless  one  sees 
just  how  these  activities  are  a  contribution  to  that  functional  unity  which  we  shall 
consider  in  a  later  paper. 


A  serious  obstacle  to  integration  which  every  businessman  should  consider  is 
the  language  used.  We  have  noted  the  necessity  of  making  preparation  in  the 
other  man,  and  in  ourselves  too,  for  the  attitude  most  favorable  to  reconciliation. 
A  trade  unionist  said  to  me,  “Our  representatives  didn’t  manage  it  right.  If  instead 
of  a  5  percent  increase  they  had  asked  for  an  adjustment  of  wages,  the  manage¬ 
ment  would  have  been  more  willing  to  listen  to  us;  it  would  have  put  them  in  a 
different  frame  of  mind.”  I  don’t  quite  see  why  we  are  not  more  careful  about  our 
language  in  business,  for  in  most  delicate  situations  we  quite  consciously  choose 
that  which  will  not  arouse  antagonism.  You  say  to  your  wife  at  breakfast  “Let’s 
reconsider  that  decision  we  came  to  last  night.”  You  do  not  say,  “I  wish ’to  qive 
you  my  criticism  of  the  decision  you  made  last  night.” 

1  cannot  refrain  from  mentioning  a  personal  experience.  I  went  into  the  Edison 
ctric  Light  Company  and  said  to  a  young  woman  at  a  counter.  “Where  shall 
go  to  speak  about  my  bill?”  “Room  D  for  complaints,”  she  replied.  “But  I  don’t 
^'thi^r  ,?mp‘aint’”  '  Said’  thou9ht  there  was  a  mistake  in  your  bill.” 
mistake  ”Th Jn’  i  “J?*  5ut 1  dorVt  w,sh  to  corT1Plain  about  it;  it  was  a  very  natural 
Jhe  f 1 '°°ked  nonplussed,  and  as  she  was  obviously  speechless  a  man 
came  out  from  behind  a  desk  and  said:  “You  would  prefer  to  ask  for  an  adjustment 
wouldn’t  you?”  and  we  had  a  chat  about  it  ujuMmem, 


I  have  left  untouched  one  of  the  chief  obstacles  to  integration-namely,  the 
undue  influence  of  leaders— the  manipulation  of  the  unscrupulous  on  the  one  hand 
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and  the  suggestibility  of  the  crowd  on  the  other.  Moreover,  even  when  the  power 
of  suggestion  is  not  used  deliberately,  it  exists  in  all  meetings  between  people; 
the  whole  emotional  field  of  human  intercourse  has  to  be  taken  fully  into  account 
in  dealing  with  methods  of  reconciliation.  I  am  deliberately  omitting  the  considera- 
lon  of  this,  not  because  I  do  not  feel  its  importance  as  keenly  as  anyone,  but 
because  in  these  few  papers  we  cannot  cover  everything. 

Finally,  perhaps  the  greatest  of  all  obstacles  to  integration  is  our  lack  of  training 
for  it.  In  our  college  debates  we  try  always  to  beat  the  other  side.  .  .  .  Managers 
need  it  just  as  much.  I  have  found,  in  the  case  of  the  wage  boards  which  I  have 
been  on,  that  many  employers .  .  .  came  to  these  joint  conferences  of  employers 
and  employees  with  little  notion  of  conferring,  but  to  push  through,  to  force 
through,  plans  previously  arrived  at,  based  on  preconceived  ideas  of  what  em¬ 
ployees  are  like.  It  seems  as  if  the  methods  of  genuine  conference  have  yet  to 
be  learned.  Even  if  there  were  not  the  barriers  of  an  unenlightened  self-interest, 
of  prejudice,  rigidity,  dogmatism,  routine,  there  would  still  be  required  training  and 
practice  for  us  to  master  the  technique  of  integration.  A  friend  of  mine  said  to  me 
Open-mindedness  is  the  whole  thing,  isn’t  it?”  No,  it  isn’t;  it  needs  just  as  great 
a  respect  for  your  own  view  as  for  that  of  others,  and  a  firm  upholding  of  it  until 
you  are  convinced.  Mushy  people  are  no  more  good  at  this  than  stubborn  people. 


From 

THE  PROCESS  OF  MANAGEMENT: 
CONCEPTS,  BEHAVIOR,  AND 
PRACTICE* 


By  William  H.  Newman  and  Charles  E  Summer t 


Participation  in  decision-making,”  however,  usually  has  a  specific  meaning: 
that  when  formulating  a  plan,  a  manager  draws  on  the  ideas  of  his  subordinates 
and  others  who  will  be  affected  by  the  plan.  .  .  .  Normally,  there  is  a  face-to-face 
discussion  of  a  problem  so  that  a  free  exchange  of  ideas  can  take  place.  This  kind 
of  participation  requires,  of  course,  that  all  participants — manager  and  subor¬ 
dinates  share  a  belief  that  the  final  plan  will  be  better  because  the  ideas  of  two 
or  more  persons  are  integrated  into  the  decision. 

***** 


DEGREES  OF  PARTICIPATION 

A  manager  dos  not  simply  choose  to  use,  or  not  to  use,  participation.  In  prac- 
tice,  we  find  varying  degrees  of  influence  by  subordinates  on  decisions.  Participa- 

William  H.  Newman  and  Charles  E.  Summer,  The  Process  of  Management-  Concevts 
Cliffs^Nl^ExTOfrom  ^  P61""  °f  Prentice-Hall,  Inc.,  Englewood 

t  Professor  Newman  is  on  the  Faculty  of  the  Graduate  School  of  Business  Columbia 
ofWaSington  Summer  iS  °n  the  Faculty  of  the  Graduate  School  of  Business,’  University 
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tion  on  a  specific  problem  may  fall  anywhere  between  two  extremes:  complete 
delegation  of  the  problem  to  a  subordinate  or  complete  centralization  of  decision¬ 
making,  whereby  the  manager  merely  announces  his  conclusion  and  tries  to  get 
subordinates  to  carry  out  the  plan.  The  degree  of  participation  depends  on  (a)  who 
initiates  ideas;  (b)  how  completely  a  subordinate  carries  out  each  phase  of 
decision-making  diagnosing,  finding  alternatives,  estimating  consequences,  and 
making  the  choice;  and  (c)  how  much  weight  an  executive  attaches  to  the  ideas 
he  receives.  .  .  . 

*  *  *  *  % 

When  more  than  one  person  participates  in  making  a  decision,  we  often  obtain 
these  advantages:  diverse  knowledge,  different  viewpoints  and  biases,  and  com¬ 
plementary  decision-making  skills. 

*  *  *  *  * 


RECOGNIZING  WHEN  PARTICIPATION  IS  FEASIBLE 

Participation  is  effective  only  when  a  manager  is  skillful  in  selecting  problems 
that  call  for  it  and  when  he  determines  the  degree  of  participation  that  is  appropri¬ 
ate  for  the  people  who  will  be  involved.  No  simple  rule  will  tell  him  just  when  to 
utilize  this  potentially  powerful  technique,  but  we  can  identify  several  factors  that 
will  be  helpful  guides. 


Time  Available  for  Decision 

.to™***  requires  a  su9gestion  by  one  person  (say,  Frank),  consideration 
of  the  idea  by  a  second  person  (John),  and  John’s  verbal  reaction  to  Frank.  This 
sequence  will  probably  be  followed  by  a  discussion  of  John’s  ideas,  further  consid- 
eration  by  Frank,  and  so  on.  Such  interaction  takes  time. 

Time  can  be  costly  in  two  ways:  It  way  result  in  a  decision  that  comes  too  late 
for  strategic  effectiveness  and  it  always  involves  an  expenditure  of  human  ener- 

o  raw  m2l0'  p,pehna  breaks  down- the  m*n  in  charge  of  maintaining  a  flow 
o  raw  materials  to  the  refinery  served  by  the  pipeline  must  act  fast  to  arranqe 

S  r68  °f  !Upply-  At  most’  he  has  on|y  brief  consultations  with  other 
people,  and  he  must  brush  aside  a  detailed  examination  of  the  best  possible 

Sur® that  the  refinery  can  continue  to  operate  without  interrup¬ 
tion.  Participation  would  mean  costly  delays.  In  the  following  example,  too  time 
for  joint  action  would  have  meant  money  lost.  The  president  of  a  U.Smanufactur- 

soinST  dltSH°tVf 6d  °n  3  ViSit  10  AuStralia  that  the  comPany’s  sales  agent  was 
enter  the  fi^riHat  'tS  reputat!on  was  sufferln9  and  new  competitors  were  likely  to 

on  theSL  imr  f  y  Set  UP  3  n6W  distribution  arrangement  while  he  was 
on  the  local  scene  without  waiting  to  consult  with  his  associates  back  home  Some 

wasT^ 

Sven  »  I  " .thl®  circumstance  than  joint  participation  that  would  have 

delayed  a  reorganization  for  at  least  several  months. 

mavT:in  ther6J!  n°,  emer9ncy  Pressure,  the  time  required  for  participation 
may  be  a  senous  obstacle  to  its  use.  ...  K 
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Avoiding  Motivational  Deadlocks 

A  manager  should  think  about  the  interests  of  each  person  he  consults  on  a 
problem.  The  president  of  a  chemical  company,  for  example,  was  trying  to  decide 
whether  the  company  should  stop  producing  its  own  wooden  boxes  to  pack  chemi¬ 
cals  for  shipment.  The  Package  Division  of  this  company  was  large,  employing 
600  people  it  comprised  a  box  factory  and  a  logging  operation  that  cut  trees  to 
produce  the  boxes.  In  this  case,  the  vice  president  in  charge  of  the  division  had 
no  experience  in  chemical  manufacture,  nor  did  his  age  and  qualifications  fit  him 
for  an  executive  position  other  than  managing  timber  operations  and  the  produc¬ 
tion  of  boxes  and  barrels.  Because  of  the  vice  president’s  motivations  and  capaci¬ 
ties,  it  would  have  been  unreasonable  for  the  president  to  say  sincerely  to  this 
man,  in  effect,  “Harold,  we  are  thinking  of  closing  up  your  division.  I’d  be  greatly 
interested  in  your  helping  us  gather  facts  and  marshal  reasons  about  whether  this 
ought  to  be  done.” 

Such  a  conflict  between  personal  interests  and  company  interests  often  arises 
in  long-range  planning.  When  a  man  has  devoted  his  entire  career  to  a  particular 
product  or  function  and  has  deep  convictions  about  the  importance  of  the  activity 
it  may  be  impossible  for  him  to  think  objectively  and  logically  about  a  drastic 
curtailment  of  the  activity  or  about  merging  it  into  a  completely  new  organization 
structure.  Once  a  decision  has  been  made  to  move  in  a  general  direction,  and  a 
man  affected  by  the  decision  has  been  able  to  reconcile  himself  with  the  inevitable, 
he  may  become  a  valuable  participant  in  planning  the  transition.  ... 

Capacity  and  Willingness  to  Contribute 

A  third  criterion  we  should  pay  attention  to  when  we  decide  whether  participa¬ 
tion  is  desirable  deals  with  the  characteristics  of  potential  participants.  For  in¬ 
stance,  high  mental  ability  is  desirable.  A  participant  need  not  be  exceptional  in 
all  respects,  but  he  needs  strength  in  at  least  one  of  the  following  intellectual 
qualities:  originality,  penetrating  analysis,  good  memory,  or  balanced  judgment. 
Participation  for  unintelligent  subordinates  clearly  must  be  restricted  to  limited 
phases  of  simple  problems. 

We  have  already  noted  that  some  people  face  new  problems  realistically, 
whereas  others  have  a  habit  of  withdrawing  from  problems,  dreaming  rosy  dreams’ 
becoming  unduly  pessimistic,  failing  to  face  facts,  or  resorting  to  other  defensive 
mechanisms.  The  more  realistic  a  person  is,  the  more  likely  he  is  to  be  a  helpful 
participant. 

Self-confidence  also  helps  make  a  good  participant.  A  man  with  confidence 
in  his  own  ideas  feels  freer  to  express  them  to  his  boss  and  other  senior  officials, 
even  though  his  views  may  not  be  in  harmony  with  what  already  has  been  said.’ 

In  contrast,  a  highly  dependent  person  who  typically  looks  to  others  for  help  in 
solving  problems  is  unlikely  to  provide  fresh  ideas.  Moreover,  such  a  dependent 
person  often  gets  trapped  by  a  feeling  that  opposition  to  views  of  a  supervisor  is 
a  sign  of  disloyalty.  Yes-men  are  of  little  help  in  the  process  of  participation. 

A  particular  problem  may  be  so  far  removed  from  chief  interests  of  subordinates 
that  they  are  not  willing  to  devote  effort  to  participating  in  its  solution. 
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Economic  Realities 

to  inCiteeh2n°KICiaCt?  °f  life  may  d'Ctate 3  COUrse  of  action-  and  for  a  manager 

be  near  chicTn^  M  h  Wh6th6r  that  action  should  be  take"  would 

chines  research  is  bein9  devoted  to  devising  electronic  ma- 

cu  co  3  P°St  Ch6CkS  in  3  bank;  if  a  machine  is  developed  that  will 

th  opliSln  tnehP|PeratlHnSin  h3l!’  WS  Sh°Uld  n0t  aSk  the  Clerks  now  Performing 
well  seeMheir  erivt/8  th®r  *°  inSta"  the  new  e9uiPment  We  might 

new  one  but  IL®  TT  fr0m  the  existin9  method  *>  the 

as  a  given  pJemtee  P  °"  3  n6W  meth°d  should  simply  be  treated 


Aid  to  Voluntary  Cooperation 

how^Shitin  r!Tkinf  ab0lf  When  to  use  participation  we  should  also  consider 
in  the  n^  d®velop  voluntary  cooperation  among  those  who  actively  share 
exnreot  ^  mak'n9  process-  The  Participants  will  have  an  opportunity  for  self- 
an  ,ncreaaed  sense  of  security,  and  the  satisfaction  of  being  an  impor¬ 
tant  part  of  a  group.  Such  feelings  foster  cooperation.  P 

If  oarticinfltinn  °°Perafi^n’  ■ however’  should  be  regarded  simply  as  a  by-product 
mfnH  ^  P  *  1  b®  Just,fied  in  terms  of  wiser  decisions,  we  do  not  recom 

end  its  use.  When  participation  is  used  merely  as  a  motivational  device  em 

theyJn|S  v6  l6d  t0  b6lieVe  th3t  their  ideas  are  bein9  solicited  sincerely  but  in  fact 
the  soliciting  executive  has  little  or  no  real  interest  in  their  suggestions  Such  an 
executive  will  at  most  half-heartedly  make  use  of  the  ideiTsSS^STtS 
®^?'°yeea  W|N  sense  that  what  is  being  done  under  the  guise  of  participations 

attempt  to  maneuver  them  to  support  management's  ideas  and  decisions. 


From 

ESSAIS* 

By  Michel  de  Montaigne  t 

THE  MEETING  OF  MEN’S  MINDS:  CONVERSATION 

two^n  °n  * frU-i*ftjl  ^  natural  exercise  of  the  mind  is  in  the  interchange  between 
— -  °US  conversation.  Further,  the  spirit  of  the  argument9piques  the 

£» 195a  Texte — * 

cart^and  tadndta«  PaSca1’ 

The  present  essay  represents  the  focus  nf  iJr™Tta  ■  ^fn  looked  down  uPon  by  the  erudite, 
human  contact,  which  he  puts  in  the  framework  of  tSnn  attent*?n  the  subject  of  active 
interprets  the  word  “conversation”  in  the  text  hplnw  conv®rsatlon-  However,  each  time  one 
translation  of  mUSt  be  remembered  that  **  is  a  poor 

converse.  “De  F Art  de  Conferer  ”  or  the  “Art  of  prf,sen^  measure,  as  well  as  discuss, 

book  of  essays.  ’  Art  °f  Convers^g,”  is  the  eighth  chapter  of  his  third 
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imagination  and  incites  one  to  transcend  one’s  ordinary  level  of  thinking.  Agree¬ 
ment  is  an  altogether  tedious  feature  of  conversation. 


Contradictions 

Contradictions  are  the  secret  of  intercourse  between  men.  They  should  neither 
o  end  nor  disturb,  but  arouse  and  “provide  one  with  mental  exercise.”  We  flee 
correction  when  we  should  face  it  and  expose  ourselves  to  it.  Facing  contradiction 
is  especially  valuable  when  it  happens  during  a  conversation,  rather  than  through 
pedagogy.  But  at  every  opposition  we  avoid  asking  ourselves  if  it  is  just,  but  only 
how  to  get  out  of  it?  We  must  fortify  our  ears’  tenderness  against  the  ceremonious 
sound  of  words  which  soothe  but  say  nothing.  A  strong  association  between  men 
is  based  on  a  friendship  which  flatters  itself  not  with  compliments  but  with  sharp¬ 
ness  and  vigour  of  verbal  interchange. 

Therefore,  let  the  motto  of  this  first  part  be: 


“Meque  enim  disputari  sine  reprehensiene  potest”  (Cicero) 
There  can  be  no  dispute  without  opposition,  criticism. 


Truth  through  Opposition 

The  reason  that  one  should  be  attracted  to  rather  than  repelled  by  he  who 
contradicts  is  because  the  cause  of  truth  is  more  probably  the  common  cause 
between  them  than  between  others.  This  kind  of  truth  through  effort  is  to  be  sought 
after,  especially  in  argument,  beyond  the  debate  itself.  But  what  difficulty  to  get 
men  to  admonish  themselves!  They  have  not  the  courage  to  correct  others  be¬ 
cause  they  have  not  the  courage  to  suffer  themselves  to  be  corrected;  they  speak 
always  with  dissimulation  in  each  others’  presence.  Socrates,  on  the  one  hand, 
smilingly  accepted  and  welcomed  contradictions  to  his  arguments  because  of  the 
surety  of  his  strength:  this  added  substance  to  his  eventual  victory.  On  the  other 
hand,  we  see  that  there  is  nothing  that  makes  us  so  tenderly  sensitive  to  contradic¬ 
tion  as  the  idea  of  our  own  superiority  and  disdain  for  our  adversary.  The  weaker 
is  thought  to.be  relegated  to  a  position  of  always  accepting  with  good  grace  our 
opposition  which  is  meant  to  “set  him  right.” 

Healthy  as  it  may  be,  all  opposition  must  maintain  order.  When  the  argument 
grows  confused  and  emotional,  one  attacks  the  form  of  the  argument,  which  leads 
nowhere.  The  trouble  really  is  that  we  learn  to  argue  only  that  we  may  contradict 
with  everyone  thus  contradicting  each  other  the  danger  is  great  of  losing  all  sight 
of  truth,  even  of  destroying  it. 
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PUBLIC  OPINION* 


By  Walter  Lippmantr\ 


Because  of  their  transcendent  practical  importance,  no  successful  leader  has 
ever  been  too  busy  to  cultivate  the  symbols  which  organize  his  following  What 
privileges  do  within  the  hierarchy,  symbols  do  for  the  rank  and  file.  They  conserve 
unity.  .  .  .  [T]hey  [are]  focal  points  where  differences  merge.  .  in  the  symbol 
emotion  is  discharged  at  a  common  target,  and  the  idiosyncrasy  of  real  ideas 
blotted  out.  No  wonder  [the  leader]  hates  what  he  calls  destructive  criticism.  . 
Poking  about,  as  every  responsible  leader  suspects,  tends  to  break  the  transfer¬ 
ence  of  emotion  from  the  individual  mind  to  the  institutional  symbol.  And  the  first 
result  of  this  is,  as  he  rightly  says,  a  chaos  of  individualism  and  warring  sects 
***** 

Because  of  its  power  to  siphon  emotion  out  of  distinct  ideas,  the  symbol  is  both 
a  mechanism  of  solidarity,  and  a  mechanism  of  exploitation.  It  enables  people  to 
work  for  a  common  end,  but  just  because  the  few  who  are  strategically  placed 
must  choose  the  concrete  objectives,  the  symbol  is  also  an  instrument  which 

StTh  T  T3?’  d6fleCt  Criticism’  a"d  ^duce  men  into  facing  agony  or 
objects  they  do  not  understand.  ...  y  y  y 

h  Junli! D'mp°ssib.le  t0  conclude  that  symbols  are  altogether  instruments  of  the 
devil,  n  the  realm  of  science  and  contemplation  they  are  undoubtedly  the  tempter 
himself.  But  in  the  world  of  action  they  may  be  beneficent,  and  are  sometimes  a 
necessity. .  .  [W]hen  quick  results  are  imperative,  the  manipulation  of  masses 
ttirough  symbols  may  be  the  only  quick  way  of  having  a  critical  thing  done  It  is 
often  more  mportant  to  act  than  to  understand.  It  is  sometimes  true  that  the  action 
wou  d  failjf  everyone  understood  it.  There  are  many  affairs  which  cann^wart  o" 
a  referendum  or  endure  publicity,  and  there  are  times,  during  war  for  example 
when  a  nation  an  army,  and  even  its  commanders  must  trus?  strategy  to  a  verv 
few  minds;  when  two  conflicting  opinions,  though  one  happens  to  be  right  are 

resuLPebSmr^o0neOPiniOn  WhiCh  iS  Wr°ng-  The  wrong  °Pinion  maV  have  bad 
results,  but  the  two  opinions  may  entail  disaster  by  dissolving  unity 

There  is  here  a  complicated  paradox  arising .  .  .  because  the  traditional  damn 

and^' harmon v '' And  C°nCe‘Ved’  n0t  f0r  emer9e™es  and  dangers,  but  for  tranquility 
and  harmony.  And  so  where  masses  of  people  must  cooperate  in  an  uncertai-n 

and  eruptive  environment,  it  is  usually  necessary  to  secure  unity  and  flexibility 
without  real  consent.  The  symbol  does  that.  It  obscures  personal  intention  neutraT 
ze  discrimination,  and  obfuscates  individual  purpose  .  .  .  The  imEoMs  S 

the  inertia  o/indecs^  ^  fUn  the  masses  escaPe  from  their  own  inertia, 

2T  mertia  01  headl°"B  and  am  rmdsrsj 

Thi  \7  g  led  along  the  Zl92a9  of  a  complex  situation. 

If  those' whomnChep°n^HliCy  dete™nes  the  relatio"  between  leader  and  following. 

takes  place  ^  Jh'"  ^  fnS  ar®  remote  from  the  P|ace  where  the  action 
takesplace ...  the  leader  ,s  likely  to  have  a  free  hand.  That  is  one  great  reason 

ne  author  1S  a  noted  writer  on  political  and  social  affairs. 


Nittimiil  Hunk  of  Stin  frmcmva  >  Bmtimys  tSS 
why  yovwnnumts  two  such  «  km  hum!  in  foroiyn  affairs, .  ,  ,  m  loroion  affairs 

;,T.T  t  •; ,i,"h  ,,m“  *°  >»»»>  <*JL£™ 

^  " '*”*”•  •**«•  «««W » «W tho  program 

shall  h«  viMhally  and  omottmally  cnwiwtod  at  tho  start  with  what  has  buremo 

vot;al  in  tho  multitude  trusted  man  ,r»  a  familiar  u.lo  mibsmbmy  to  tho  accepted 

2SL°3  ^ •**  —  -1*"  «*■«•  <*•“"«*  ■» 


From 

INFORMAL  SOCIAL  COMMUNICATION1 

By  /,  f  mtmjtH  ot  a/. 


If.  muiiiM’  Nun  At  tho  lima  him  book  was  written.  Dr,  f  ostinoor  was  nmiauttii  In 
f«w)rtn:h  at  ttm  i  ,mu»  tut  t  irons*  Dynamics  at  tho  University  of  Miehitjan,  In  him 

4  ^  clf#iw^  iiti  {irin^ifiiti  Hi  pHyt.*holouy  tUmmnJl  frcini  rtL 

nviittrh  I  '  : 


IhH  ,lf  rh‘*,1'»o  «»  opinion  nisultmq  hum  o»:n.v»n5J  a  communication 

ot  mu  trump  itnrii  x  will  docroa* a*  with  an  inertias*)  in  hut  dnymi)  to  which  tin* 
ofwiionsartd  atModnn  involved  are, imrhoied  mother  proup  memtiofshipt*  nr  servo 
important  mind  natistymp  function**  for  the  pursuit 

If  tho  opinion  that  ,,  pot  son  has  formed  on  some  m  supported  in  some 
othor  primp  than  Hut  one  which  is  at  present  uftemptimi  to  influence  turn,  tin  wilt 
fin  morn  resistant  to  hut  attempted  inflwniiMt  Other  sources  of  remstmusi  to  heinu 
in  merit  nd  undoubtedly  uttitu  fiom  personality  factors,  mjo  needs  and  tho  tike 


From 

THE  MEASURE  OF  MANAGEMENT** 

By  Fitot  1 1  (  %ippt<t  dtk)  /  mum  hi  N  Sttyhw  * 


In  a  situation  »ei|innrti|  ..oh tperahva endeavors,  whether  it  t»i  a  work  uwuit 
employees  anrf  mariapets,  u>  staff  an*}  linn  officials,  *<4,  f,  tries  tn  develop  a  stable 
SJattom  of  work,  of  trifMMctmn  When  these  stable  patterns  .to,  tWwrtMul.  mdividtj 

. d #*v’ *■  ***»**- 

"*,  Mi  IIip  M*  .mlUM  emjMev  limit  l  Hr  Vmuer  r.f 

,  rt  .  h*tJ*r|r  «i.l  1  «••«(*», J  tl  ‘M.tr»  (  i.jnt'ttsM  JStil  I  e  mils  |o>»»  p|>  U  IS 

th.arJ../.a7imrur.-1’AaJ’!r?lr,"'  ,hL'""  in  -.41  ir,  „ 

*  n"’  "r'5  (.(Onu.  S.  tlr«4  ,it  (I.Hr,Hr«  t  Hh.n.l.j.  l',,Un„m 
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als  experience  stress  or  an  uncomfortable  feeling  of  pressure  and  dissatisfaction 
A  breakdown  in  the  flow  creates  opposition  as  the  individuals  struggle  to  restore 

,t.  The  expected  responses  from  the  individuals  in  the  sequence  prove  inadequate 
and  new  coordination  problems  arise.  ...  nauequaie. 

The  regulanties  of  actions  and  interactions  disappear  when  this  stress  occurs 
and  erratic  variation  takes  over.  The  difference  is  obvious  between  a  smoothTy 
running  operation  and  one  with  a  problem.  Under  stress,  people  react  emorionaSy 

with  each  other!0'6  ""  °"e  *  inV0lV6d’ the  reactions 

Thus,  a  vicious  circle  is  established.  Something  happens  in  the  work  situation 
that  causes  the  relationship  of  individuals  to  change  or  to  depart  from  the  rmal 
pattern.  This  creates  a  stress,  either  of  opposition  or  nonresponse,  that  is  further 
complicated  by  higher  levels  of  supervision  and  staff  specialists  whose  unex 
pected  interactions  ,.e„  outside  the  usual  organization  pattern,  irritate  the  dls 
turbed  work-flow  relations.  People  get  upset;  they  become  angry  with  each  othe 
and,  depending  on  their  individual  characteristics,  react  tempemmentalfy  These 
personality  conflicts  have  direct  ramifications  in  the  work  process  because  the 

ei>hR0|i 3  r®act'0ns  chan9e  ^e  pattern  of  contact  and  interaction  Joe  is  anqrv 
with  Bill,  so  he  does  not  check  with  him  before  starting  a  new  experimental 
consequently,  a  special  test  that  should  have  been  included  in  the  run  is  lift  out' 
and  the  whole  thing  has  to  be  done  over.  To  complete  the  circle  these 


FORMAL  ORGANIZATIONS:  A 
COMPARATIVE  APPROACH* 

By  Peter  Blau  and  W.  Richard  Scottt 


iiis  68  *°m  stt,us-  ^ and  »< 

ro:9hly'  *“  «  *»"'  ac®°ns 

V.?y °f  SoC“lQ«y  "  ■»*  Ui.lv.nlt,  of  Chtca.o  ,„d 
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:e9a;d  to  whether  these  coordinate  with  others’  actions,  or 
whether  individual  actions  “add  up”  to  the  total  goal  of  the  organization.] 


Dilemmas  of  Formal  Organization 

We  shall  review  three  dilemmas  of  formal  organization:  (1)  coordination  and 
communication;  (2)  bureaucratic  discipline  and  professional  expertness;  (3) 
managenal  planning  and  initiative. 

Coordination  and  Communication.  The  experiments  and  field  studies  on 
communication  and  performance  we  have  reviewed  lead  to  the  conclusion  that 
the  free  flow  of  communication  contributes  to  problem-solving.  There  are  three 
ways  in  which  decisions  are  improved  by  the  unrestricted  exchange  of  ideas 
criticisms,  and  advice.  First,  social  support  relieves  the  anxieties  engendered  by 
decision-mafong.  In  the  discussion  of  problems  with  others,  their  social  approval 
of  the  first  step  taken  toward  a  solution  mitigates  the  anxieties  that  might  otherwise 
create  a  Wockmg  of  associations,  and  it  thus  facilitates  reaching  a  solution.  Once 
consultat'on  patterns  have  become  established,  moreover,  the  very  knowledge 
that  advice  is  readily  accessible  makes  it  less  disturbing  to  encounter  a  difficult 
problem  and  the  expenence  of  being  consulted  by  others  strengthens  self-confi¬ 
dence,  both  factors  lessen  anxieties  that  impede  decision-making 

Second,  communication  processes  provide  an  error-correction  mechanism. 
Different  persons  are  guided  by  different  frameworks  in  their  approach  to  a  given 
problem  and  the  differences  make  it  easier  for  them  to  detect  the  mistakes  and 
blind  spots  in  the  suggestions  of  one  another.  Although  social  support  and  error 
correction  are  in  some  respects  opposite  processes,  both  of  them  are,  neverthe¬ 
less,  important  for  problem-solving,  as  indicated  by  Pelz’s  finding  that  optimum 
research  performance  is  associated  with  consulting  some  colleagues  whose  orien¬ 
tation  differs  from  one’s  own  (who  challenge  one’s  ideas)  and  some  who  share 
one  s  orientation  (who  support  one’s  ideas). 

Third,  the  competition  for  respect  that  occurs  in  the  course  of  discussing  prob¬ 
lems  furnishes  incentives  for  making  good  suggestions  and  for  criticizing  the 
apparently  poor  suggestions  of  others. 

While  the  free  flow  of  communication  improves  problem-solving,  it  impedes 
coordination.  Unrestricted  communication  creates  a  battleground  of  ideas;  the 
attle  helps  in  selecting  the  only  correct  or  best  among  several  alternative  sugges¬ 
tions,  but  makes  it  difficult  to  come  to  an  agreement;  and  coordination  always 
requires  agreeing  on  one  master-plan,  even  though  different  plans  might  do 
equally  well.  Processes  of  social  communication,  consequently,  make  the  perform¬ 
ance  of  groups  superior  to  that  of  individuals  when  the  task  is  finding  the  best 
solution  to  a  problem  but  inferior  when  the  task  is  one  of  coordination. 

Hierarchical  differentiation  is  dysfunctional  for  decision-making  because  it  inter¬ 
feres  with  the  free  flow  of  communication.  Studies  of  experimental  and  work 
groups  have  shown  that  status  differences  restrict  the  participation  of  low-status 
members,  channel  a  disproportionate  amount  of  communication  to  high-status 
members,  discourage  criticism  of  the  suggestions  of  the  highs,  encourage  reject- 
ing  correct  suggestions  of  the  lows,  and  reduce  the  work  satisfaction  of  the  lows 
and  their  motivation  to  make  contributions.  All  these  factors  are  detrimental  to 
effective  problem-solving.  ...  But  the  very  restriction  of  communication  that 
makes  hierarchical  differentiation  dysfunctional  for  problem-solving  improves  per- 
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formance  when  the  task  is  essentially  one  of  coordination.  Experiments  with  var¬ 
ious  communication  networks  show  that  differentiation,  centralized  direction,  and 
restricted  communication  are  necessary  for  efficient  coordination.  ... 

These  conclusions  point  to  a  fundamental  dilemma  in  formal  organizations 
Organizations  require,  of  course,  both  effective  coordination  and  effective  prob¬ 
lem-solving  to  discharge  their  functions.  But  the  very  mechanism  through  which 
hierarchical  differentiation  improves  coordination— restricting  and  directing  the 
flow  of  communications— is  what  impedes  problem-solving. 

*  *  *  *  * 

Managerial  Planning  and  Initiative.  The  need  for  centralized  planning  and 
individual  initiative  poses  a  third  dilemma  for  formal  organizations— or,  perhaps 
more  correctly,  a  third  manifestation  of  the  basic  dilemma  between  order  and 
freedom.  Notwithstanding  the  importance  of  free  communication,  freedom  to  fol¬ 
low  one  s  best  professional  judgment,  and  conditions  permitting  the  exercise  of 
initiative,  effective  coordination  in  a  large  organization  requires  some  centralized 
direction.  But  the  assumption  that  managerial  coordination  necessitates  control 
through  a  hierarchy  of  authority  is  questionable,  since  it  can  be  and  often  is 
achieved  by  other  methods,  notably  through  various  types  of  impersonal  mech- 
anisms  of  control  designed  by  management. 

The  assembly  line  is  such  an  impersonal  mechanism  through  which  managerial 
planning  effects  coordination  of  the  production  processes  without  the  use  of 
directives  that  are  passed.down  the  hierarchy.  As  a  matter  of  fact,  the  impersonal 
constraints  exerted  on  operators  tend  to  reverse  the  flow  of  demand  in  the  hierar¬ 
chy.  Since  the  moving  line  makes  most  of  the  demands  on  workers,  the  role  of 
the  foreman  is  changed  from  one  who  primarily  makes  demands  on  workers  to 
one  who  responds  to  their  demands  for  help  and  assistance,  and  similar  changes 
occur  on  higher  levels.  There  is  centralized  direction,  but  it  is  not  attained  throuqh 
commands  transmitted  down  the  hierarchy. 

Performance  records  are  another  impersonal  mechanism  of  control,  one  suit¬ 
able  for  controlling  nonmanual  as  well  as  manual  tasks.  The  regular  evaluation 
of  employee  performance  on  the  basis  of  quantitative  records  of  accomplished 
results  exerts  constraints  that  obviate  the  need  for  routine  supervisory  checking. 
Performance  records,  like  the  assembly  line,  reverse  the  flow  of  demand  in  the 
organization  and  cast  the  supervisor  in  the  role  of  adviser  and  helper  to  workers 
rather  than  in  the  role  of  a  person  who  makes  continual  demands  on  them.  This 
eva  uation  system  also  facilitates  coordination,  since  it  centralizes  the  direction 
of  operations  in  the  hands  of  the  higher  managers  who  design  the  records 

a.,th?iP  reC°rdS  and  assemb|y lines  minimize  reliance  on  hierarchical 

autiionty  and  discipline  to  control  operations  and,  therefore,  improve  relations 
between  supervisors  and  subordinates.  ... 

***** 

Planning  0f  the  Production  process  and  a  professionalized  labor 
Idvancempnt"  ^  ^  *  motivated  to  do  50  bV  opportunities  for 

coZl  thmmhT  t  arP  y  the  ne6d  f0r  hierarchical  supervision  and 

SonSDell  h  eTeS  Pafed  d0Wn  the  pyramid  authority.  Indeed,  coordina- 
oSP®  S  t0  be  achieved  frequently  through  centralized  planning  and  by  means 

the  dr"0"'031'00  between  resPonsible  managers  .  .  .  rather  than  through 

o,!,nnna!  *!P/°CeSS  °f  passin9  messa9es  up  and  down  the  hierarchy.  But 
our  suggestion  that  managerial  planning  interferes  less  with  the  exercise  of  initia- 
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tive  than  hierarchical  authority  is  not  meant  to  imply  that  the  dilemma  between 
managerial  control  and  initiative  is  resolved.  The  best  that  can  be  hoped  for  as 
Bendix  has  suggested,  is  that 

.  .  .  the  employees  of  all  ranks  in  industry  and  government  strike  a  balance 
between  compliance  and  initiative,  that  they  temper  their  adherence  to  formal  rules 
by  a  judicious  exercise  of  independent  judgement  and  that  they  fit  their  initiative 
into  the  framework  of  the  formal  regulation.1 

But  even  this  best  is  too  much  to  expect.  For  this  balance  is  continually  disrupted 

by  the  need  for  more  order  on  the  one  hand  and  the  need  for  more  freedom  on 
the  other. 


Dialectical  Processes  of  Change 

The  conception  of  dilemma  directs  attention  to  the  inevitability  of  conflict  and 
change  in  organizations. .  .  .  The  innovations  instituted  to  solve  one  problem  often 
create  others  because  effectiveness  in  an  organization  depends  on  many  different 
factors,  some  of  which  are  incompatible  with  others;  hence,  the  dilemma.  The  very 
improvements  in  some  conditions  that  further  the  achievement  of  the  organiza- 
'on  s  objectives  often  interfere  with  other  conditions  equally  important  for  this 
purpose.  A  by  now  familiar  example  is  that  hierarchical  differentiation  promotes 
coordination  but  simultaneously  restricts  the  communication  processes  that  bene¬ 
fit  decision-making. 

.  .  .  These  facts  suggest  that  the  process  of  organizational  development  is 
dialectical— problems  appear,  and  while  the  process  of  solving  them  tends  to  give 
rise  to  new  problems,  learning  has  occurred  which  influences  how  the  new  chal- 
enges  are  met.  Consequently,  effectiveness  in  an  organization  improves  as  a 
result  of  accumulated  experience.  These  dialectical  processes  are  illustrated  by 
the  introduction  of  assembly-line  production.  This  new  production  method  raised 
productivity  and  effected  centralized  control  and  coordination  without  the  need  for 
hierarchical  directives.  However,  by  routinizing  tasks  and  lowering  work  satisfac- 
ion,  the  assembly  line  created  problems  of  absenteeism  and  turnover — problems 
that  were  particularly  serious  given  the  interdependence  of  operations  on  the 
assembly  line.  Management  had  succeeded  in  solving  one  set  of  problems  but 
the  mechamsm  by  which  they  were  solved  produced  new  problems  which  were 
quite  different  from  those  that  had  existed  in  earlier  stages  of  mechanization. 

Conflicts  of  interest  between  various  groups  or  persons  in  the  organization  are 
another  source  of  dialectical  change.  What  constitutes  satisfactory  adjustment  for 
one  group  may  be  the  opposite  for  another,  since  different  interests  serve  as  the 
criteria  of  adjustment.  Thus,  when  the  efforts  of  managers  are  judged  by  the  results 
they  achieve  and  they  are  given  freedom  to  exercise  responsibility  and  initiative 
in  achieving  them,  conflicts  between  them  are  likely  to  ensue.  For  each  manager 
will  seek  to  promote  the  interests  of  his  department,  and  his  endeavors  will  brinq 
him  into  conflict  with  others  who  have  staked  out  the  same  claims.  Compromises 
will  be  reached  and  coalitions  will  be  formed,  but  since  the  responsibilities  and 
interests  of  the  managers  continue  to  differ,  new  conflicts  are  apt  to  arise  as 
changing  conditions  produce  new  challenges. 

1  Reinhard  Bendix,  “Bureaucracy,”  American  Sociological  Review,  12  (1947),  p.  503. 
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A  COMPARATIVE  ANALYSIS  OF 
COMPLEX  ORGANIZATIONS* 

By  Amitai  Etzionft 


°r9?n'Zati0ns  are  organizations  in  which  remuneration  is  the  maior 

f  tCOntM  °Ver  IOWer  partic'Pants  and  calculative  involvement  (i  e  mild 
a  enat,on  to  mild  commitment)  characterizes  the  orientation  of  the  large  maiS 

mentai  agencies);  and  those  whose  lower  participants  are  ^o/£Sa/s  such  as 

and  iaw  firms  (these’  ™ 

dJrT?:r  7de  abOUt  °ne  Category  of  industry  a'so  hold,  though  to  a  lesser 
jvisions,  and  statements  about  blue-collar  industries  hold  for  janitors  in  a  univer- 

mm 

Orjamzatf A nal^sis  °f  Complex 
from  pp.  31-39,  80-82.)  S  iab0  by  The  Free  Press,  A  Corporation.  (Excerpts 

t  Dr.  Etziom  is  Professor  of  Sociology  at  Columbia  University. 


National  Bank  of  San  Francisco  /  Readings  201 

a  partajtar  line  of  work,  but  it  seems  to  be  central  in  affecting  their  orientation 
tureartlCUI  3r  J°bS  an<j  many  job'norms-  and  t0  the  organization  as  a  control  struc- 

lt  is  true  that  other  factors,  including  their  basic  values,  degree  of  unionization 
intrinsic  satisfaction  from  work,  prestige  and  esteem  derived  from  it,  and,  to  some 
degree,  social  relations  on  the  job,  also  influence  the  job  orientation  and  perform¬ 
ance  of  workers.  We  suggest,  however,  that  when  the  relative  weight  of  these 
various  factors  is  established,  remunerative  rewards  and  sanctions  will  turn  out 
to  play  a  more  important  part  in  control  of  blue-collar  workers  than  other  factors 
borne  relevant  material  is  supplied  in  a  study  of  the  method  of  control  preferred 
by  workers  in  an  electric  power  company,  and  the  method  of  control  considered 
effective  by  their  supervisors  (Mann  and  Dent,  1954). 

***** 

Further  evidence  is  supplied  by  a  study  of  workers  who  chose  to  work  on  an 
assembly  line  in  the  automotive  industry  (Walker  and  Guest,  1952).  An  examina- 
ion  of  their  previous  jobs  indicates  that  by  six  criteria  of  job  satisfaction  the 
workers  were  much  better  off  on  their  previous  job;  87.4  per  cent  had  formerly 
neid  a  job  where  pace  was  determined  individually;  72  per  cent  had  had  non- 
repetibve  jobs;  about  60  per  cent  had  had  jobs  requiring  some  skills  and  training; 
fnb  ~;'7  pe/ricent  had  been  entirely  or  partly  free  to  determine  how  their  jobs  ought 
to  be  done  (ibid.,  pp.  34  ff.).  They  chose  to  leave  these  jobs  and  take  the  frustrating 
assembly-line  jobs  basically  because  the  new  jobs  offered  a  higher  and  more 
secure  income.  Three  quarters  of  the  workers  reported  that  the  reasons  bringing 
them  to  the  new  plant  were  primarily  economic.  Wage  differences  were  about  30 
per  cent— $1.51  per  hour  compared  with  $1.05  (ibid.,  p.  91). 

Social  scientists  studying  industries  have  emphasized  that  the  earlier  image  of 
the  worker  as  a  rational  machine,  from  whom  greater  effort  can  be  elicited  when 
more  incentives  are  introduced,  is  not  valid.  By  now  this  point  is  widely  accepted- 
indeed,  it  seems  at  times  to  be  overstressed.  Students  of  industries  should  be 
reminded  that  attempts  to  increase  the  normative  elements  of  supervision  are  in 
some  cases  reported  to  lead  only  to  small  increases  in  productivity;  whereas  in 
o  her  cases  they  cause  an  increase  in  “morale”  (i.e.,  job  satisfaction)  but  none 
in  productivity.  On  the  other  hand,  reports  from  industry  and  surveys  by  govern¬ 
ment  bureaus  generally  attest  to  the  effectiveness  of  wage-incentive  plans  in 
increasing  productivity  and  achieving  other  objectives.  A  government  survey  of 
514  wage-incentive  plans  in  the  United  States  reported  in  1945  that,  under  such 
plans,  production  increases  averaged  38.99  per  cent;  unit  labor  costs  were  de¬ 
creased  on  the  average  by  11.58  per  cent  (Viteles,  1953,  p.  27).  Argyris  reviews 
a  ,ar9e  number  of  studies,  all  supporting  the  same  point. 

***** 

White-collar  employees  are  predominantly  controlled  by  remunerative  means 
but  less  so  than  blue-collar  workers.  Normative  controls,  though  secondary,  seem 
o  p  ay  a  more  important  role  among  white-collar  employees,  and  commitment  to 
the  organization  is  higher. 

***** 

Morse's  meticulous  study  (1953)  of  white-collar  employees  supplies  informa¬ 
tion  on  what  742  employees  “like  best  about  working  in  the  company”  studied, 
and  thus  casts  some  light  on  the  relative  importance  of  various  rewards  and 
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are  hi9hly  routinized’  sp^ad  over  long  periods  of  time, 
„.dm  ™  h.ttle  Pu,bllc  mterest-  Hence  production  as  a  rule  cannot  rely  on  the  moral 
commitments  of  lower  participants  and  the  normative  power  of  organizational 

SI  LIh  thChl  er  ?quires  continued'  routinized  activity,  the  number  of  volun¬ 
teers  and  the  level  of  normative  compliance  tend  to  decline  rapidly.  This  is  one 

ti  ®  rc6aSh0nS  such  activities  are  often  delegated  to  permanent  utilitarian  organiza- 
pf£rti  o  h  hS  f're(  dePartment  and  “professional”  fund  raisers.  In  summary, 

.  *  .  production  of  commodities  and  services  is  carried  out  almost  exclusively 

Dy  utilitarian  organizations. 


5.  ELECTRONICS  INTERNATIONAL 
CORPORATION 


Case  Introduction 


SYNOPSIS 

“''S''*  PlanS  8  rad"  ■"««■  » 

contract  for  this  system  Elertm  •  n  an  e  ort  t0  win  the  developmental 
to  influence  C°rp°ration  "tempts 

tions  for  the  proposed  system  Th  J?a  a  concepts  int0  the  specifica- 

WHY  THIS  CASE  IS  INCLUDED 

tunTty11 in  action-  There  is  oppor- 

ment  organization  and  the  standa  a  T6en  .t^le  ad  floc  Pr°gram  manage- 
zation.  The 

conventional  wisdom?  al^t  SGemS  t0  challenge  the 

agement  relatl°nShips  **  m-n- 

models  of  how  "“"““.T 

description  of  how  an  oreani^aH  nr.  ^  P  16  ma^L be  tested  against  the 
man  needs  and  plrcepdS  mav  1  ?PerT  The  Psychology  of  hu- 
various  displays  of  cooperative  and  11T,  6  °  understand  and  explain  the 

sive,  behavior  of  executives  This  tvpical°ca  le  e’ defensive  and  aSgres- 
buyer-seller-relationshVn L,f?  ff  ,  Case  °f  govemment-business- 

enterprise  activity  with  hs  rather  dynamif  of  this  growinS  form  of 
features,  etc.  hGr  UniQUe  marketing  Practices,  contract 
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DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 

1.  How  important  is  the  Ortrack  contract  to  EIC  and  the  Weapons 
Systems  Division?  By  sifting  case  facts  identify  the  economic  motivation 
tor  winning  the  sealed  bid  competition. 

2.  How  does  the  de  facto  organization  in  WDS  for  preparing  the  re¬ 
sponse  to  the  RFQ  compare  to  what  has  come  to  be  called  the  “matrix” 
organization? 

Read:  *Mee  “Matrix  Organization”;  *Cleland,  “Why  Project  Manage¬ 
ment?”  *Cleland,  “Understanding  Project  Authority  ” 

3  What  benefits  does  “project  management”  or  the  matrix  organiza- 
tion  form  offer  m  comparison  with  the  traditional  functional  organiza¬ 
tion.  Does  the  actual  performance  of  the  proposal  team  in  WSD  give 
evidence  of  these  purported  benefits? 

Read:  The  readings  assigned  in  Question  2. 

Explain  the  behavior  of  Travers  as  he  attempts  to  bring  together 

the  proposal  team.  Why  did  he  appeal  to  Young  to  get  cooperation  from 
ivesr 

Read:  The  readings  assigned  in  Question  2. 

5.  Explain  the  behavior  of  Ives  in  the  followifig  incidents:  (a)  refusing 
to  commit  his  men  to  the  proposal  team  before  receiving  the  RFQ-  (b) 
removing  Ransom  from  the  proposal  team;  (c)  telling  Svendon  not  to’ use 
led  Forbes  name  in  the  proposed  ORTRACK  organization. 

Read:  The  readings  assigned  in  Question  2. 

...  ^'  management  practices  implied  in  program  management 

jibe  with  the  “principles”  espoused  and/or  debated  in  the  management 
literature — especially  the  principle  of  unity  of  command? 

Read:  Fayol,  General  and  Industrial  Management,  pp.  24-25,  68-70; 
Taylor,  “Shop  Management,”  pp.  92-96,  98-100. 

7.  How  can  the  behavior  of  Magnus  during  the  cost-cutting  session  on 
October  11  be  explained?  What  makes  a  man  like  Magnus  behave  differ¬ 
ently  from  his  colleagues?  Do  the  various  theories  of  human  needs  aid 
m  the  diagnosis? 

Read;  Jennings,  “Business  Needs  Mature  Autocrats,”  *Odiorne,  How 
Managers  Make  Things  Happen ,  pp.  4-11,  37-38,  52-53.'  Bar¬ 
nard,  Organizations  and  Management,  pp.  48,  85-87,  89-90, 94. 
Gellerman,  Motivation  and  Productivity ,  pp.  109-18.  Masl'ow, 
Motivation  and  Personality ,  pp.  80-94.  Hampton,  Summer,' 
Webber,  Organizational  Behavior  and  the  Practice  of  Manage¬ 
ment,  Chapter  10. 

8.  Do  the  psychological  theories  of  perception  help  explain  why  Mag¬ 
nus  behavior  left  some  of  his  colleagues  “concerned”? 

Read:  Leavitt,  Managerial  Psychology,  pp.  27-33;  Krech  and  Crutch¬ 
field,  Theory  and  Problems  of  Social  Psychology,  pp.  81-83 
87-89, 94-96,  98, 102-3.  Those  who  wish  additional  insight  into 
the  answer  to  this  question  may  consult  in  the  library,  The 
Image,  by  Kenneth  E.  Boulding,  University  of  Michigan  Press 
1956,  pp.  11-14. 
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estimatermade  inC^ain  **  SUCCes?ive  levels  of  “Padding”  in  the  cost 
estimates  made  m  the  engineering  departments? 

Read:  Argyris,  “Human  Problems  with  Budgets.” 

POLICY  QUESTIONS 

the* Weapons  Ivst^n—  “  the  structural  arrangements  in 

RZfP°™  SySteJm  Division  for  responding  to  future  RFQ’s? 

fi  w  TJ®  readlngS  assiSned  in  Questions  2  and  6 

n*LW0UW  you  make  any  changes  in  the  manner  of  cost  estimation 

Lh1dUrSSgsJ  W,nS  "P  tUt"re  Pt°P0Sals?  <S“  «“<»aon  9  and  its  a,- 

-sr 

S  ^ColrCD°/,'he  “Sliques  “  -  —  facBaS  lo^ 

niqU<S  ”  ’  Decisl0n~Maklng  Rules  and  Computational  Tech- 

to  the  were  your  decision  as  an  EIC  executive  how  would  you  react 
extra  tW?^11  °f  ^  proposal  forniulation  period?  Would  you  use  the 
S.7  more  on  the  proposal?  If  “•  -»«  would  you  do?  If™,? 

AN0SpoLicyFOR  0RIG,NAL  student  work  in  analysis 

pao5, ■  £ wC“  addltl°",al  th“ri<5  *“ 


Case  Text* 


*  Copyright  1973.  Avrel  Mason.  J.  J.  O’Connell,  and  Charles  E.  Summer. 
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nPTSp°Anr^f  EIC  iS  Preparing  for  a  Re<iuest  for  Quotation  (RFQ)  on  the 
vjri  l  hack  system. 

Company  headquarters  is  on  the  East  Coast  of  the  United  States,  with 
ivisions  m  12  states  and  six  foreign  countries.  Annual  sales  are  $850 
million,  of  which  $300  million  are  in  defense  sales.  Line  operation  of  the 
company  reports  to  the  president  through  three  group  executive  vice 
presidents  responsible  for  consumer  products,  industrial  products,  and 
defense  products  departments  (see  Exhibit  1).  The  defense  products  de¬ 
partment  has  three  major  divisions.  Each  of  these  is  headed  by  a  vice 
presi  ent  and  general  manager.  This  case  is  concerned  with  the  Weap¬ 
ons  Systems  Division  (WSD). 


EXHIBIT  1 

Organization  of  Electronics  International  Corporation 


Corporate  sales— 857  million. 
DPD  sales — 301  million. 

DPD  employment— 12,000. 


THE  WSD  ORGANIZATION 

o  onn"  0rgamzatl0n  chart  of  the  WSD  appears  as  Exhibit  2.  Consisting  of 
2,800  people,  located  in  Baltimore,  the  division  is  more  of  a  “think  and 
esign  operation  than  it  is  a  manufacturing  one.  Its  output  is  used  by 
e  Defense  Department  when  it  subcontracts  the  production  of  weapons 
to  still  other  manufacturers.  For  example,  WSD  has  designed  early  warn¬ 
ing  radar  equipment  to  detect  potential  enemy  missiles  or  aircraft  ap- 
proachmg  the  U.S.  F 
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EXHIBIT  2 

Organization  of  Weapons  System  Division  of  EIC 


Weapons  system  division 
Henry  Young 

Vice  President  &  General  Manager 


1963  Employment  -  2,745 


L— L_  s_JL_ 

P1,C“r  Personnel  I”  Procurement 

— -  iott  Hammond  George  Meredith  Theodore  Ventini 

Kenneth  Munson  Herman  Defaha/e 

Numbers  indicate  size  of  organizational  groups. 


‘I00  I  1250  1  200  I 

lE3"rto«l 


_ 

Marketing 


management  |  Phil  I  ip  West  | 
Paul  Travers  - - 


anJ,hfC07!t°ller’S  function  is  responsible  for  financial  accounting  of  all 

for S ?h*°  °n  Yithin  the  WSD-  He  establishes  rates  to  be  quoted 
or  various  labor  grades,  determines  overhead  rates,  allocates  overhead 
to  various  operating  departments,  and  establishes  divisional  financial 
Plans  and  profit  forecasts.  He  also  has  a  group  which  SSs  proTam 

programs  6nt  m  keepmg  track  of  the  cost  and  schedule  status  of  all  WSD 

of  manufactulin9  organization  at  the  time  of  this  case,  a  number 

of  medium-sized  jobs  were  underway,  but  the  outlook  was  poo^fm 
enough  work  to  keep  the  1,000-man  force  active  over  the  next  year 
The  burden  for  divisional  success  falls  on  the  program  management 
departments.  The  chief  engines  po“s7ookTd 
upon  as  second  only  to  that  of  the  vice  president-general  manager  The 
engineering  organization  is  the  largest  in  the  division  ®  * 

nf  _  6  Pr)0gram  management  department  can  be  thought  of  as  a  group 
of  general  contractors  who  are  responsible  for  a  project  and  who  set  thp 
work  don.  by  contracting  i,  to  the  .ngin«riSparm"m  !nd  tS 
ch  other  corporate  divisions  and  subcontractors  as  are  needed  to  com 
Plete  a  total  job.  It  had  been  found  from  a  number  of  unpfeasam  expST 

chieTen?  *  Undesirable  for  Program  management  to  report  to  the 
chief  engineer.  A  year  before  this  study,  the  group  was  separated  from 
engmeermg  to  report  to  the  general  manage?, 

don1  ™agement  and  less  engineering-oriented  perspective  and  evalua¬ 
tion  of  program  status  and  problems.  This  was  also  annealing  tn  t> ,« 
customs  wh0  liked  to  think  that  his  P«ticul^S^S^^vS 
directly  from  the  general  manager,  and  not  through  successive 
layers  of  supervision.  Personnel  comprising  the  program  managemeto 
group  were  generally  senior  men  with  broad  interests  and  backgrounds 

r'arketin9  gr0Up  had  responsibility  for  actually  bringing  in  the 
forer’j?  and  in  general,  handling Xong-toiS 

nrnH  f  •  S  product  Planning.  However,  since  engineering  is  the  real 

alTv  Sr :w  °StrSeauh  r1  devel°Pmen*  w°rk,  nlrke  tingwa^rto- 
y  lpless  without  the  detailed  advice  and  support  of  both  the  envi- 

neering  and  program  management  departments.  The  marketing  men 
tended  to  act  as  mtellig.nce  agent,  and  door  openers,  opera“„g  beL"en 
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the  customer  and  the  engineers,  who  did  virtually  all  the  conceptual 
work  and  technical  selling. 

i  3,Sh0WS  the  organizati°n  of  the  engineering  department  of 

IT51’  including  draftsmen,  technicians,  and  model  shop  personnel. 
Seven  hundred  of  these  1,200  are  professional  people,  with  college  de- 


ORGANIZATIONAL  RELATIONSHIPS— BEFORE  AND  DURING 
A  PROPOSAL 

Exhibit  4  shows  other  parts  of  the  Weapons  System  Division.  This  case 
is  concerned  with  the  interactions  between  the  marketing,  program 
management,  and  engineering  departments.  The  modus  operandi  of 
completing  a  proposal  is  that  a  carefully  chosen  team  of  engineers  is 
assigned  to  work  with  a  market  representative.  The  latter  is  supposed  to 
know  the  customer,  to  set  up  meetings  with  him,  and  to  gain  entree  to 
the  technical  and  procurement  personnel  in  the  customer’s  organization. 
He  is  supposed  to  help  influence  all  parts  of  the  government  that  might 
affect  the  program. 

The  ORTRACK  program  involves  many  government  agencies  and  all 
military  services,  either  because  they  have  an  intelligence  need  for  the 
information  furnished  by  ORTRACK,  or  are  going  to  use  ORTRACK  in 
event  of  a  national  emergency.  Knowledge  of  existing  satellite  orbits,  the 
unheralded  arrival  of  new  satellites,  the  disappearance  of  known  satel¬ 
lites,  changes  in  course  of  existing  satellites,  change  in  apparent  size, 
changes  in  transmitting  frequencies,  and  so  forth,  were  all  of  vital  impor- 
tance  from  the  standpoint  of  intelligence,  deployment  of  ground  and 
naval  defenses,  and  civilian  defense  agencies. 

Both  the  marketing  and  program  management  organizations  (Exhibit 
)  a ve  common  groups  associated  with  strategic,  range  instrumenta- 
tion,  and  tactical  programs.  Division  of  all  products  made  by  WSD  into 
these  three  categories  has  proved  to  be  an  excellent  way  of  focusing 
attention  on  the  three  different  types  of  markets  and  also  of  coordinating 
the  activities  required  between  engineering,  program  management,  and 
marketing  in  the  quest  for  new  business.  It  was  generally  agreed  by  those 
participating  that  since  only  senior  personnel  from  each  organization 
were  assigned  to  large  efforts,  the  problem  of  cooperation  between  de¬ 
partments  was  minimized.  In  some  instances  the  supervisors  of  the  var¬ 
ious  personnel  working  together  on  a  program  accused  them  of  being 

more  interested  in  the  program  than  in  the  welfare  of  their  own  depart- 
merits. 

Jn  writing  proposals,  the  marketing  department  has  nominal  respon¬ 
sibility  for  the  entire  proposal  effort.  However,  since  the  vast  majority 
of  the  proposal  is  based  on  engineering,  and  the  degree  of  engineering 
knowledge  required  is  not  usually  available  from  the  marketing  repre¬ 
sentatives,  the  engineering  department  and  program  management 
groups  are  forced  to  shoulder  the  main  burden  of  getting  out  the 
proposal,  with  only  customer-oriented  guidance,  advice,  and  supervision 
from  the  marketing  department. 


Note:  Names  given  only  for  those  concerned  with  ORTRACK  Program.  Numbers  indicate  number  of  personnel  in  each  activity  (1250  total). 
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EXHIBIT  4 

Marketing  and  Program  Management  Organization  of  WSD 


Jack  Fry 


Roger  Ford,  supervisor 
Tom  Try  on 


200  Total 


Over  the  years,  WSD  had  evolved  a  concept  that  writing  a  proposal 
is  a  small  program  in  itself.  Indeed,  for  larger  systems  such  as  OR- 
TRACK,  writing  the  proposal  in  a  limited  time  becomes  a  major  chal¬ 
lenge.  It  is  considered  a  job  requiring  the  utmost  in  energy,  technical 
knowledge,  and  organizational  ability.  Because  a  proposal  requires  in¬ 
puts  from  virtually  all  activities,  the  programs  are  usually  headed  by  a 
manager  with  broad  capabilities,  selected  from  the  program  manage¬ 
ment  department.  He  pulls  together  a  team  which,  in  effect,  is  an  organi¬ 
zation  whose  sole  function  is  to  get  out  a  winning  proposal  on  time  and 
within  the  funds  allotted.  To  handle  the  many  difficult  organizational, 
procedural,  and  technical  problems  requires  senior  people  with  previous 
program  management  assigned  to  manage  a  proposal.  The  proposal 
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manager  is  the  project  boss  although  nominally  he  works  for  the  market¬ 
ing  department. 

The  proposal  team  is  dissolved  as  soon  as  the  proposal  is  submitted. 
The  people  assigned  to  carry  out  the  design  program  itself  are  often  those 
who  helped  in  the  proposal.  This  is  expected  to  motivate  people  to  do 
their  best  on  the  proposals.  Both  supervisory  and  working  level  groups 
in  WSD  feel  that  a  job  on  a  new  program  is  desirable  and  that  it  offers 
opportunity  to  face  new  and  creative  challenges  and  allows  opportunity 
for  promotion. 

The  proposal  team  invariably  runs  out  of  time  toward  the  end  of  the 
effort.  Over  the  years  it  has  been  observed  that  it  is  almost  impossible 
to  avoid  a  frantic  last  minute  rush,  despite  the  most  careful  effort  to 
schedule  time  for  final  reviews,  revised  editing,  and  so  on. 

Proposals  are  usually  financed  by  allocation  of  WSD  funds.  Where 
other  divisions  of  the  corporation  participate,  an  agreement  is  written 
allocating  suitable  parts  of  the  program  to  them.  In  the  event  that  the 
job  is  won,  participating  divisions  win  a  pro  rata  share  of  the  profit 
associated  with  their  share  in  the  program. 

THE  ORIGINS  OF  ORTRACK 

WSD’s  radar  systems  had  become  more  and  more  popular.  EIC  had 
achieved  a  national  reputation  for  precision  work  in  the  tracking  of 
guided  missiles  and  satellites. 

WSD  had  recognized  several  years  before  the  eventual  need  for  a 
system  such  as  ORTRACK.  In  1957,  when  the  Russians  first  launched 
“Sputnik,”  the  possibilities  of  placing  in  orbit  satellites  containing 
bombs  which  could  be  dropped  upon  command  from  the  ground  became 
evident.  Harry  Cook,  present  manager  of  systems  engineering,  wrote  a 
now  famous  technical  paper  outlining  the  possibility  of  detection  of  sa¬ 
tellites  by  a  combination  of  high-power  radars,  communication,  data 
processing  links,  and  control  centers,  such  that  all  space  traffic  could  be 
detected  by  a  number  of  sites  placed  at  strategic  locations  around  the 
world. 

Cook  approached  the  Air  Force  and  the  Army  with  this  concept. 
Together  with  Jack  Fry,  of  marketing,  he  made  many  visits  to  try  to  sell 
successively  more  refined  concepts  to  military  customers.  As  a  result  of 
their  effort  the  military  gathered  their  requirements  together  and 
focused  them  into  a  new  system  called  ORTRACK,  OR  for  “orbital,” 
TRACK  for  “tracking.”  ORTRACK  thus  became  the  acronym  for  a  system 
which  would  perform  orbital  tracking  of  all  space  objects.  It  would  detect 
threats  to  the  U.S.  from  changes  in  the  orbital  population. 

WSD  delivered  to  the  Army  an  unsolicited  proposal  last  fall,  outlining 
a  system  of  seven  radar  sensing  stations. 

WSD  ALERTED  TO  EXPECT  RFQ 

In  the  spring  of  this  year  all  indications  from  the  Army  were  that  a 
request  for  proposal  would  be  issued  to  competing  companies  for  a  re- 
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st'arch  program  which  would  lead  to  prototy  pe  development  of  a  sensing 
station  data  processing  and  control  center.  This  phase  would  be  followed 
after  prototype  testing  by  an  extension  of  the  contract  for  production  and 
testing  of  the  seven  operating  sites.  In  April,  Fry  sounded  art  alarm 
within  WSD  at  a  marketing  stall'  meeting,  stating  that  money  had  lieen 
approved  for  OHTHAt'K  by  the  Department  of  Defense,  and  that  it 
looked  as  though  an  KFQ  would  be  forthcoming  within  a  month  or  two. 

Phillip  West,  head  of  marketing,  personally  discussed  this  with  Cook, 
and  decided  that  Fry  was  right.  At  Young's  staff  meeting  the  last  week 
in  April,  West  pointed  out  that  WSD  should  immediately  form  a  proposal 
team.  It  was  apparent  that  much  system  analysis  work  remained  to  he 
done  and  that  time  was  indeed  running  out.  West  got  approval  from  the 
general  manager,  Henry  Young,  to  treat  this  as  the  highest  priority  pro- 
gram  within  the  division.  He  requested  that  a  tentative  proposal  team 
he  established  and  reporuxl  on  at  Voting’s  next  staff  meeting.  At  that  stuff 
meeting,  Fry  reported  that  he  could  not  get  Paul  Travers  to  name  anyone 
from  program  management  to  manage  the  proposal  effort,  Travers  re¬ 
plied  that  he  recognized  the  importance  of  this  program  and  that  he  had 
an  excellent  man  named  Roger  Ford  working  in  the  strategic  weatams 
group  untler  Taylor  Wharton.  He  said  Ford  would  not  he  free  for  another 
month.  Right  now  he  was  engaged  in  getting  acceptance  of  late  delivery 
by  the  customer  on  a  piece  of  equipment  which  had  been  troublesome 
anti  on  which  the  company  was  losing  money.  A  penalty  clause  on  deliv 
erv  ot  this  Horn  matte  it  imperative  that  the  program  not  be  disturbed 
until  delivery  was  completed.  Then  Font  would  be  math*  available.  Truv 
ers  ended  the  meeting  by  indicating  he  wanted  to  set*  immediate  action 
in  formation  oi  a  proposal  team,  i  It*  asked  Wharton  to  make  an  estimate 
of  the  cost  of  the  proposal  ami  report  on  this  at  Young's  next  staff  meet 
mg 

On  May  la.  at  Young's  staff  meeting,  Wharton  gave  a  short  presenta 
tion  to  Young's  staff  on  an  organization,  a  schedule,  anti  a  proposed 
budget  for  accomplishing  the  ORTRACK  proposal.  The  budget  was  up 
proximatelv  $2<K>.0()0  hut  could  Ik*  less  ,fa  major  subcontractor  could  he 
chosen  to  share  the  load  of  designing  and  developing  the  structural  parts 
ol  the  pedestal  and  antennas  for  the  large  radars  required. 

The  controller.  Filial  Hammond,  questioned  the  wisdom  of  proceed 
mg  with  the  proposal  effort  at  that  time,  m  view  of  not  having  a  definite 
indication  as  to  when  the  RFQ  would  be  issued  by  the  Army,  He  pointed 
out  the  expensive  gamble  that  was  being  taken  bv  going  ahead  with 
detailed  plans,  without  knowing  fully  what  Hie  RFQ  would  specify  The 
group  called  in  Took  to  express  ins  feelings  concerning  what  possible 
unforeseen  requirements  might  Ik*  In  store  for  them  when  the  RFQ  t  ame 
In, 

t'uuk  stated  that,  fused  on  contacts  l»*  anti  Fry  fiad  with  government 
officials  recently,  there  was  every  mdit  atom  that  the  earlier  unsolicited 
proposal  was  being  used  as  a  basts  for  the  spe<  tfh  atom  preparation  In 
all  likelihood,  the  RFQ,  when  issued,  would  have  fhetr  own  words,  sjieci 
fu  atoms,  anti  numbers  in  it,  He  stated  that  it  was  ditto  ult  to  determine 
this  accurately  because  the  services  "always  « lamp  up  tight"  and  are 

,  ,  -  -  ’]‘f 

\\  1  -  >  *  *  ‘  , 

,<  ’“'i 


214  The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 

under  strict  instructions  not  to  talk  to  prospective  competitors,  in  order 
not  to  give  one  unfair  advantage  over  the  other. 

Fry  was  called  in  and  agreed  completely  with  Cook  that  their  years 
of  doing  their  “homework”  were  paying  off;  that  no  other  contractor  had 
done  nearly  as  much  ORTRACK-oriented  work  as  EIC;  and  that  he  was 
virtually  certain  that  the  specifications  in  the  RFQ  would  be  similar  to 
what  they  had  proposed  earlier. 

Young  asked  him  about  his  certainty  of  dates  on  the  RFQ,  and  Fry 
quoted  Col.  Bernhardt  of  Army  Headquarters  as  saying  that  the  Army 
simply  had  to  have  it  done  and  out  by  June,  in  order  that  competitive 
responses  could  be  received,  the  evaluation  of  the  competitors  made  a 
winner  chosen,  and  the  program  ‘go-ahead’  authorized  by  October  of 
next  year.”  Since  Bernhardt  was  to  become  the  officer  in  charge  of  OR- 
TRACK  for  the  Army,  it  was  agreed  that  Wharton  should  go  ahead  with 
the  proposal  program,  bringing  Ford  on  as  soon  as  he  could  get  free;  that 
Fry  would  retain  marketing  responsibility  for  the  job;  and  that  Ham¬ 
mond  was  to  set  up  a  shop  order  that  the  proposal  team  could  charge  to 
m  the  amount  of  $150,000.  Young  said  the  division  could  not  afford  $200  - 
000  for  the  proposal.  Hammond  objected  to  authorizing  $150,000,  stating 
that  he  felt  a  much  more  detailed  estimate  than  the  rough  $200  000  that 
Wharton  had  prepared  was  desirable  for  an  effort  of  this  size  Before 
cutting  a  ftill  $150,000,  Young  requested  permission  to  fund  only 
$30  000  which  would  suffice  until  a  more  detailed  cost  estimate  could  be 
ma?6'  ^his  was  agreed  to  by  all.  The  meeting  was  adjourned  with  the 
understanding  that  a  detailed  cost  proposal  would  be  available  the  next 


RFQ  DELAYED 

At  Youngs  May  31  staff  meeting,  Phillip  West  reported  that  Fry  called 
him  from  Washington  that  morning,  stating  that  there  was  going  to  be 
a  delay  in  the  RFQ.  The  Army  internal  review  was  taking  longer  than 

^  k  1  ^emhardt  him  that  in  all  probability,  the  slip 

page  would  be  only  two  weeks.  But  to  be  conservative,  it  might  be  wise 
opian  for  up  to  a  month.  Travers  reported  that  this  was  fortunate  as 

t^  VhSlvePhrt  °  him  that  he  WaS  finding  *  difficult  t0  man 
obThl  h  ^  h  Sem°r  personnel  were  already  engaged  on  important 
jobs,  both  within  program  management  and  within  Ives’  engineering 
department.  He  stated  he  got  sympathy  but  no  action  in  getting  peopk 
assigned  to  the  job.  He  approached  Cook,  manager  of  systems  engineer¬ 
ing,  with  a  request  that  Francis  Halsey  personally  supervise  the  systems 
engineering  aspects  of  the  proposal.  Halsey  had  done  l  lot  on  the  orfiSl 

inngiomiffitPrOPtOSaL  C°i?k  Said  tMS  W°Uld  be  imP°ssible  due  to  his  exist- 

he  TT  tW?  °n°ther  Pr°gramS-  He  suggested  Harvey  Ransom  for 

represent^svsfpmi  “  experienced  as  Halsey,  he  seemed  capable  to 
lepresent  systems  engineering. 

Jlnce  Ransom  was  available  immediately,  he  was  assigned  to  man  the 

ss,r,rmih,ch  wouid  under  ™  T* 

brilliant  systems  engineer  with  a  great  depth  of  knowledge  in  many 
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technical  disciplines,  though  somewhat  mercurial  in  disposition.  He  had 
been  known  to  walk  off  the  job  on  one  occasion;  however,  he  had  also 
been  known  to  work  18-hour  days  for  weeks  on  end,  without  being  asked, 
if  necessary  in  order  to  meet  a  goal  in  which  he  felt  a  strong  personal 
interest.  He  was  a  key  participant  in  the  submission  of  the  unsolicited 
proposal.  He  agreed  to  serve  in  this  new  role,  though  he  suggested  that 
he  would  rather  spend  his  time  on  technical  problems  than  management 
problems  involved  in  organizing  and  running  a  high-pressure  proposal 
team. 

Travers  said  that  due  to  lack  of  manpower  he  had  not  been  able  to  get 
the  detailed  cost  estimate  that  Hammond  had  asked  for  in  the  earlier 
meeting.  However,  he  would  have  it  by  the  next  meeting  and  urged 
everyone,  particularly  Ives,  to  get  good  people  freed  up.  He  showed  an 
organization  chart  of  the  proposal  team  to  the  staff.  Everyone  concurred 
on  this  but  did  not  see  how  50  senior  engineers  could  be  divorced  from 
their  present  activities  to  spend  two  months  required  to  turn  out  the 
proposal. 

At  his  June  7  staff  meeting,  Young  asked  about  progress  on  the  RFQ. 
West  had  just  heard  from  Fry.  Fry  had  heard  nothing  about  any  further 
delay  and  said  that  he  still  expected  the  RFQ  within  two  weeks.  He  stated 
that  he  knew  that  final  copies  of  the  specification  were  resting  on  the 
desk  of  the  Director  of  Procurement,  Lt.  Col.  Y oungques t.  He  presumed 
that  these  were  there  for  final  review.  Despite  numerous  attempts  at 
contacts  by  Fry  and  Cook,  as  well  as  exploiting  the  full  resources  of  the 
regional  sales  offices  both  at  Washington  and  Army  Headquarters,  no 
new  information  could  be  brought  to  bear  on  either  the  nature  of  the 
specification  or  time  at  which  the  RFQ  would  be  issued. 

On  June  15,  West  reported  no  new  information  on  the  proposal.  He  was 
getting  skeptical  that  the  RFQ  would  be  out  as  soon  as  Col.  Bernhardt 
had  said.  He  said  the  delay  was  fortunate,  because  WSD  still  had  not  been 
able  to  organize  effectively  to  do  the  proposal.  Hammond  said  it  was 
fortunate  that  they  had  not  organized  to  do  the  proposal,  or  they  would 
have  already  spent  a  good  deal  of  the  $150,000  originally  estimated. 
Before  WSD  proceeded  any  further  with  any  expenditures,  they  should 
get  a  firmer  indication  of  when  the  RFQ  would  be  out.  He  suggested 
curtailment  of  all  activity. 

Both  West  and  Travers  protested  that  all  work  done  in  the  preproposal 
period  gave  them  that  much  more  chance  to  do  a  better  job  when  the  RFQ 
came  out;  they  would  have  more  homework  done  and  would  be  able  for 
once  to  avoid  the  desperate  last  minute  climax  usually  associated  with 
Proposal  efforts.  Young  agreed  that  effort  should  continue  but  at  a  low 
level.  Travers  pointed  out  that  Wharton,  despite  continuing  efforts  over 
the  past  weeks,  had  been  unable  to  get  commitments  for  manning  the 
proposal  from  Ives’s  engineering  organization;  that  except  for  Ransom 
there  was  not  a  single  commitment;  that  in  general,  Ives  and  his  organi¬ 
zation  seemed  to  be  taking  the  attitude  that  they  would  face  up  to  the 
reality  of  manning  the  proposal  team  when,  and  if,  the  RFQ  was  issued; 
and  that;  all  the  cries  of  “wolf”  had  proven  to  be  false  alarms,  and  they 
were  getting  tired  of  it. 
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FURTHER  DELAY 


On  June  15,  Fry  called  from  Washington  saying  he  had  heard  that  the 
RFQ  would  be  delayed  another  month.  The  Department  of  Defense  (Of¬ 
fice  of  the  Secretary  for  Research  and  Engineering)  disagreed  with  the 
estimation  of  the  orbital  threat.  There  seemed  to  be  dissension  between 
the  services  and  DOD  as  to  what  the  satellite  population  would  be  in 
subsequent  years.  DOD  also  questioned  the  ability  of  the  system  to  give 
usable  information  in  view  of  possible  course  changes  which  could  be 
made  by  sophisticated,  self-maneuvering  satellites.  DOD  also  felt  it 
would  be  cheaper  and  more  effective  to  have  a  larger  number  of  smaller 
stations  equipped  with  lower-powered  radars,  deployed  over  a  larger 
number  of  locations. 

Cook  said  that  if  one  looked  at  the  economics  of  a  large  number  of 
small  stations  compared  to  the  cost  of  the  seven  large,  high-power  ones 
that  WSD  proposed,  the  odds  were  greatly  in  favor  of  the  large  stations. 
He  pointed  out  that  the  Department  of  Defense  was  increasingly  con¬ 
cerned  over  the  cost  of  operating  detection  and  warning  sites.  Concen¬ 
trating  the  support  services  in  several  large  stations  represented  a  genu- 
ine  economy,  and  air  space  orbital  coverage  would  be  about  the  same  in 
either  case. 

With  the  interests  in  Washington  strongly  centered  on  cost  effective- 
ness,  it  was  agreed  that  this  probably  would  be  the  eventual  concept.  Fry 
was  ordered  to  keep  an  ear  to  the  ground.  Meanwhile,  all  detailed  work 
on  the  preproposal  effort  came  to  a  halt.  Ransom  was  reassigned  to  a  job 
in  trouble,  with  the  commitment  to  make  himself  immediately  available 
to  ORTRACK  once  the  RFQ  came  in.  By  this  time  Ford  became  available 
from  his  previous  job  and  was  spending  time  studying  the  earlier  unso¬ 
licited  proposal,  early  marketing  reports,  and  trying  to  get  ready  for  the 


Fry,  West,  Ford,  Wharton,  and  Travers  all  kept  a  close  eye  on  what  was 
going  on  with  the  RFQ  at  Army  Headquarters.  By  this  time  they  had 
briefed  all  personnel  and  all  marketing  activities,  both  within  the  Weap- 
Division  and  elsewhere,  to  be  on  the  alert  for  information  on 
the  RFQ.  In  particular,  with  regard  to  any  intelligence  which  might  bear 

L  objectlons  t0  the  system  and  any  possible  changes  that 

might  be  forthcoming.  Isolated  reports  were  sent  in  from  the  field  offices 
winch  contributed  essentially  nothing  to  what  was  already  known.  It  was 
concluded  by  Fry  and  West  that  they  were  closer  to  the  situation  than 

anyone  and  that  they  could  count  on  little  outside  help  in  getting  infor- 
mation. 


Col.  Bernhardt  was  embarrassed  at  the  delay.  Though  he  felt  unable 
to  discuss  the  issue,  he  did  state  that  he  felt  he  owed  it  to  the  various 

another  °rS  °n  the  h°°k’  for  i£  was  Possible  it  would  be 

sTnvoW  6  FQ  WaS  iSSUed' He  said  there  was  stiH  discus- 

asTo  wh?t  ?”  in  Procurement  circles.  paralleling  technical  discussions, 
as  to  what  type  of  contract  should  be  issued. 

In  2rlve?!i°UXing  ?r0g,reSS  bY  W6ekly  contacts  at  Bernhardt’s  office, 
early  August,  Bernhardt  was  called  on  a  special  assignment  to  the 
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West  Coast,  to  be  gone  for  three  months.  Fry  was  extremely  concerned 
about  this,  as  Bernhardt  was  the  spark  plug  for  the  whole  program.  With 
him  gone,  Fry  doubted  if  much  action  would  take  place  until  the  require¬ 
ment  for  budgeting  next  year’s  funds  came  up. 

By  this  time  ORTRACK  was  a  dirty  word  at  WSD.  The  word  was  used 
to  denote  something  that  was  scheduled  to  happen  and  never  quite  did. 
Roger  Ford  stayed  on  the  job  but  had  no  assistants.  He  spent  his  time 
refining  his  concepts  of  the  proposal  team  and  laying  out  schedules  for 
the  proposal  based  on  various  contingencies.  He  worked  out  detailed 
schedules  in  the  event  that  a  two-month,  six-week,  or  one-month  re¬ 
sponse  time  was  given.  He  had  discussions  with  the  Communications 
Division  of  EIC’s  defense  products  department  regarding  their  role  in  the 
proposal.  He  had  a  tentative  agreement  from  their  marketing  manager 
that  they  would  take  r esponsibility  for  all  communications  aspects  of  the 
job,  including  handling  any  communications  subcontractors  who  might 
be  required. 

Ford  also  approached  a  number  of  heavy  mechanical  construction 
firms  to  select  a  teammate  for  the  large  radar  pedestal  construction, 
which  was  too  large  to  be  made  at  WSD’s  electronics  plant.  He  had 
established  good  rapport  with  Parker  Mechanisms  Company,  the  major 
manufacturer  of  servo-driven  pedestals.  They  indicated  an  interest  in 
teaming  up  with  EIC,  and  a  letter  of  understanding  had  been  received 
stating  that  it  was  their  desire  to  participate  at  their  own  cost  in  the 
proposal  effort. 

Ford  discussed  optimum  proposal  organizations  with  West,  Fry, 
Wharton,  Travers,  Ives,  Cook,  Markham,  Forbes,  and  Ames.  After  several 
rounds  of  refinement,  an  organization  was  evolved  which  was  considered 
novel,  but  an  improvement  over  the  one  Travers  had  presented  at 
Young’s  May  31  meeting.  Ford  was  unable  to  get  any  commitments  for 
manning  this  organization  except  for  himself  and  Ransom. 

THE  ORTRACK  PROGRAM 


August  28 

Fry  received  a  telegram  from  Col.  Bernhardt’s  headquarters  stating 
that  three  copies  of  the  ORTRACK  RFQ  would  be  issued  to  each  competi- 
tor  on  August  31.  Fry  alerted  all  management  personnel  involved  in 
ORTRACK  and  told  them  he  would  go  to  Washington  to  pick  up  the  three 
copies  on  August  31.  Thus,  he  could  review  the  RFQ  over  the  weekend 
with  Ransom  and  Ford  so  that  on  Monday,  September  1,  they  would  have 
completed  an  analysis  of  how  the  RFQ  differed  from  their  expectations. 

August  31 

Fry  picked  up  the  three  copies  from  Lt.  Col.  Youngquist  at  3  p.m.  He 
delivered  copies  to  Ransom  and  Ford  that  evening.  All  three  spent  the 
weekend  studying  the  RFQ. 
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September  1 

At  8:15  Monday  morning,  Ransom,  Ford,  and  Fry  reviewed  their  sepa¬ 
rate  analyses  of  the  RFQ.  All  had  been  distressed  that  a  system  consisting 
of  a  large  number  of  small  low-powered  stations  was  specified.  EIC’s 
earlier  analyses  of  the  economics  of  the  configuration  were  either  wrong 
or  failed  to  include  some  important  considerations  of  DOD. 

Ransom  guessed  that  it  would  take  16  separate  stations  to  get  the 
required  air  space  coverage,  using  radars  with  the  size  and  power  that 
the  RFQ  specified.  This  meant  that  the  radar  for  ORTRACK  would 
hardly  resemble  the  giant  80-foot  dish  radars  that  WSD  had  been  build¬ 
ing  for  early  warning  applications  and  on  which  they  had  extensive  prior 
technical,  schedule,  and  cost  knowledge.  They  had  hoped  to  borrow 
heavily  on  this  experience  so  that  ORTRACK  radar  would  be  only  a 
slightly  modifed  copy  of  a  radar  they  had  built  earlier;  and  for  which 
Parker  Mechanisms  had  supplied  the  pedestal. 

A  second  distressing  fact  was  that  a  number  of  radars  developed  by 
other  firms  already  existed  which  were  potentially  of  the  right  size  and 
power.  The  most  formidable  competitor  of  the  five  to  whom  RFQ’s  had 
been  sent  was  Universal  Electrodynamics,  an  industry  giant  which  had 

l0ung.bTcrrking  in  the  radar  field-  U  E-  had  won  a  competition,  in 
which  SD  participated,  for  developing  a  small  high-frequency  radar 
designed  to  exploit  new  technologies  in  signal  processing  and  velocity 
resolution.  Ransom  stated  that  it  appeared  that  the  ORTRACK  specifica¬ 
tion  could  be  filled  almost  perfectly  by  that  radar  now  completed  and 
under  test  at  Universal  Electrodynamics. 

Other  requirements  were  similar  to  what  had  been  specified  in  the 
early  WSD  proposal. 

The  RFQ  called  for  submission  of  separate  technical,  management 
and  cost  proposals  on  October  15,  exactly  45  calendar  days  from  the  date 
publication.  Since  Ford  had  developed  his  schedule  for  essentially  a 
program  of  six  weeks,  he  felt  he  had  the  working  basis  for  planning  the 

moSosal  atdP7?f  h™ltatl0n  allowed  only  100  pages  for  the  technical 
proposa1  and  75  for  the  management  section.  Detailed  formats  were  pro¬ 
vided  for  submission  of  cost  data. 

After  lunch,  a  meeting  was  called  in  the  general  manager’s  office  with 

of  theePRFOeCmkadS’  a^d  °th!fS  aS  required> to  brief  them  on  the  content 
of  the  RFQ.  Cook  was  stunned  at  the  news  of  the  small-radar  reouire- 

that  ti,He  Stati!d  hl  W°Uld  Stake  his  Professional  reputation  on  the  fact 
that  the  number  of  radars  called  for  in  the  RFQ  would  cost  50  percent 
more  than  the  large  ones  WSD  had  quoted  earlier. 

of  whftffiP  they  mUSt  hJaVe  missed  southing  in  their  evaluation 
out  whit  KdT  7TBdl that  marketing  ™uld  do  its  best  to  find 

evervonp  ev,n  appened’  bat  that  meanwhile,  the  job  must  proceed,  and 
everyone  should  start  working. 

mnriaTi^w  reiT"ed  °n  the  fringes  of  Previous  ORTRACK  plan- 
it  wo’„i?h  d  h  °? thG  baSiS  °f  What  he  had  heard  that  morning,  he  felt 

seZd  ovei-rf;  ?,?SD  n°V°  bid  ORTRACK>  since  the  radaS  repre 
over  half  of  the  cost  of  the  system  and  since  WSD  was  caught 
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without  an  existing  design  of  its  own  and  would  have  to  develop  a  new 
one,  whereas  Universal  Electrodynamics  Corporation  already  had  a  de¬ 
sign  paid  for  by  another  project.  He  felt  WSD  was  virtually  out  of  the 
running  from  a  cost  standpoint.  Ives  was  overruled  on  this  suggestion  by 
virtualiy  everyone  present.  ORTRACK  was  exactly  the  type  of  business 
that  WSD  had  made  its  reputation  in;  it  was  the  major  procurement  of 

woi^ear’  and  n°  °ther  large  °nes  were  in  sight  for  some  tlme-  Although 
WSD  was  m  an  undesirable  radar  development  position,  WSD  still  was 
generally  superior  in  the  radar  field  to  Universal  Electrodynamics.  In 
other  areas  WSD  felt  quite  confident  that  it  was  superior  to  U.E.  and 
might  even  have  usable  existing  designs  for  displays,  consoles,  etc.,  that 
U.E.  did  not  have.  This  would  tend  to  offset  their  radar  advantage.  Trav¬ 
ers  pointed  out  that  Parker  Mechanisms  had  built  smaller  radars  before- 
that  they  were  already  on  the  WSD  team;  and  that  they  could  be  of  great 
assistance  to  WSD  as  far  as  the  mechanical  aspects  of  the  newer,  smaller 
radars  would  be  concerned. 

\xroT^e  meeting  continued  until  5:30.  It  broke  up  with  full  agreement  that 
WSD  should  proceed  full  speed  ahead  with  the  ORTRACK  proposal.  Ford 
was  requested  to  pull  together  his  “prop”  team  and  have  a  full  staff 
working  by  the  end  of  the  week,  with  the  really  key  people  assigned  by 
the  following  day. 

As  Ransom  left  the  meeting,  he  told  Ford  that  he  would  not  be  able 
to  start  work  on  ORTRACK  until  the  5th,  since  he  was  leaving  that  night 
for  Florida  to  brief  an  irate  customer,  General  W.  V.  LeComte,  on  the 
performance  to  be  expected  from  a  small  data  display  system  that  Ran¬ 
som  had  conceived  over  a  year  ago  and  which  was  two  months  late  on 
delivery  schedule.  He  stated  that  it  would  be  unheard  of  to  cancel  such 
a  briefing,  and  that  Ford  should  look  to  Cook  to  get  things  started. 

Ford  gave  a  copy  of  the  RFQ  to  Bill  Greenwood,  who  had  been  waiting 
all  day  to  take  it  to  a  local  printer  to  get  50  copies  of  the  voluminous 
document  made  so  that  all  personnel  would  have  their  own  copy. 


September  4 

At  9  A.M.  Ford  called  a  kickoff  meeting  for  all  concerned  with  the 
ORTRACK  job.  This  meeting  included  those  whom  he  wanted  assigned 
to  the  team,  as  well  as  most  of  the  supervisors  of  the  engineering  depart¬ 
ment,  whose  people  would,  in  one  way  or  another,  participate  during  the 
proposal  effort,  either  as  members  of  the  proposal  team  or  within  the 
department  working  on  preliminary  design,  costing,  and  scheduling  of 
hardware  items. 

At  the  meeting,  Fry  pointed  out  the  importance  of  this  job  to  WSD. 
Ford  outlined  the  job  in  detail,  going  through  its  early  history,  pointing 
out  what  had  to  be  done  and  what  the  organizational  concept  was  for 
getting  it  done,  and  asked  for  support  from  all  concerned  for  what  he 
knew  would  be  a  very  busy  six  weeks.  People  left  the  meeting  feeling 
generally  good  about  the  program  and  believing  that  somehow  they 
would  overcome  the  handicap  resulting  from  the  change  in  radar  con- 
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cept.  They  felt  that  with  Ford  running  it,  a  good  job  would  probably  get 
done. 


September  7 

Travers  asked  Ford  how  the  proposal  was  going.  Ford  showed  him  the 
schedule  shown  in  Exhibit  5.  He  pointed  out  that  by  this  date  the  team 
was  to  have  been  selected  and  all  assignments  made.  However,  because 
of  Ransom  s  absence,  and  because  a  number  of  people  on  whom  he  had 
depended  could  not  break  free  from  other  jobs,  the  proposal  was  only 
half-manned  at  the  time.  He  stated  he  was  spending  all  his  time  trying 
to  get  people  assigned  to  the  job.  The  50  copies  of  the  RFQ  were  delivered 
on  the  6th  and  were  waiting  for  people  to  come  and  use  them. 

Travers  was  greatly  concerned  at  the  unmanned  state  of  the  proposal 
organization.  He  called  Young,  requesting  his  urgent  assistance  in  get¬ 
ting  support  for  ORTRACK.  Young  called  Ives,  mentioning  the  names  of 
some  people  whom  Ford  had  told  him  were  needed  immediately  on  this 
job.  Ives  knew  the  existing  assignments  of  several  of  these  people  and 
pointed  out  to  Young  that  their  present  assignments  had  been  planned 
months  back;  that  it  simply  was  not  reasonable  to  expect  them  to  drop 
their  efforts  in  midstream.  He  said  that  in  some  cases  it  would  take 
several  days  to  phase  in  a  substitute  and  that  a  hurried  phase-in  of 
replacement  engineers  would  cause  delays  and  increase  the  costs  of  ex¬ 
isting  programs.  He  said  that  Ransom  had  reported  back  from  his  brief- 
ing  of  General  LeComte,  that  the  General  was  furious  at  WSD’s  delay  in 
delivering  his  display  system  as  promised  and  had  said  that  if  WSD 
eouldn  t  demonstrate  a  working  system  within  the  next  two  weeks,  he 
would  institute  cancellation  proceedings. 

In  order  to  preserve  WSD’s  reputation,  Ives  stated  that  it  was  necessary 
for  Ransom  to  stay  on  his  present  job  of  investigating  incompatibilities 
between  key  elements  of  the  system.  He  felt  that  two  weeks  was  not  going 
to  see  the  end  of  the  problems;  that  General  LeComte  could  be  convinced 
to  stick  with  them.  Ives  stated  that  although  Ransom  should  be  available 
in  from  three  to  four  weeks,  this  was  so  late  into  the  ORTRACK  effort 
that  it  would  be  undesirable  to  wait  for  him,  and  he  suggested  D’Arcy 
Jones  as  a  substitute. 


Young  told  Ives  to  get  in  touch  with  Ford  and  to  please  do  whatever 
he  could  to  support  Ford,  who  had  a  very  difficult  job  to  do.  It  appeared 
He  was  getting  a  slow  start  despite  energetic  effort.  Ives  agreed  to  do 
everything  he  could  and  called  Ford  about  Jones.  Ford  asked  Jones  to 
study  the  system  over  the  weekend  so  that  on  Monday  the  10th,  he  would 
De  able  to  take  over  the  systems  engineering  twm 
Ford’s  problems  on  the  technical  side  of  the  proposal  were  somewhat 
ottset  by  good  news  on  the  management  team’s  progress.  He  had  been 
tortunate  m  getting  Lars  Svendon,  another  of  Taylor  Wharton’s  program 
management  men,  assigned  to  head  the  management  part  of  the 
proposal.  Svendon  had  written  many  management  proposals,  and  this 
one  appeared  to  be  fairly  straightforward.  He  had  already  sat  down  with 
ose  members  who  had  been  assigned  to  the  team  and  outlined  what 


EXHIBIT  5 
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he  expected  from  each  for  the  management  proposal.  He  had  reviewed 
the  schedule  shown  in  Exhibit  5  that  Ford  had  prepared  earlier,  and 
concurred  with  it.  He  had  Kenneth  Munson  get  together  all  of  the  major 
proposals  that  had  been  written  in  the  past  two  years,  with  a  view  toward 
selecting  techniques  and/or  excerpts  from  the  best  features  of  each  He 
wanted  particularly  to  convey  to  the  military  the  unique  management 
control  concept  that  had  evolved  at  WSD.  This  concept  represented  an 
integration  of  financial,  cost,  and  schedule  reporting  with  the  majority 
of  operations  being  performed  automatically  by  computers  and  tabulat¬ 
ing  machines.  Svendon  had  been  instrumental  in  getting  this  system 
accepted  at  WSD  and  had  achieved  recognition  in  the  American  Manage¬ 
ment  Society  for  his  contributions  to  this  field.  He  was  able  to  report  to 
Ford  that  he  was  on  schedule  with  the  management  team  and  foresaw 
no  difficulties,  provided  the  inputs  which  depended  on  the  technical 
proposal  did  not  slip. 


September  1 1 

Ford  reported  to  Travers,  West,  and  Young  that  he  had  formed  the 
technical  part  of  the  total  team  and  that  work  was  underway.  The  total 
proposal  team,  with  various  specialized  subteams,  is  shown  in  Exhibit 
6.  Ford  felt  that  although  this  was  not  the  caliber  group  he  had  hoped 
for,  it  still  represented  a  talented  group  that  could  do  a  good  job. 


September  12 

Ford  asked  D’Arcy  Jones  if  the  systems  block  diagram  would  be  com- 
pleted  on  schedule  on  the  14th. 

The  systems  block  diagram  is  a  schematic  method  of  representing  all 
he  major  interactions  between  the  major  components  of  any  system  For 

3  77*5 mT  f- a,h  aS  ?RTRACK>  il  ^kes  a  sheet  of  paper  about 
x  4  feet  filled  solidly  with  2-mch-square  blocks,  each  labeled  for  a 

^  ^  SyStem' AU  of  the  signal  or  information  flow 
going  out  of  and  coming  into,  each  block  is  noted  along  appropriately 
coded  lines  drawn  between  blocks.  It  resembles  a  giant  electrical  wiring 
diagram  for  a  radio.  This  diagram  having  established  the  performance 

cXmfnTth  f0r,eaCh  tUbteam’  a  specification  can  be  written  for  the 
contents  of  the  activity  chassis  to  whole  rows  of  cabinets  full  of  electronic 

gcoX. 

These  specifications  are  then  checked  so  that  the  input  and  output  to 
each  and  every  block  is  compatible  with  the  output  and  input  of  related 
blocks  throughout  the  whole  diagram.  Once  the  block  diagram  and 

STT  Spec?cat!0ns  have  been  written  and  checked,  the  major  efd 
fort  is  concerned  with  further  refinements. 

theJr::ePied  ?at  dUu  t0  the  late  start’  he  would  be  unable  to  complete 
«"diagram by  the  Wth.  He  wasn’t  even  sure  he  could  get  it  out  by  the 

whoiJ eion f°Td  ^  J°neS  WaS  right’  and  that  the 

le  effort  was  going  to  be  slowed  up  by  the  late  availability  of  the  block 


EXHIBIT  6 

The  “ORTRACK”  Proposal  Team 
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diagram.  He  called  Cook  to  urge  him  to  assist  Jones  in  any  way  possible 
A  real  bottleneck  was  apparent  in  this  area.  Cook  authorized  Jones’  en¬ 
tire  group  to  work  over  the  weekend.  Despite  that  extra  time,  he  doubted 
that  the  block  diagram  would  be  ready  by  the  18th. 

Ford  asked  Svendon  whether  the  organization  chart  to  be  shown  in 
the  management  proposal  would  be  completed  on  schedule.  Svendon 
pointed  out  that  he  had  until  Saturday,  according  to  the  schedule.  How¬ 
ever,  he  was  having  a  difficult  time  getting  permission  from  various 
permanent  department  heads  to  show  on  the  ORTRACK  chart  their  per- 
sonnel  whom  he  considered  essential  to  ORTRACK.  Previously,  he  and 
Ford  had  decided  it  would  be  wise  to  show  the  same  people  in  the  imple¬ 
mentation  organization  chart  who  worked  on  the  proposal.  Many  addi¬ 
tions  would  be  required.  It  was  felt  that  the  customer  would  react  favor¬ 
ably  to  the  idea  of  having  the  people  who  had  demonstrated  their 
knowledgeability  of  ORTRACK  in  writing  the  proposal  assigned  to  the 
job  when  it  was  won. 

Some  of  the  line  managers  objected  strenuously  to  committing  their 
people,  stating  that  ORTRACK  was  trying  to  gobble  up  the  best  men  in 
every  area  and  that  the  division  could  not  afford  this.  For  instance  Sven¬ 
don  wanted  to  show  Ted  Forbes  as  full-time  manager  of  ORTRACK  radar 
development;  similarly  Daniel  Troast  as  full-time  manager  of  communi¬ 
cations,  and  Ross  MacIntyre  as  manager  of  antennas  and  pedestals.  Ives 
pointed  out  that  with  these  key  men  spending  full  time  on  ORTRACK 
their  unique  talents  would  be  lost  to  the  rest  of  the  developments  in  their 
unctional  areas.  The  job  could  be  done  by  lower-level  supervision;  they 
would  have  the  full  benefits  of  working  under  senior  personnel,  and  this 
approach  would  not  penalize  all  the  other  programs  which  were  depend¬ 
ing  on  the  same  level  of  talent. 


September  17 

Tom  Tryon  told  Ford  that  the  situation  was  becoming  critical  with 
regards  to  getting  detailed  design  and  cost  estimates  done  on  time.  These 
epended  on  the  availability  of  specifications.  The  system  block  diagram 
would  only  be  m  rough  form  by  the  18th,  and  the  specifications  were 
ely  started.  Tryon  and  Kenneth  Munson  joined  in  saying  that  they  had 
already  allowed  systems  engineering  all  the  time  they  could;  that  be¬ 
cause  of  this,  less  than  two  weeks  had  been  allowed  for  sending  out  RFQ’s 

f!J!n^rS  a*ud  ®ubcontractors  and  for  getting  quotes  back.  This  was 
ter  than  the  fastest  they  had  ever  succeeded  in  doing  this  before. 
Tryon  pointed  out  that  in  lieu  of  having  a  system  block  diagram,  they 
had  been  in  close  contact  with  Parker  Mechanisms  Company  and  the 
Communications  Division  of  DPD,  as  well  as  with  Ives’s  functional  de- 

bUtvbyJI?0W  a11  preliminary  groundwork  and  estimating  that 
d  be  done  had  been  done.  Further,  that  work  was  useless  until  usable 

fmem^atl0nS  Were  pablished  that  could  be  the  basis  of  cost  estimates 
trom  the  various  vendors,  subcontractors,  and  so  on 
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September  20 

Herman  Delahaye  received  a  telegram  from  Parker  Mechanisms  say¬ 
ing  they  had  not  received  their  RFQ  yet,  and  that  because  of  press  of 
other  work,  they  would  have  to  take  their  people  off  the  ORTRACK 
proposal  until  the  RFQ  arrived;  that  it  would  take  them  two  weeks  from 
receipt  of  RFQ  (with  specifications)  to  deliver  firm  cost  estimates.  They 

rwFSnmf’UldarCeJaS  t0  whether  the  estimates  would  be  expected  on  a 
CPFF,  CPIF,  or  fixed-price  basis.1  The  Army  RFQ  left  it  open  to  the  bid¬ 
ders  as  to  what  contract  type  was  proposed.  Parker  said  they  would  prefer 
to  quote  CPIF,  since  the  new  radar,  although  similar  to  one  they  had 
developed  before,  nevertheless  had  some  different  features,  so  they  felt 
it  unwise  to  quote  on  a  fixed-price  basis. 

Svendon  told  Ford  that  he  had  completed  the  organization  chart,  but 
he  did  not  have  full  approval  of  all  the  names.  He  was  worried  about  Ted 
Forbes,  his  proposed  radar  manager.  He  and  Ford  decided  not  to  try 
further  to  obtain  Ives’  approval  on  this,  since  he  was  almost  bound  to  say 
no.  They  felt  that  the  best  use  of  Forbes  for  the  welfare  of  WSD  was  in 
this  role,  and  left  it  for  higher-level  management  to  change,  should  they 
see  t,  during  the  final  review  period.  Svendon  had  completed  a  tentative 
shop  order  structure  for  all  the  hardware,  by  working  with  the  project 
engineering  people  under  Tryon  and  in  Munson’s  group.  This  was  done 
on  the  basis  of  a  rough  system  block  diagram  available  on  the  18th. 


September  21 

,  system  block  diagram  was  published  with  specifications  at¬ 

tached  The  project  organization  under  Tryon  pounced  on  these,  incor¬ 
porated  them  into  cost  estimate  requests  that  had  already  been  written 
ut  were  awaiting  the  specification  to  be  referenced  in  the  request 
Ford  called  a  meeting  with  Young,  West,  Fry,  Ives,  Hammond,  and 
Jones  to  d^cuss  how  to  bid,  CPIF  or  fixed  price.  Ford  outlined  the  back¬ 
ground  WSD  had  in  building  roughly  similar  equipments  under  CPFF 
contracts.  All  but  one  of  nine  contracts  in  the  last  three  years  had  overrun 
by  an  average  of  23  percent. 

Ives  protested,  saying  that  WSD  was  much  more  mature  now  and 
would  not  overrun  in  jobs  such  as  ORTRACK.  He  felt  that  WSD  should 
bid  CPIF  to  demonstrate  its  sincerity  in  meeting  a  target  price 

West  rejoined  that  WSD  “hadn’t  a  Chinaman’s  chance  in  hell”  of 
wo*™  g  ORTRACK  on  a  CpIF  basis.  He  said  the  customer,  based  on 
WSD  S  past  performance,  could  only  conclude  that  WSD  would  overrun 
again  and  that  the  thought  of  losing  20  percent  of  their  profit  was  not 
going  to  make  WSD  meet  its  cost  target.  West  stated  that  the  only  price 
the  customer  would  believe  was  a  fixed  price.  This  would  give  WSD  an 
advantage  over  other  competitors  who  also  usually  overran. 

Ives  claimed  that  other  competitors,  particularly  U.E.,  had  overrun 
contracts  much  more  than  WSD  did  and  that  the  customer  would  believe 

1  See  Appendix  2  for  an  explanation  of  the  types  of  government  contracts. 
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a  WSD  CPIF  price  much  more  than  the  other’s  CPFF  or  CPIF  prices.  He 
said  to  quote  fixed  price  would  require  the  addition  of  such  large  contin¬ 
gencies  that  WSD  would  price  itself  out  of  the  competition. 

Young  asked,  “Why  are  we  so  unsure  of  ourselves  that  we  have  to  add 
targe  contingencies  to  our  price?”  He  pointed  out  that  WSD  had  built 
ORTRACK  type  equipment  for  many  years  and  that  if  WSD  could  not 
price  it  accurately  by  now,  “we’d  better  give  up.”  There  was  a  reluctant 
agreement  that  the  job  should  be  bid  fixed  price.  Ford  asked  Munson  to 
notify  Parker. 


September  24 

By  working  through  Saturday  and  Sunday,  the  22nd  and  23rd,  Tryon’s 
and  Munson  s  team  were  able  to  get  the  cost  estimate  requests  out  to  both 
internal  and  external  groups. 

Ford  was  delighted  that  all  of  the  cost  estimate  requests  had  been 
finished  over  the  weekend.  He  called  Munson’s  boss  Elliot  Hammond  to 
commend  Munson  for  his  energy  and  diligence.  He  also  commended 
Tryons  people  in  a  brief  meeting  which  was  designed  to  bring  everyone 
up  to  date.  At  the  meeting,  Fry  brought  in  some  new  intelligence.  He  had 
been  talking  with  some  officers  from  the  Air  Force  Electronic  Command 
They  pointed  out  that  they  had  been  having  a  good  deal  of  trouble  with 
natural  electromagnetic  radiation  (aurora  borealis  or  Northern  Lights) 
in  their  northern  sites,  which  tended  to  blind  the  radar  system  so  tha 

onmel1!,  of6  They  had  sP°nsored  a  research  program 

on  means  of  combating  this  problem,  which  had  shown  that  a  much 

thflSeJnqUenCyKadara?aVe  °Ver  100  times  better  Penetration  through 
the  electromagnetic  radiation  than  their  normal  operating  frequency 

w  “dSy  warnins  work' awy  were  S"‘"«  ‘oWhigES 

Jones  stated  that  this  could  explain  the  change  from  low-  to  high- 

nronT^r^8  m  the  RFQ'  He  Pointed  out  that  in  the  original  WSD 
proposai,  the  seven  site  locations  which  had  been  selected^ad  been 

placed  in  such  a  manner  that  they  never  directly  faced  northward  into 
the  dectromagnetm  radiation  zones.  Accordingly,  this  problem  was 

t  W6?  ™  *e,system  as  Proposed.  With  16  stations  of  a  shorter  range 
he  stations  had  to  be  dispersed  over,  a  larger  area  and  a  number  of  the 

memS't0  lf°rCed  t0  Work  against  the  electromagnetic  environ- 
r"  fThls  being  case,  it  would  not  make  sense  to  have  both  small 

is  dlEbkin'oXr T  fe  hig?er  frequency’ a  waller  antenna  dish 
anJ‘  b . e*n  order  not  to  focus  the  beam  too  narrowly.  Jones  said  the 
antenna  dish  size  specified  for  the  higher  operating  frequency  resulted 

bKn'S^d'S  STc'bfd  hV*  ‘he  WSD  had 

requlremS,S„^  J?  I  be,the  *he  higher  dynamic 

Pedestal  servo  performance  for  the  smaller  radar,  since 
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the  smaller  beams  must  be  moved  around  faster  through  space  to  cover 

on  tS”hy^,Ss  a‘r  “  “  Wid6r  bea”'  N°  diSagt“d  wi,h  J°“5 

™™V?ld°>n  [ep?rte,d  that  the  management  team  was  on  schedule.  He  had 
completed  the  facility  inventory  and  had  collected  resumes  of  people  on 
previous  teams  to  name  final  members  of  his  organization.  He  felt  they 
~fd,e  a  beaut*ful  J°b  on  the  section  on  management  information  and 
controi  system.  His  main  problem  was  that  too  much  had  been  written 
to  fit  within  the  75-page  limit  specified  by  the  Army. 

ord  asked  Jones  how  he  was  making  out  with  the  technical  team’s 
proposal  which  was  limited  to  100  pages.  Jones  said  that  there  was  a 
great  deal  of  analytical  background  that  had  to  go  into  the  proposal.  The 
sys  ems i  engineering  section  alone  would  need  approximately  45  pages 
out  of  the  100  to  define  the  systems  block  diagram.  Tryon  said  that  he 
had  been  counting  on  systems  not  taking  more  than  25  pages;  that  it 
would  take  him  at  least  80  pages  to  describe  the  hardware,  schedule 
considerations,  test  programs,  government-furnished  equipment  re- 

3‘JI!enntS’ and  so°”- Based  on  draft  material  he  had  seen,  it  might  well 
total  100  pages,  and  he  would  have  to  edit  it  heavily. 

September  26 

At  Greenwood’s  suggestion,  Ford  published  a  bulletin  showing  the 
exact  page  count  allotted  to  every  section  of  both  the  management  and 
clinical  proposals.  Systems  engineering  ended  up  with  35  of  the  100 
pages  m  the  technical  proposal.  Svendon  was  horrified  to  find  that  the 
management  information  and  control  system  section,  of  which  he  had 
been  so  proud,  had  only  been  allowed  10  pages.  He  protested  that  this  was 

me  real  meat  of  the  management  prop  and  that  at  least  25  pages  should 

be  allotted  to  it.  He  reviewed  with  Ford  the  contribution  of  each  para¬ 
graph  and  figure,  using  rough  drafts.  Ford  agreed  it  was  a  beautiful 
reatacnt  but  that  since  WSD  was  bidding  fixed  price,  “the  government 
won  t  really  care  how  we  manage  it,  since  it  is  our  own  money  we  are 
osmg  if  we  manage  it  poorly.”  Svendon  disagreed,  saying  that  the  gov¬ 
ernment  was  very  concerned  about  management  because  poor  manage¬ 
ment  resulted  m  delays  which  in  turn  caused  upsets  in  their  own  plans 
causing  additional  expense.  Ford  overruled  him,  said  it  had  to  be  10 
pages  and  patiently  pointed  out  why  he  felt  that  way.  Ford  made  a  mental 
note  to  check  on  page  content  at  the  end  of  the  week,  to  see  how  people 
were  doing  against  the  new  targets.  P 

Travers  had  succeeded  in  lining  up  a  critical  review  team  consisting 
of  eight  senior  program  management  and  engineering  personnel,  includ- 
tw°  *  he  Communications  Division.  They  were  to  receive  copies 

of  the  draft  material  when  it  was  submitted  October  2,  and  were  to  have 
their  criticisms  back  to  Ford  by  October  5. 

Young,  WSD  general  manager,  received  a  phone  call  from  the  presi¬ 
dent  and  general  manager  of  Parker  Mechanisms,  Baxter  Thorndyke.  He 
protested  the  requirement  to  bid  fixed  price  on  the  pedestal  and  antenna. 

He  said  that  the  dynamic  servo  requirements  appeared  too  risky  to  them 
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to  bid  fixed  price;  that  in  order  to  protect  themselves  against  loss  if  thev 
bid  fixed  price,  they  would  have  to  add  a  large  contingency  to  thZ 
estimate.  Young  told  him  that  he  expected  the  same  professional  per- 
formance  fromParlcer  Mechanisms  that  he  expected  from  his  own  peo¬ 
ple;  that  WSD  was  going  to  bid  fixed  price  without  large  contingencies- 

tbat  subl^ltted  Pri^es  t0  the  customer  inflated  with  contingencies’ 
they  didn  t  stand  much  chance  of  winning  the  job.  Young  stated  that  his 
own  engineers  had  reviewed  the  servo  requirement  and  that  although 
rigorous  they  were  within  the  state  of  existing  technical  art  and 
shouldn  t  cause  much  uncertainty  art  and 

Thorndyke  said  that  they  had  felt  at  first  glance  that  they  could  meet 
the  servo  requirements,  but  that  the  dynamic  stresses  put  on  the  ant^na 
by  high-performance  servos  had  resulted  in  a  requirement  for  much 
heavier  antenna  construction  than  was  previously  foreseen  This  Saw 
construction  in  turn,  made  more  of  a  load  for  the  servos  to  move  so 2 
the  servo  problem  became  increasingly  harder.  He  said  that  no  one  had 
ever  built  such  a  fast  response  servo  system  for  a  radar  set  of  simiSr  size 

esSiaTS  w2bid°fi^dbeSt  °n  that  11  Was  abs°luS 

Thomdyki agmed  PnCe  "Mi  that  Parker  bid  fixed  P^e  also 


September  28 

Tryon  reported  to  Ford  that  he  was  getting  static  from  everybody  who 
received  an  internal  ORTRACK  RFQ,  particularly  from  Ives’  peopll  who 
daimed  thatthe  specifications  were  not  detailed  enough  for  the  basis  of 
a  fixed-price  bid.  It  was  true  the  specifications  left  many  questions  unan 
swered,  and  amendments  to  the  specifications  were  being  made  Trvon 

hia  technical  P^Pla  to  be  conservative  in 
estimate.  S  hls  consemtism  would  show  up  in  the  size  of  their 

'Th111  6StabliSh  ^  PriC6S  f°r 

detailed  estimati’na  Try™ °Ple  could  m  turn  use  as  a  guide  for 

estimate  the  true  price  for  all  wh  he  tean\had  experience  enough  to 
P  ce  for  all  hardware  and  software.  If  a  reasonable 
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Tg? ,?ricf. f0r  each  component  were  placed  in  front  of  the  engineers 
the  estimating  process  would  be  speeded  up.  Ives  objected  saving  that 

T*  t0  C°me  UP  Wi*  Prices  on  their  own>  otherwise  they 

th^Ms  n  resp°nsible  for  tb*  -ork.  He  reminded  C™d  Fori 

ione  J^ 3  partlcular  estimating  authority-responsibility  controversy  had 
gone  on  for  years;  that  time-honored  methods  had  worked  ol best 
Since  this  was  an  established  WSD  practice  Ford  and  Trvon  fJ'  a 

Ives  renhed  T™  1/  remaining  for  a11  the  final  tasks  required, 

ives  replied  he  could  not  be  expected  to  make  up  the  time  that  the 

P  hT ‘f  »f  the  component  s^Lnl 

reviewed  the  plans  for  work  over  the  weekend  The  entire 

and  aSh  BTJhL01 r  worki"g  through  Saturday  and  Sunday  the  29th 
actual  nrnr/  i  S  mr°St  °f  the  team  effort  was  associated  with  the 
hemi  PA  ^  1  writing-  rt  appeared  that  the  October  2  deadline  would 

eveT  m^nySm  haStabSty  °f  f  members  was  evident.  How 
said  ’  ? f Z»1 ?  h  d  b?n^hrough  this  experience  before  and,  as  Ford 

other  fellow’s  sens Phenomenon,  and  everyone  discounted  the 
oiner  teilow  s  sensitivity  to  criticism.” 

October  2 

ted^stchlS^R  f°r  managfment  and  technical  teams  was  submit- 
®  uh  dnl  d‘  However>  11  became  evident  that  everyone  had  ex- 
e  e  is  allotted  pages.  The  technical  proposal  was  140  pages*  the 

^  ^  fbU”d  “■“““*■>«  dupUcS’a^ 
ac^  f  treatment  variation  m  writing  style.  The  critical  review  team 

an  v  «  °r  eigbt  c°Ples  of  the  draft.  Ford  was  reluctant  to  have  them  spend 
a7'lme  on  ^hat  was  obviously  in  need  of  major  surgery.  However 
gnizmg  the  need  to  receive  CRT  comments  in  time  for  their  incorpo 
ration  with  other  rewrites,  he  authorized  Greenwood  to  the  conies 

JSIhTij  1,  Ule  *aftS  “  an  0UBide  *>r  reproducZTn 

it  wf^eaWdTha,1?'  aVa?tblf  WSD'  arose  when 

"T®  l  !  !d  h  t  Greenwood  had  the  sole  master  copy  and  that  until 
ie  got  back  from  the  printer,  little  work  could  be  accompllhed 

October  3 

Draft  copies  were  given  to  the  critical  review  team  and  extra  conies 

oncernecf f orthei  In  3  Staff  meeting  Ford  chastized  all 

oncerned  for  their  excess  verbosity.  He  stated  that  a  lot  of  thought  had 

ne  into  establishing  the  allocation  of  pages  and  he  wanted  thp  alWo 

'V“h0Ut  fur,h“  '“-Sion"  !  ™ 

al  that  *e  draft  material  be  cut  before  the  5th.  He  expected  those 

Thn'rnl  t  ?  many  h°“"  “  to  meet ‘hTs^toe 

1fl.Tdyke’  President  of  Parker  Mechanisms,  called  Young  and  said 
at  after  a  sincere  effort  at  estimating  the  radar  pedestal  anl  antenna 
fixed-price  basis  per  Young’s  request,  they  simply  could  not  do  this 


230  The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 

without  what  appeared  to  be  an  unreasonable  padding  of  40  percent  of 
engineering  costs  and  10  percent  material  cost  ThnrnA,t.  Percent  <* 
tha.  CPIF  pricit*  could  apply  o„l™“r  tet  “^”1^ 

Td  ,h  *  8  'rr*  ^  priM  “"*«■«  producHon  u„l«Yo,mg 
asked  them  to  quote  both  ways,  so  that  WSD  would  have  the  last  minutJ 
option  of  deciding  which  bid  to  use.  Thorndyke  agreed  m fhS.  ™ 

“whS,dMdrfA1'  ‘°n t™*  11,6  two  es,1"»KS  »y  October  5  Y 

When  told  of  this  call,  Tryon,  Munson,  and  Ford  asked  Ives  to  perform 

a  quick  one-day  investigation  of  the  risks  involved  in  the  equipment  iZ 

Parker  was  bidding.  Ives’  servomechanisms  section  had  doneTome  ex- 

peopie  at  ParkTr.  Tryonfek  that 

problem  and  proceeded  immediately  with  three  of  his  people  todig  into^t 

October  5 

By  Friday  afternoon,  Munson  had  received  th^  rWaii^ 

estimates  from  Ives’ engineering  groups  Healcnh^n  ^  1  d  quipment 

astronomical.  It  was  apparent  that  fear  of  fi f0611*  quotes  aPpeared 
resulted  in  oomldera^^S^^eS^I,^  h&d 

mTnd  0HeSenO,”“Oi0USly'  F°rd did ”0' know- b™ b“ 

cos.  togas  for  W  n°'  mS,S“d  “  Ashing  component 

and  rthTonadaable1nMUon‘h.hr  proposals'  from  their  n>™  records, 
a  reasonable  figure  for  Ives’ work  ThlirfiT6*1  ^  W^f 1  they  thought  was 

the  estimates  of  Ives’  groun  ?h  w  f  ^  WaS  35  percent  lower  thaa 
work  his  estimate  P'  Y  ^  *  PUt  pressure  on  Ives  to  re- 

October  6 

Th?kne^TaLaarn^d  with  Tf  ^  F°rbeS’  Wright’  and  Ames‘ 

have  been  well  briefed  beforehand  to  d  f  n?teS  and  appeared  to 

of  comments  as  to  the  validity  of  each  nth6”  the.estimates- After  an  hour 
ent  to  Ford  that  successive  laverc  f  h  ther  s  estlmates’ it:  became  appar- 
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mates.  The  designers  working  at  the  subassembly  level  had  armlied  a  in 
“ntln8iry  <°  work.  The  first  layer "ofs^eS? 

co„.f„g^cSy/"„bsHn'S2»intt’  *  qU°“  had 

un^IfSnB,rf  ,h7™II'Ve1'  F°rteSand  Wright  admitted  that  due  to  the 

certainty  of  the  radar  area,  which  embraced  both  Forbes’  and  Ames’ 

ui““;f,:Lhladded  a  5  “nu”g“ay  p^“"„h”“ 

ng  me  data  to  Ives,  whose  approval  was  required  before  sending  it  to 

fo^thesamTphenomen^  ^  Sp0t  CheCk  the  estimates  from  other  areas 
notes  tn  fmnt  of  the^  '  w  pr0t,ested> but  finally  went  through  Ames’ 
h™  nt  of  *e  group.  In  Ames’  organization,  too,  contingencies  had 

tons’’* E2 idJt  eacb  1^1  °f  review.  Ives  himself,  iceidnl^S?^ 

Af t»  i  T  ff’  decided  not  t0  add  any  of  his  own. 

they  mLhtSwelTh!t  ’  f  apparent  even  t0  Ives,  that  although 

tney  might  well  have  protected  themselves  by  this  type  of  estimation 

they  would  lose  the  job  from  too  high  a  bid.  He  a^e^o  go  ba“k  Ind 

riThH1SPe°Ple  Monday  morning,  to  eliminate  all  “fat”  from  the 

H®  m  turn  requested  that  Tryon  and  Munson  specify  more 

h  f  fly  the  documentation,  field  installation  and  test  requirements  He 

had  been  told  that  each  equipment  designer  had  put  in  an  allowance  for 

Saft  wnSnn  Ch0^\Tr0film  -P-d-tion,Pand  han^k  mttgh 
,  .  lting>  hut  that  the  specification  invoked  on  the  drafting  and 
graphic  arts  group  also  requested  costs  for  these  items  § 

Ives  also  said  *e  specifications  were  not  clear  regarding  cabling 

as  weUSasAmeas’sd  ‘hr  enghleei  had  put  in  an  ^hownace  forth* 

as  well  as  Ames  s  cabling  group,  which  had  been  requested  to  quote  the 
cabhng  required  for  the  entire  system.  lyes  felt  tha’  mo“e  care  shoSd 

the  taken  e££her  ln  clarifymg  and  eliminating  duplication  from 

the  specificatmns.  He  requested  this  be  done  by  Ford  Monday  morning 

J 'sx™  r  2rs,rle' they  eiimina,e  •*“  d“p“-=a-»” 

H?made‘he  tW°  ^  one_half  weeks  and  decided  to  take  off  Sunday 

He  made  sure  however,  that  the  rewrite  of  the  technical  and  managl' 

dmr0fps  °r the  weekend- He  -ahhsheTan2: 

He  pofnted  out  to  an  e  if  f°r  tOP  managcment’s  review. 

“hi^,"h?“ieSm*ha'  'hiS  ”■ ,h'  da“  — 

October  8-9 

theARFof  thaf  h  n  ?e  m°rn“g  did  uncover  some  ^eas  of  overlap  in 
w  h  Q  u  had  been  sent  from  the  team  to  Ives’  organization  Ives 
had  been  right  about  the  field  installation  and  tests:  The  field  installation 
group  had  quoted  on  manning  the  entire  site  integration  test  phase  in- 

that  h^/h6  management  This  duplicated  design  and  development  work 
tha  had  been  requested  from  Ives’  group.  This  information  was  parsed 
n  to  Ives,  who  was  now  heavily  involved  in  expediting  the  recosting. 
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In  the  morning  mail  was  a  letter  from  Parker  Mechanisms,  furnishing 
quotes  as  agreed.  They  had  neglected  to  telegraph  their  quote  on  the  6th 
as  promised  Ford  called  Trent  to  see  what  conclusion  he  had  reached 
with  regard  to  the  risk  inherent  in  quoting  the  radar  pedestal  fixed  price 
Trent  stated  it  looked  like  a  50-50  proposition;  there  was  indeed  some  risk 
involved  However  ruie-of-thumb  performance  criteria  led  him  to  be 
heve  *at  he  could  design  a  system  meeting  requirements.  He  stated  that 
it  should  be  possible  to  install  pressure  unloading  valves  in  the  hydraulic 
drives.  Thi  feature  would  decrease  stresses  on  the  antenna  structure 
which  would  permit  a  lighter  structure,  minimizing  the  servo  power’ 
and  response  requirements  that  had  bothered  Parker  ’ 

Trent  said  he  did  not  feel  he  should  be  asked  to  make  a  management 
decision  on  how  Parker  should  bid.  He  would  be  willing  to  developTuch 
a  servomechanism  himself  and  deliver  it  to  Parker.  Ford  pressed  FoSes 
Trent  s  boss  for  a  management  recommendation.  Forbes  felt  uncomfort¬ 
able  about  having  to  make  a  quick  decision  and  stated  that  the  matter 

bemyadTU1  inVGStigatlon  bef<^  intelligent  decision  couS 

Time  was  running  out,  and  Ford  realized  that  if  a  decision  were  going 
to  be  made,  he  would  have  to  make  it  personally,  at  the  risk  of  critfcism 
from  the  controller.  Hammond  would  take  a  dim  view  of  WSD’s  bidding 
CPIF.  Pace  “  SOmething  that  their  own  subcontractor  only  dared  bM 

ingT“^^  *  *aaf  -tches  of  review¬ 

coming  back  considerably  lower  from  Ives’  group).  By^dn^^^ 
f  ’  e^pmp  ete  cost  estimate  was  totaled  and  put  into  standard  WSD 
^or^t  vfhe  assumptions  included  manufacturing  prototyp^i^^ar  inth^ 
mode!  shop  and  manufacturing  the  16  production  moSta hefaS.™ 

Hanr^S 

the 

of  the  ^  \  value.  Midnight  also  saw  a  completion 

£,aSLiS“nh 

won,  home  exhausted  b„,  with  a  feeling  of  gentn™  “f 

October  10 

to  mvtew^n^f  int0  F°rd’S  °ffiCe  asking  when  he  would  be  able 

new  ito  wSch^hol  ,r,7rto?/o  r  *5f. *  half  on  a 

called  in  Cook  Fnrh«<=  J  „ar°and  milllon  on  each  radar  set.  Ford 

brilliant  concent  HUirtrd  Wright,t0  hear  Markham.  Markham  had  a 
nt  concept.  His  idea  was  to  take  the  raw  radar  return  signal  from 
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Td  t0  digitf e  il  as  soon  as  received;  form  the  data  into  stan¬ 
dard  digital  computer  language;  utilize  a  standard  commercial  type  digi- 

in  th°e  n  52  ?  ^  data I™**-  ing.  Digital-to-analogue  SSSi 

tal  directlv  fmm  penmt  the  dlgltal  comPuter  to  command  the  pedes- 

!  9  y  f  the  computer  output  for  aiming  at  a  target.  This  would 

elimin^T  Cab!fetS1fu11  of  electronic  gear  on  each  set  and  would 
omplex  and  risky  electronic  circuits  in  the  system  The  idea 
=ed  so  simple  ,ha.  i,  was  remarkable  tha,  no  one  ‘f  « 

F°rbes  and  Wright  were  enthusiastic  and  wanted  to  revise  their  cost 
estimate.  Tryon  asked  how  they  could  do  this  when  no  block  diagram  01 
an/vF-  Su!tem,WfS  lnJexistence  nor  was  a  specification  available.  Forbes 
they  had^nm^V,  ^  dld  n0t  n6ed  the  diagram  or  specification;  they  felt 

and  knriedge  °f  the  type  °f « 

mates  fromTl  ?°me  VP  Wlth  good  <J«°tes  without  detailed  esti- 

late  that  ^  T61  uVt  F°rd  reluctantly  said  that  it  was  too 

late,  that  within  half  an  hour  he  had  to  brief  the  general  manager  on  the 

costs  and  get  his  approval,  that  one  day  later  he  was  going  to  hale  to  brief 

the  Xrthlrghtdent  TWS  ^  n0t  aU°W  en°Ugh  Wme  t0  Ch6Ck  °Ut 

very  htdTnThT,  Saying  that  he  had  worked 

very  hard  on  this  concept.  Ford  pointed  out  that  the  Army  specificallv 

tall®dfori  *Jgnal  Processing  equipment  which  would  be  throw/out  under 

H.  fcU  ths.  With  adequate  time  STid.I  “Sd 
be  sold  to  the  Army,  but  they  had  no  time  left.  They  would  just  have 

thaS mfil  an  <aCe”  UP  thi6ir  Sle6Ve  f°r  th€  future' Ford  secretly  doubted 
save  at  leaslTl  mil“o“  ahh^h  he  M*  “ 

Table5nMYmmt m6t  ^*5  Y0U?g  and  presented  the  figures,  (Column  2, 
table  1).  Young  inquired  m  detail  as  to  how  the  estimate  had  been 

Sv^kWHamthe  HiS“ry  '’'a'1’'  nUmbeK  — ■  *“*  r isfa  w S 

hl  pIrker  CPTF0^  FOrd  had  expected>  the  idea  of  using 

the  Parker  CPIF  figure  m  the  WSD  fixed-price  bid.  He  said  that  Parker 

Xhthm!  40Pert  m  ihe  P6deStal  fi6ld  than  WSD’  and  that  if  they 

*  °  PerC6n  C°ntmgency  might  be  required  to  bid  fixed  price 

viewtd  at  lenvtbaYtentl0nflani1  ^  gamble  ”  This  whole  subject  was  re- 
viewed  at  length.  Young  finally  agreed  to  keep  the  estimate  the  way  it 

T  ,hat  ,he  risks  -opiated  witt^he 
arker  CPIF  bid  tended  to  be  offset  by  the  potential  savings  of  incorporat¬ 
ing  Markham  s  concept,  should  it  be  permitted  later  by  the  customer 

factory  For  markups  and  agreed  that  they  were  satis- 

y.  For  the  first  time  m  anyone’s  knowledge,  a  proposal  passed  the 

vice  presidents  review  with  no  changes.  They  were  s°SulS?ot.ee! 
m  Magnus’  office  at  1  p.m.  on  the  11th.  t0  meet 

October  1 1 

Ford  found  that  the  day  before  had  been  spent  in  improving  the  fig¬ 
ures  and  artwork  for  both  the  management  and  technical  proposals  and 
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TABLE  1  _ 

Engineering  Division  Proposition  Sheet  Da 

Equipment:  1  Prototype  Radar  Comm.  Links 

ORTRACK  System -16  Delivery  Radar  4  Display  Centers 
Customer:  U.S.  Army 


Column  1 
Original 

All  Figures  in  $1,000's  Submission 

Engineering-Overhead  Applied  105% 

Electrical .  43,638 

Mechanical .  26  443 


Column  2 
After  Project 
Management 
Review 


Total .  71,312  64  396 

Support  Labor-Overhead  Applied  105 % 

Technician .  382  382 

rr . 3'i3e  3,538 

0theTrofa" .  ^  1,480 

Model  Shop-Overhead  Applied  105%  MHX  Applied  4  0% 
Purchased  Material .  9,561  F  g616 

Spec.  T&T .  78  1,988 

Total .  11,617  11687 

Manufacturing  (Production) -Overhead 
Applied  120 %  MHX  Applied  4.0% 

Purchased  Material .  98,656  g4 


Spec.  T&T .  04 g 

Mfg.  Engineering .  1032 

Total . 123,277 


Subcontractors— MHX  Applied  4.0 % 

Parker  Mechanisms .  38,780 

Communications  Division......  18,345 

_  Total .  57,125 

Other  Costs 

Premium  Labor .  180 

Travel  and  Living .  1  48q 

Computer  Usage .  g85 

Total . 2  025 

Total  Proposition . 270  957 

Cost  level 

Estimate . 270,957 

Applied  Research  & 

Devel.  @  2.5% .  6>774 

Sub  Total . 277,731 

General  and 
Administrative 

Expense  @6.8% .  18,886 

Sub  Total .  con  ci  7 

Profit  @  10% . : . 296,817 

Total  Sales  P^e . 326,279 


94,576 

21,640 

649 

1,232 

118,097 

38,780 

18,345 

57,125 

160 

1,280 

985 

2,425 

259,130 

259,130 

6,478 

265,608 


18,061 

283,669 

28,367 

312,036 


Proposition  No: 

Sheet  1  of  2 

Column  3 
After 

Exec.  V.P.  Review 


36,437 

22,938 

1,169 

60,544 


80,727 

15,444 

649 

974 

97,794 

MHX  Eliminated 
37,229 
17,611 
54,840 

158 
1,277 
985 
2,420 
231 ,326 


TABLE  1  (continued) 
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Proposition  No.- 


Sheet  2  of  2 


Column  1 

Original 

Submission 


Column  2 
After  Project 
Management 
Review 


A,,  Figures  in  $1,000’s  Suasion  ZiZ  £e  „ 

Cost  Level  c  ec-  v 

Estimate . 

Less:  Subcontracts .  . 

Sub  Total . *  .  54,840 

Applied  Research  &  . 176,486 

Devel.  @  2.5% .  4  _ 

Sub  Total . ,ono12 

General  and  180,898 

Administrative 

Expense  @  6.8% .  . 

Sub  Total . 12,301 

Profit  @  10% .  193,199 

Sub  Total . . J 

Plus  Subcontracts .  212,519 

Total  Sales  Price...  54,840 

. 267,359 


Column  3 
After 

Exec.  V.P.  Review 


that  consequently  the  material  had  not  reached  the  printers  until  that 
morning.  Greenwood  felt  there  would  be  no  problem  Tgetting  the 

theTSte^Fn^7  *  h®  Were  aU°Wed  t0  authorize  overtime  for 

f  Ford  asked  Greenwood  to  send  copies  of  the  proposals  to 
Young  so  he  could  see  them  before  Magnus. 

Ford,  Munson,  Young,  and  Hammond  met  with  Executive  Vice  Presi¬ 
dent  Magnus  and  his  financial  staff  at  1  p.m.  Magnus  had  many  years  of 

cafstatis?  m  de?T  C°ntractinS  and  noted  for  his  memoryof  criti¬ 
cal  statistics,  control  ratios,  and  miscellaneous  numerical  operating  data 

evofvecf  Lnd"^^  ^  h«!fry  °f  the  ProP°sal-  how  the  numbers  had 
®  r  a  !u  That  confidence  Young  and  Ford  had  in  them.  Ham- 

ond  replied  that  they  looked  all  right  except  for  Parker’s  quote  and 
escn  e  that  particular  situation.  Ford  pointed  out  that  the  Markham 
concept  could  offset  this  possible  liability  Markham 

Q  Magnus  pursued  Markham’s  concept  with  regard  to  possible  savings 

edgeablyln  techniSrt688'  *  u  ^  r°°m  C°uld  really  talk  knowl¬ 

edgeably  m  technical  terms  about  the  concept.  However  Ford  said  he 

raM  ,,S"anKe  "“‘I1'  W°Uld  SaVe  “  >“»'  M  million  p^r  seTMagn* 
,thlS  ^ere  S°’  then  the  estlmate  should  be  reduced  by  $1  million 
per  set  m  order  to  quote  a  lower  price.  He  pointed  out  that  some  otter 


236  The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 

Would  ^fve  come  up  with  the  idea  and  had  to  explore  it  WSD 

ing  "*******  ^ 

£?£  £  mheijS;rhuadabve  t0  Tn°a 
o*u^ 

ther  ordered  tha^h^mI;r  ,lPe^ent  off  Purchased  materials.  He  fur- 
omitted  nn  K  matenal  handling  expense  (MHX)  and  all  profit  be 

^  Pa^er  ^  ^  Commu^c^ion: 
he  wa«  “c  v  th  h  h  changes  WSD  had  a  good  bid  and  that 

prom  in,  were  w?„T  h“ l°yS  d0 ,he j0b at the 10  percent 

Ha^LST^b^Ta^ 

MHX  on  the  sX„„„;^‘  .  n0t  kn°w  how  he  could  eliminate  the 

prerequisite  to  substonH  t  ’  *  Uniform  aPPhcation  of  MHX  was  a 

nus’  orZ  hi  substantiating  cost  reimbursement.  He  stated  that  Mae- 

MHX  for  the  jRTRACKTortr^H  ?16  P°Siti°n-  If  he  eliminated  the 
would  insist that^he^miin^t^n  o'n'all^he'cpFF^13.11^  n°to  “  “d 

“  F„S?dahaedCO”7“i<,n'  WhiC^  “woSd°prlTlfiCfl«d  WSD 

nus’  instructions  ^HeTsked^M  ^  °therwise>  rm  S°ing  to  follow  Mag- 

itsrs~^rsrrr- 

are  shown  in  Column  3  of  Table  l*  8  Th  fixed’cost  fi«ures 

requS!d°S,X  “  *  T??  ““  C“'  figUres  “»  “«  format 

A  Imatl  aCof  ,7m»?,“air^„te  Pag'8  °f  deta“'d  »reakd.„„s. 

columns  to  correlate  Th^  n  P  P  ^as  assigned,  each  with  a  few 
anticipated  because  the  ArnvT  PK°,Ved  m?re  difficult  than  had  been 
quantities  as^WSETs  breakdown  did  n°<  correlate  the  same 

of  the  Army  format  TTh  **** 

ner  in  which  some  of  the  figures  had  been  de  h  ,  realized  the  man- 
51  million  cut  for  the  M arktL  °eeJl  denved>  such  as  the  nominal 

tive  to  r0WeVer’ there  was  no  alterna- 

the  night  ^SST^ZSS  ^“^’-hnued  late  into 


October  12 
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Mimsioii  continued  his  cost  reformulating,  and  finished  at  noon.  The 
the  printer-  The  project  engineering  staff  reviewed 
tn  H^or.  v,  6  prmters-  J°nes  insisted  on  substituting  seven  new  pages 
wrtin^6!?6 advantf ges of  Markham’s  concept.  (The  proposal  was  still 
ritten  on  the  original  method  of  signal  processing.)  Markham’s  concept 
was  mentioned  simply  as  something  that  should  be  looked  into  in  the 
future  as  an  alternate  method  of  signal  processing  requiring  fewer  parts 
and  greater  reliability.  No  mention  was  made  of  the  fact  that  WSD’s 
price  was  based  on  the  Army’s  later  approval  of  Markham’s  concept 
th  PT T  WaS  Upset  at  “having  a11  the«e  engineers  crawling  around 

Greenwff'ri  b“t  J1®  accePted  the  revised  text  and  promised  delivery  to 
Greenwood  of  all  three  volumes  by  noon  on  the  14th.  Greenwood  and  his 
rajrtants  stayed  wiA  the  job  over  the  weekend  and  delivered  the  40 
copies  to  Fry  at  his  home  Sunday  afternoon. 

October  15 

T  ,  S  v°Ve  thepr°P°sals  t0  Al™y  Headquarters.  He  delivered  them  to 
.  Col.  Youngquist,  who  said  that  it  was  good  to  see  one  company  at  least 

t™f;g  «"  «”«•  «•  explained  ,ha.  all  five  other  compel  3 

heQh«H  d  h!116"  °r,  Week  tension  for  proposal  submission,  and  that 

eram^v T  *  ^  t0  a11’  including  WSD-  on  Thursday,  the  11th, 

to  t  rr6  eXTnSi0nu  (The  letter  either  was  delivered  on 
time  or  else  it  was  stuck  m  the  WSD  mail  room.)  He  asked  Fry  if  he 

wanted  to  take  the  volumes  back  for  further  work  during  the  extra  week 


APPENDIX  I 

DESCRIPTION  OF  SUBDEPARTMENTS  WITHIN  THE 
ENGINEERING  DEPARTMENT 

cei 7eT»ZdfenYa'E,eCtr0niCS-  DeSignS  and  builds  transmitters,  re- 
ceivers  and  signal  processors 

eith ZrZ.SUf>AlyGrOU^'  Devel°Ps  P°wer  generators  for  various  voltages 
either  ac  or  dc,  at  whatever  frequency  is  required  for  EIC  products8 

Servomechanisms  Group.  Theoretical  design  of  servomechanisms  for 
quipment  designed  by  other  departments. 

ucteDiSsion”  HandUn9  GrOUP'  Designs  computers  for  Industrial  Prod¬ 
in  WSd” products^  communications  equipment  for  use 

OteP'ays  Group  Manufactures  consoles,  complete  with  colored  lights 

by  othlfmc  df°™ati°Rbeing  Pr,°CeSSed  by  electr°nic  machines  made 
by  other  EIC  divisions.  Requires  knowledge  of  how  operators  of  ma- 

ehines  might  act  m  response  to  various  display  systems. 

t  hecl*°“land Simulation  Group.  Designs  systems  to  test  the  operation 

of  any  WSD  product  without  having  an  actual  enemy  target  to  test  its 
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IM° -*0  wh‘«»  «»  be 
ary  hardware  t4S”^th  tteTOSnlcTLhto^niCal  deSig”  of  auxlli- 

eleemnicSu^So^b^IhT/EIC  “  h°““  ''“'ms 

»=&t£G5  th““  “  — 

sig^*rth74u^a«oiflOW  d‘agrlmS  “d  — «e- 

^  “Swings,  *Pecifi- 

cJSts, MttchrtSSrtth  fr"“rmg  desl*”8  for  ma- 

machines.  “  techmcnms  who  bu.ld  prototype  electronic 


appendix  n 

TYPES  OF  GOVERNMENT  CONTRACTS 

■«•  -r the — 

Government  audit).  The  fixed-fee  portion  is  ^7  ^  be  (subject  t0 
saying  “no  matter  how  high  your  costs  nm  Government’s  way  of 
than  this  fixed  amount  of  profit  ”  The**  r-  *  6  T1*1  not  give  Vou  more 

Government  (1)  when the SS  is  need.H  sTm  h£Ve  been  used  by  the 
ary  to  the  emergency  need  and  (Z)  who  d/  °  badly  that  costs  are  second- 
technologies)  the  item  is  »  new ^an^nL^thatTh ' *  °“  UttIe  kn°Wn 
possibly  know  the  cost.  No  comDanv  ^  ! ;he  comPany  cannot 

bidding  a  CPFF  Job  results  S”oTov™s”hd“haft  “t  Und"' 
recouped,  do  not  allow  one  to  profit  further  from  S'd  )  “S)  <hey  may  be 
spent  on  a  project.  Because  CPFF  on  t  r  j°m  addltional  costs  or  time 

Petition,  and  becaS Tey  commit  th^Sv0  “*  PrWide  basis  *»  «»»- 
most  contracts  today  are  not  of  this  type  nment  t0  unknown  risks, 

CoroSfb,^ 

procured  is  describJdSiSSlSf111?  ^  taken'  The  <>*ect  being 
possible  in  cases  where  the  comna™  S  specifications.  This  is  not 

Product  outside  the  Serf  ZITfZ  t S"?.*  *”*»  SOme  new 
profits  may  be  realized,  since  costcuffinVw  C°mpany’  higher 

Competition  means  that  contractors  rrmft  K°U  d  a  larger  marSin* 
ther  costs  or  profits  too  high.  1  be  careful  not  to  estimate  ei- 

«>ntiacts.?SS^r^teSi)r^rPromiM  betWeen  CPFF  and  FP 

high  costs.  For  example  a  mntv  f  f°  ^  C0StS  and  Penalizes  him  for 
fee  if  he 
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original  target  cost  estimate;  or  he  can  be  rewarded  if  his  equipment  has 
lower  maintenance  requirements  than  the  target  maintenance  costs. 


Selected  Readings 


From 

MATRIX  ORGANIZATION* 

By  John  F.  Mee  t 


A  matrix  organizational  design  has  evolved  in  the  flow  of  aerospace  technology 

lish^9lr°ndrS|haVe  CaUSed  managers  t0  create  new  relationships  of  estab- 
estehli^Tfi123? ' 11 a‘ co"cepts  and  Principles.  A  matrix  organization  is  used  to 
n2£!hft f  f  f  adaPtable  ^tem  of  resources  and  procedures  to  achieve 

fo~ir  ?  )ectlves- The  accomPanying  figure  is  a  conceptual  framework 
m  ining  organ'zation.  It  illustrates  the  coordinated  or  matrix  system  of 

?n9  the  functl0ns  essential  to  market,  finance,  and  produce  highly 
specialized  goods  or  services.  v,uuv.c  niyuiy 

anJ[°ma  div'sionalized  organization  structure  has  emerged  a  new  way  of  thinking 

for  cnmni'pf  r!°  pr°ducts  dependent  upon  advanced  research  and  urgency 

or  completion.  Time  and  technology  factors  forced  a  more  efficient  utilization  of 
human  talents  and  facilitating  resources.  0T 

ami™  trad,tl0nal  divi?ional  type  of  organization  permits  a  flow  of  work  to  progress 
among  autonomous  functional  units  of  a  specific  division.  A  division  manager  is 
responable  for  total  programs  of  work  involving  the  products  of  his  division9  In  a 
Tnri  ar  93  tl2ha!^n; the  dlv'sional  mana9er  has  the  same  responsibility,  authority 
as  wall  aa"  th  ty  ,0r  reSUltS’  Differences  occur  in  the  division  of  work  performed 

comottfnn'If  a  l0Catl0n  0f  auth0rity’  resP°nsibility,  and  accountability  for  the 
completion  of  work  projects. 

in  thi'ZrH396'8  3nd  °perating  personnel  are  educated  and  trained  to  work 
n  the  developing  organizational  designs,  they  can  suffer  frustrations  emotional 
disturbances,  and  loss  of  motivation.  Working  in  an  environment  charac“by 

as  oe9rform,Pnn0ieCtS  “«  C°mpleted  is  "ot  as  comf°dab'a  and  secure 

situation  continuing  function  in  a  more  stable  standardized  work  flow 


*  Reprinted  from  Business  Horizons ,  Summer  1964. 
t  The  author  is  Professor  Emeritus  of  Management,  Indiana  University. 


“  ™e  «*  ”»«r  /»  D«,«„„s 

»KMx  Organization  (asroapoco  division) 
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WHY  PROJECT  MANAGEMENT?* 

By  David  I.  Cleland\ 


WorldeWaM|CheaTnl0f  tech"0l°9y  in  a"  Phases  of  industrial  management  since 
world  War  II  has  no  precedent;  radical  changes  occurring  in  the  desian  and 

marketing  of  products  have  forced  innovation  in  management  theories  and  tech 

Zctionairoeof  T  ^  ^  ^ 0fte" 

aroundThP^^i.Th93"12!,?'1’ attention  is  being  given  to  molding  the  organizatJ 
as  termf^nh  ^J  "  f°r  3  new  type  of  mana9erial  surveillance  is  apparent 

and  “proiec,  ^  ana  heard 

DenTdaa1m0on,f.bU?ineSS,  or9anizations  function  mostly  on  a  vertical  basis  and  de¬ 
pend  almost  exclusively  on  a  strong,  inviolate  superior-subordinate  relationshio 

Inn  nShTt  a  Un'f'ed  eff°rt'  lndividual  managers  tend  to  identify  boundaries  of  re- 
ponsibilities  and  specialization.  When  organizations  were  relatively  small  this 

"° '',nC“OTal  ™inSlaSSS 

contact  to  ensure  mutual  support  and  understanding  of  interfunctional  goals. 

cooled  JZfTu  abPr°aCh  cannot  be  aPplied  when  the  task  involves  the 
coordinated  effort  of  hundreds  of  organizations  and  people.  Unique  manaaement 

*nsh'ps  evolve  In  the  development  of  a  large  single-purpose  project  that  cuts 
r>Mt  >1  'nten°r  organizational  flows  of  authority  and  responsibility  and  radiates 
outside  to  independent  organizations.  y 

citll!  Tit]°na'  mana9ement  theory  of  Henri  Fayol  and  Fredrick  Taylor  is  not 
|n  '  ab  e  for  managing  large,  single  projects,  such  as  those  in  the  construction 

votementof^P anU!aCtUrin-9  3  C0Stly  product  reclui'res  the  coordinated  in- 

volyement  of  several  organizations.  A  combat  aircraft,  for  example  is  develoDed 

mentPo0f  O  Jpnlhr°U9h  coordinated  efforts  of  dozens  of  industrial  and  Depart 

ment  of  Defense  organizations.  H 

ST  !"  «*»»  *  the 

THE  PROJECT  MANAGER 

anrlrr^h?556  Pr°JeCt  mana9ement  is  compatible  with  the  traditional  and  functional 
nf^hinw'  ht  t0  management,  yet  it  has  provided  a  way  of  thinking  about  management 
a.b  J  y  *echn]cal  and  cost|y  Products  whose  development  and  acquisition^pread 
across  several  large  autonomous  organizations.  The  project  manager  crosses 
functional  Unas  to  bring  together  the  management  activities  required  to  accomplish 

*  Reprinted  from  Business  Horizons,  Winter  1964 


— ,  ...  ,  uuuisions 


ateJhim°fro^tthe\adrtiona|emanagerer  ^  Certai"  characteristics  that  differenti- 

mqilr^^  P-jects  that 

2.  Since  the  project  manager’s  authority  cuts  thrount  T  d  C°"troL 

lines  of  authority,  he  conflicts  with  the  functional  superior-subordinate 

thority  in  their  functional  areas  tor  the  %£££££“  Wh°  ™St  Share  - 

3.  As  a  focal  point  for  project  activities  +ha  P  f  ct' 

exception  basis  those  matters  necessarv’for  th!^*  manager  enters  int0  on  an 
the  project.  He  determines  the  when  and  what  nf  f,Ifcessful  accomplishment  of 
tional  manager,  who  supports  many  different  pro  ectsKf  aCt'V'tieS.:  the  de¬ 
mines  how  the  support  will  be  given.  P  6CtS  °  the  or9ani2atlon.  deter- 

personnd  Kty  supporting3  tSprojecTcan^r  ^  Pr°JeCt  'S  completed-  the 
5.  The  project  manager  oversees  a  hiS  n?  a!f'9ned  to  other  ^tivities. 
quently  he  must  use  different  manaqemennerhn^'0^  °f  .professionals;  conse- 
subordinate  relationship.  His  attitude  reaardino  !gues  tban  In  the  simple  superior- 
ag.ment.MnecesA^  *”***  «  ™n- 

control  techniques.  For  many  professionals  his  d  ™t,vatlon-  Persuasion,  and 
of  the  rationale  of  the  effort  as  well  as  he mort L P  C°"Sists  of  exP|a"ations 
organizing,  directing,  and  controlling.  obvious  functions  of  planning, 

tion  directed  toward  the  objS™  and  '"tegra- 

what  less  important  from  the  p^peS  onS  n  ?,reCting  funCtion  is  some' 
he  does  accomplish  is  through  the  functional  mana9er-  What  direction 

7.  The  project  manager  does  not  normTv  Lc!  96'8  Supporting  him- 

o»»,he  o»0„s  lnrolved  ,n  c^K:^ridSfaU,h0,l,y 

***** 

Authority  and  Responsibility 

considerat!cms!rheemustabe  gtyen^special6 kind  of  P°int  '™*>r  deCISi0nS  and 

authority  and  responsibility  in  his  relationLhinT  2  reaognit.on  with  respect  to  his 
zation.  Authority  is  the  leoal  or  ™hif  |  h  p  Wlth  other  managers  in  the  orqani- 
Ultimate  authority  derives  from  the  sort^T^  t0  command« to  act,  and  to  direct 

^ Z, S'L"'!  ',he  or9ani2ed 

oftheauthorityofan organizational pdsrttonLp  '  Spedfic  delineations 

tion,  such  as  policy  and  procedure  ioh  hoo~  •  aontained  in  the  unit’s  documenta- 
Not  to  be  neglected  is  the  de  L/oauthori^thlT8’  0rgani2ati°nal  charters, 
manager.  This  authority  is  implied  in  hte  oraanfeltin"  ^  exercised  by the  Project 
and  necessary  power  to  fully  discharge  responSS3  T'*'0"1  ft  is  the  intrinsic 
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monies  and  to  take  other  measures  necessary  for  adequate  control  of  the  expen¬ 
diture  of  funds  within  the  specific  conditions  of  authority  under  the  grant.  Other 
aspects  of  the  de  facto  authority  include  the  project  manager’s  persuasive  ability 
his  rapport  with  extraorganizational  units,  and  his  reputation  in  resolving  opposing 
viewpoints  intra-  and  extraorganizationally.  Other  factors  influencing  the  degree 
of  authority  available  to  the  project  manager  are: 


1.  Influence 
edge 


inherent  in  his  rank,  organizational  position,  or  specialized  knowl- 


2.  His  status  or  prestige  within  the  informal  organizational  relationships 

3.  The  pnority  and  obligation  existing  within  the  organization  for  the  timely  and 
efficient  accomplishment  of  the  project  goals 

4.  The-  existence  of  a  bilateral  agreement  with  a  contracting  party  for  the 
completion  of  the  project  within  the  terms  of  the  contract  in  such  areas  as  cost 
performance  (quality,  reliability,  and  technology),  and  schedule 

5.  The  integrative  requirements  of  the  project  manager's  job  in  the  sense  that 
he  has  the  sole  responsibility  within  the  organization  to  pull  together  the  separate 
functional  activities  and  direct  them  to  a  coordinated  project  goal. 


The  project  manager’s  authority  and  responsibility  flows  horizontally  across  the 
vertical  superior-subordinate  relationships  existing  within  the  functional  organiza¬ 
tional  elements.  Within  this  environment  the  authority  of  the  project  manager  may 
often  come  under  serious  questioning,  particularly  in  cases  involving  the  allocation 
of  scarce  resources  for  several  projects.  Generally,  the  project  manager  has  no 
explicit  authority  to  resolve  interfunctional  disputes  by  issuing  orders  to  functional 
groups  outside  his  office.  However,  since  the  project  manager  is  the  central  point 
through  which  program  information  flows,  and  by  which  total  project  executive 
control  is  effected,  he  often  exercises  additional  authority  over  and  above  that 
which  has  been  specifically  delegated.  His  superior  knowledge  of  the  relative  roles 
and  functions  of  the  individual  parts  of  the  project  places  him  in  a  logical  position 
to  become  intimately  involved  in  the  major  organizational  decisions  that  might 
affect  the  outcome  of  his  project.  As  the  centralized  and  focal  point  through  which 
major  project  decisions  flow,  the  project  manager’s  contribution  to  the  decision 
process  cannot  be  ignored  or  disparaged.  The  unique  position  of  the  project 
manager  gives  him  superior  knowledge  of  any  subsystem  or  subactivity.  (This 
superior  knowledge  does  not  exist  as  the  single  authority  within  the  total  organiza¬ 
tion,  but  only  as  the  single  authority  with  respect  to  a  particular  project.) 

Organizational  rank  carries  both  explicit  and  implicit  authority.  The  project  man¬ 
ager  should  have  sufficient  executive  rank  to  enable  him  to  exercise  a  subtle  and 
pervasive  authority  by  virtue  of  his  office.  He  should  have  sufficient  rank  (throuqh 
evidence  of  seniority,  title,  status,  prestige,  and  so  on)  to  provide  general  adminis¬ 
trative  leverage  in  dealing  with  other  line  officials,  with  supporting  staff  personnel 
and  with  authorities  external  to  the  parent  unit.  This  implies  a  correlation  between 
the  rank  of  the  project  manager  and  the  cost  and  complexity  of  his  project.  The 
more  costly  the  project,  the  greater  the  degree  of  risk,  and  the  more  complex  the 
internal  and  external  organizational  structures,  the  higher  the  rank  of  the  project 
manager  should  be.  Within  the  military  services  there  has  been  a  tendency  to 
increase  the  authority  of  a  project  manager’s  position  by  assigning  higher  ranking 


“  »»  <y  *.  0«s/„s 

«onal  ataente  than  »ouM  iZSSS^ offiS  h'S  ^  “  e*">°W"™- 

«pTaS  to^S£2':l™nr  a"  “»>"  ***. 

-"d  '“  "  *"  «>°%  « “e  * 

activepar Iteration  >n  majofmanaglriafTndtechn  *  y  brb^be/7cu9h  to  enable  his 
sufficient  policy-making  authority  to  intearate  th^f  actlvlties' He  should  be  given 
project  goals.  ty  t0  Integrate  the  functional  contributions  to  the 

responsiveneiSthrpa9rent^oSpaXetothh!s^CeSS^  executive  rank  to  insure 

UTS°sm shot  b  deahn9  ^  contrac^qand^sand  aCCePt3"Ce  38  ** 

support.  He  should  haiS^nTiSX  to^c*1  3dminiStrative and technical 
necessary  throughout  the  life  0f  the  projlct  Thk^Th  °'  decrease  his  staff  as 
selective  augmentation  for  varyina  neriodi  nt  r  h  f  authorizatlon  should  include 
agencies.  ^  9  periods  of  t,me  from  the  supporting  functional 

sions  within  the  bomdsof  hiL^rojectteChniCal’  engineerin9’  and  functional  deci- 

funds,TbhuedgetgC!  SXeS^^^  and  capabi'«y  *>  control 


From 

UNDERSTANDING 
PROJECT  AUTHORITY* 

By  David  /.  Cleland\ 


force  that  flowed  from  the  top  down®  recenUheo^  3U-h°rity aS 3  gravitational 
accepted  voluntarily,  and  which  move^  hnth  tbeoaes  view  jt  as  a  force  to  be 
ments  of  participation  and  persuasion  in  thl^Th 3  • y  3nd  horizontally.  The  ele- 
of  modern  organizations  and  reflect  the  influen^f^  re,atlonshiP  are  products 
revolution  in  contemporary  society  nCe  °f  the  democra«c  and  scientific 


tuS”  aef°”?  Business  Horizons,  Spring  1967. 
expressed  here'0'" ^  *TTm  «  “  — 

■SSftSSSK a—-  a  -SXSlMKt?  «- 
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Power 

<— »%•  '•  -  dstined  as  the 
that  ability.1  SoKoSs  ?hdrs’  rega,dteis  °f  ,he  **•  ** 

tional  position;  it  is  deleaated  hv  inh  h  'S  ®.9ltlmate|y  attached  t0  the  organiza- 
operating  procedures,  and  related  policies"13  l0"S’  0r9anizatl0nal  tlt,es.  standard 

Influence 

and  hls^nfkjenee  SSlTSS  *  V*"*  his 

CUTSET  pos“on' Fayo1  5STJ2SS 

complement  of  official  authority.*  '  '  '  PerS°na'  aUth°nty  'S  the  indispensable 

PROJECT  AUTHORITY 

framZTof  me  ^£t  Tnyironm^0'  0,18  ™S'  **  u"de®«  «» 

tionanTthe style  wrt^whteh  hpPr0rf  C*  manager’s  authority  springs  from  his  func- 

‘Wentica1’  0rgani2a- 

Pitman  &  Sons,  Lt Industrial  Management  (London:  Sir  Isaac 


and  Theory  in  Policy  Decisions 
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FIGURE  1 

Comparison  of  Functional  and  Project  Viewpoints 

Phenomenon  Project  Viewpoint 


Functional  Viewpoint 


Line-staff  organiza¬ 
tional  dichotomy 


Vestiges  of  the  hierarchal 
model  remain,  but  line  func¬ 
tions  are  placed  in  a  support 
position.  A  web  of  authority 

and  responsibility  relationships 

exists. 


Scalar  principle  Elements  of  the  vertical  chain 

exist,  but  prime  emphasis  is 
placed  on  horizontal  and  diag¬ 
onal  work  flow.  Important  busi¬ 
ness  is  conducted  as  the 
legitimacy  of  the  task  requires. 


Superior-subordinate 

relationship 


Peer  to  peer,  manager  to  tech¬ 
nical  expert,  associate  to  as¬ 
sociate  relationships  are  used 
to  conduct  much  of  the  salient 
business. 


Organizational 

objectives 


Unity  of  direction 


Management  of  a  project 
becomes  a  joint  venture  of 
many  relatively  independent 
organizations.  Thus,  the  objec¬ 
tive  becomes  multilateral. 

The  project  manager  manages 
across  functional  and  organi¬ 
zational  lines  to  accomplish  a 
common  interorganizational 
objective. 


Parity  of  authority  and 
responsibility 


Considerable  opportunity  ex¬ 
ists  for  the  project  manager’s 
responsibility  to  exceed  his  au¬ 
thority.  Support  people  are 
often  responsible  to  other 
managers  (functional)  for  pay, 
performance  reports,  promo¬ 
tions,  and  so  forth. 


Time  duration 


The  project  (and  hence  the  or¬ 
ganization)  is.  finite  in  duration. 


Line  functions  have  direct 
responsibility  for  accomplish¬ 
ing  toe  objectives;  the  line 
commands,  staff  advises. 


The  chain  of  authority  relation¬ 
ships  is  from  superior  to  subor¬ 
dinate  throughout  the  organi¬ 
zation.  Central,  crucial,  and 
important  business  is  con- 
ducted  up  and  down  the  verti¬ 
cal  hierarchy. 

This  is  the  most  important  rela¬ 
tionship;  if  kept  healthy,  suc¬ 
cess  will  follow.  All  important 
business  is  conducted  through 
a  pyramiding  structure  of 
superiors-subordinates. 

Organizational  objectives  are 
sought  by  the  parent  unit  (an 
assembly  of  suborganizations) 
working  within  its  environment. 
The  objective  is  unilateral. 

The  general  manager  acts  as 
the  head  for  a  group  of  activi¬ 
ties  having  the  same  plan. 


Consistent  with  functional 
management;  the  integrity  of 
the  superior-subordinate  rela¬ 
tionship  is  maintained  through 
functional  authority  and  advi¬ 
sory  staff  services. 


Tends  to  perpetuate  itself  to 
provide  continuing  facilitative 
support. 
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proiectmalSrtTf8'  Pr°jeCt  aUth°rity  is  the  le9al  and  Personal  influence  that  the 

smm 

malaaTanTS  hMvi!y  on  ,fle  P«^%  of  the  project 

^r=s:r tcsyr-  by  -  -- 


From 

HOW  MANAGERS  MAKE 
THINGS  HAPPEN* 

By  George  S.  Odiorne  t 

Management  Is  Not  a  Passive  Art 


fo,  S’i  ITUT  a  ?T  SOlver*He's  «  goal  setter.  Without  waiting 
ror  otners  to  ask  him,  he  envisions  things  that  should  happen  and  thinks  thrnunh 

some  possible  paths  by  which  the  goal  can  be  reached,  AUhis staqe  Se  has  few 
if  any,  people  who  would  agree  with  him  that  the  goal  is  possible  because  he’s 
active  m  deed  as  well  as  thought,  however,  he  converts  ttem into ^action  in  his 
plan,  and  enlists  their  talents  toward  reaching  the  goal  which  he  dreamed  ud 
Before  long  he  has  a  full  scale  movement  afoot  and  people  become  ego-involved 
m  his  goal  just  as  if  they  themselves  had  thought  of  it.  9 


Making  Growth  a  Company  Goal 

■  •  -  [A]  few  dominant  trends  seem  to  emerae  rw  nf  thaco 
9_rwth  's  one  Prese"t  day  goal  which  seems  to  spur  executive  action  andTake 

Ge°rge  S' 0di0rne-  ©  1961  ^  Prentice  -Hall,  Engle- 
t  The  author  is  Dean  of  the  School  of  Business  in  the  University  of  Utah. 
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records' 7,  S?ho»°  touZ°s  "’S""'*i  f  ’ S8Veral  hundred  00m'5a"ies  «*• 
°f  them.  .  “  e  are  several  traits  which  are  common  to  most 

ternthavetoelTS  ha'S°  Sh°Wed  *”se  which  have  growth  pat 

tome  their  o»"“E  '  H^a^TT,8"1''1'  fo,  spurrin9  0,hers  *> 

dead  center  a„i  «  them'  roniL9  ro  '?  ?"*  to  move  pr0'“«  app  People  off 
thusiasm  for  these9goals  so  that  n^nn^n  h'!  1°^'  Hes  90t  t0  9enerate  © n- 
that  they  generate  enthusiasm  on  th»?  °P  ®m  38  their  own-  with  the  resul* 
instill  a  desire  to  exclf  and  do  ioh  TP  9etting there'  He  further 
do  this  demands  s^eral  traitsl  l  J  t  ' y  3"d  With°Ut  mistakes  or  altering.  To 
uously  cultivate  at  the  risk  of  failure.30  '°n'9ettin9  mana9er  which  he  must  assid- 

^ayjs;aa~r: 

ance  from  others  wh^a^e  he^pin'cfhi'rnVh  demandin9  h'9h  standards  of  perform- 
Of  sympathy  and  underlndino  of  T',  With  3n  redeveloped  sense 

for  himself  white  othere^and  abouf  and  m  a"  -  the  dirty  jobs 

Moore  puts  it  3nd  marvel  at  his  Performance,”  as  David 


Profit  Requires  Action 

a  proht-mWe?SfC^veSyl'itl  me’SSrt .a"d  !ndus,rial  enterprise  means 
stands  me  best  opw^ThS7s  m„e  mT  “  ?"  ^ 

single  minded  love  of  money  for  itself  It's  ijlfjf  k  th  ple  avarice-  or 
standard  for  measurement  that  is  easilv  oralL  l because  Proflt  is  a  universal 
understood  by  thoss  who  ,udg“  his^'dSS  ^  ■*“* 

a, o!rg!  to COmm0n'V  “d  Stt"dard 
annua,  Engross"*!  ^  iL^ 
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”  ndua^to  SmnTfso™°,.rS  m''s,*n'ous  lubrtcan'  »hlch  the  wheels 

Se^ip  m0re  V,'al'  Pars°™1- ana  applioa«on 

***** 

is  inrwJhe  most  pernicious  trait  a  manager  can  have  when  faced  with  obstacles 
ecisiveness.  Very  often  this  is  explained  away  as  a  need  for  mature  consider 
at,on  of  the  situation,  but  actually  indecision  is  the 'result of he miL  si  pZ  awav 

rlnlSITf6  °r  triVial  matt6rS- He  may find  **  ordering  a  nTw  IskTseS 

onsickiViq  up  the^eleDhn  se^retaries  is  much  ™re  intriguing  than  writing  the  order 
hLPH^  9  P  thu  tel®  phone  t0  announce  the  decision.  The  obstacle  hurdler  makes 
h  s  decision  when  he  can-and  the  sooner  the  better. 

withoTlIp^!3' am0n9Jhe  qUaHtieS  °f  the  obstac,e  breaker  is  that  of  using  people 
sur^ev  of  f^r^9  sentimentally  overinvolved  with  their  successes  or  faHures  A 
y  fifty  company  presidents  by  two  graduate  students  at  the  School  of 

seXem^SrS 

men  Considerations  when  picking 

°!SPite  his  concern  with  meeting  the  needs  of  others  and  meetinq  the  basic 

thinfas  Christo  aCtl0n'9etter  has  developed  a  tough-mindedness.  For  one 
to  «ro  ?  f  A  9ynS’  mana9ement  researcher  of  Yale,  has  put  it  he  has  “a  hiah 

“  »pc:  nfSo  H.cr  plu9ru9h  8,1  sons 

mis  rap  wnen  he  has  to.  He  frequently  endures  the  delays  and  runaround.?  of 

patTencoeeSthand  ‘f8™"098  with  sparta"  durance.  He  ^patient  where  such 
patience  is  the  only  possible  way  of  getting  the  final  payoff  that  he  seeks 

This  patience  isn’t  submissiveness,  however,  and  when  the  time  for  nations 

lo  rirw?“  ,S  calted  *»  iTa  °e  EK 

J  L  eu  the  ch0ice  is  between  maintaining  old  relationsh^  S 

naonlc,the  JOb  d0ne  he  ,S  always  ready  t0  decide  in  favor  of  the  job  Stepping  on 
people  s  corns  isn’t  his  first  choice,  but  he  does  it  firmly  i,  the  occask,n  demands 

Deoole  too°H^ndnd  is  probably  tough-minded  in  his  relations  with 

people,  too.  He  s  willing  to  stick  by  his  people  through  their  honest  mistakes  or 

He  will  urge  on  a  man  who  is  working  at  less  than  his  best  abilities. 
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He  is  liberal  with  recognition  for  good  work,  and  equally  liberal  with  a  reverse 
kind  of  recognition  for  the  people  who  aren’t  performing  up  to  their  capacities. 
People  over  their  heads  in  their  jobs  find  this  action-minded  man  a  fearsome  figure, 
one  who  will  certainly  drive  them  to  perform  things  they  hadn’t  thought  possible, 
or  face  up  to  the  fact  that  they  have  no  great  future  in  the  organization  until  they 
do. 

He’s  tough-minded,  too,  in  being  willing  to  pay  the  prices  for  personal  success. 
Long  hours,  hard  work,  and  man-killing  travel  schedules  are  the  way  of  life  for  him. 
He  concentrates  on  his  job  with  a  fury  and  singleness  of  purpose  that  reduces 
other  things  to  a  lesser  role.  This  doesn’t  mean  he’s  inhuman  or  a  dull  grind.  . 


CASE  MATERIALS  AND 
SOCIAL  SCIENCE  READINGS  FOR 


PART  III  Financial  Control, 
Organization  Structure,  and 
Human  Behavior 


ALLOCATION  OF  RESOURCES:  AN  IMPORTANT  SOCIAL 
OBLIGATION  OF  MANAGERS 

fundamental  lessons  studied  in  economics  courses  is  that 
he  job  of  the  manager  is  to  allocate  resources.  This  phrase  has  unfortu- 
na  ely  degenerated  m  the  minds  of  many  people  either  (1)  to  the  status 
of  a  meaningless,  abstract  cliche,  or  (2)  to  the  image  of  a  money- 

Zi!Voart^anager  driVCn  by  d6SireS  0f  an  efficiency  expert  or  a  scrooge 
ith  a  C.P  A  green  eye  shade,  and  sharp  pencil.  It  is  even  possible,  as 
Thorsten  Veblen  suggested,  that  the  manager  is  driven  by  profit  and 
ut  ressed  by  Wall  Street  bankers  who  pressure  him  to  forget  the  prod- 
ucts  he  is  producing  and  the  function  of  those  products  in  society. 

•  i  j  u 6Se  tbings  haPPen  in  poorly  managed  companies  which  do  not 
me  u  e  t  e  pu  lie  in  their  strategic  planning,  or  which  engage  in  sloppy 
n  ernal  financial  planning,  cannot  be  denied.  However,  they  tend  to 
c  oud  a  more  profound  and  important  meaning  of  the  verb,  “to  allocate 
resources.  Namely,  that  in  the  long  run  those  organizations  are  sup- 
by  s°ciety  (either  by  legal  charter  or  by  day-to-day  monetary  sup¬ 
port)  which  accomplish  the  twin  goals  of  (1)  production  of  a  useful  good 
wac!rV1ce’ and  (2)  P^uction  of  this  good  or  service  without  unnecessary 
°f  resourc€f  T1le  latter  is  often  called  production  with  efficiency. 
Efficiency  is,  therefore,  a  dictate  of  society,  not  simply  a  dictate  of 
those  who  think  like  accountants,  or  those  who  are  thingoriented  rather 
tnan  people- oriented. 

<^n  CX^ni?le  Wil1, belp  t0  make  this  concept  more  understandable.  The 
Seaboard  Chemical  Corporation,  one  of  the  cases  in  Part  III,  is  a  producer 
of  sulphuric  acid.  Among  other  fundamental  forces  in  nature  which 

«onStan1^C°mPany  tQ  **  th®  fact  that  peoPle  outside  the  organiza¬ 
tion  want  (or,  as  economists  would  say,  demand )  this  product  for  use  in 

JvP«Smndpme^1Cmr  (Eh  LlUy)’  in  automobile  tires  (Goodyear),  explo¬ 
sives  (DuPont),  or  hospital  laboratories  (Roosevelt  Hospital).  Fixed  re¬ 
sources  within  Seaboard  (such  as  plants  and  machines)  must  be  al- 
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located  so  that  they  produce  the  right  quality  demanded  outside  the 
proper  quantities  demanded,  and  at  the  right  time. 

The  social  demand  for  efficiency  is  evident  by  the  fact  that  Seaboard 
managers  will  be  punished  by  society  if  they  buy  unnecessary  equip¬ 
ment,  hire  people  that  sit  around  doing  nothing,  or  spill  and  ruin  raw 
materials  stored  in  their  inventories.  There  are  two  kinds  of  sanctions 
First,  the  cost  of  Seaboard’s  product  will  eventually  prove  unacceptable 
to  those  who  must  pay  higher  prices.  Second,  if  the  rumor  spreads  that 
this  is  a  wasteful  institution,  public  opinion  (or  Ralph  Nader)  may  urge 
government  regulation.  & 


Efficiency  is  not,  then,  a  dirty  word.  It  can  be  made  dirty  by  poor 
management,  but  efficient  allocation  of  resources  is  a  pragmatic  social 
obligation  of  managers.  An  expedient  thing  to  do.  Managers  will  eventu¬ 
ally  be  punished  if  they  do  not  discharge  this  obligation.  For  those  who 
speak  m  terms  of  ethics,  efficiency  may  well  be  a  social  responsibility 
in  addition.  Managers  who  take  their  ethical  contribution  to  society  seri¬ 
ously  will  in  effect  punish  themselves  if  they  fail  to  strive  for  efficient 
allocation  of  resources. 


FINANCIAL  MANAGEMENT  AS  A  TECHNIQUE  FOR 
ALLOCATING  RESOURCES 

In  the  fields  of  accounting  and  finance,  many  techniques  have  been 
devised  for  trying  to  find  “just  the  right  amount”  of  various  resources  to 
assemble  for  the  quantity  of  production  demanded  “out  there.”  In  theorv 
this  represents  an  ideal.  If  it  could  actually  be  carried  out  in  practice 
the  human  beings  m  society  would  get  what  they  want  at  the  least  possi- 

wL?  f  t  Wa,St6'  6ty  aS  a  Wh°le  WOuld  suffer  the  least  Possible 
waste  of  natural  resources.  ^ 

One  of  the  most  powerful  technologies  in  finance  for  accomplishing 

this  are  the  various  methods  for  allocating  fixed  capital.  In  financial 

terms,  this  is  the  investment  decision.”  The  methods  all  aim  at  telling 

fnIr™tger  k°w  t0  choose  between  alternatives.  For  example,  Mr.  North 

m  Continental  Electric  Company  has  three  possibilities  for  investing  in 

sToTn  H  ™PfOVe  the  efficiency  of  the  electric  motors  his  divi- 

sion  produces:  purchase  of  a  patent  for  a  part  of  the  motor,  purchase  of 

new  machines  for  wiring  motors,  or  paying  his  research  department  to 

Norl-s  Dialw'ii  f1011  materi^  The  student  who  puts  himself  in 
Norths  place  will  learn  something  of  “how  to  do  it”-how  to  choose 

beSSineHVah10US  financial  techniques.  The  same  kind  of  knowledge  will’ 
be  gained  by  putting  oneself  in  the  place  of  Ekstrom,  president  of  a 

owns  Thp  o°m^ar!f ’  0r  Juvet’  President  of  the  Belgian  company  which 
nffint  company.  There,  the  choice  is  whether  to  invest  in  a 

dSe  whiter  CheTCa1’  XI-4'  How  d0  these  executives 

2  whether  to  build  this  new  plant?  How  do  they  decide  whether  it 

starch  coenrated  “  St°ckholm  or  in  Brussels?  Which  decision  will  yield 

least  cost  andmwaSstet  Pr°dUCt’  Pr°dUCed  °n  time’  with  the 

Another  instrument  for  allocating  resources  is  the  budget.  Executives 
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in  Norman  Manufacturing  Company  face  decisions  such  as  how  much 
of  certain  resources  they  must  buy  in  order  to  produce  and  sell  golf 
•^1?ment’  tennis  raquets,  and  gym  clothing.  How  much  should  be  put 

^vin^ng  adVCrtlSing  Specialists?  How  much  to  hiring  salesmen  and 
giving  them  expense  accounts  for  hotels, .meals  and  travel?  Only  if  man- 

mf-kes  the  “right”  decision  about  these  matters  will  the  com- 

survive  comPetltlvely-  discharge  its  responsibility  to  society,  and 

A  host  of  other  financial  techniques  are  available  to  managers  for 
allocatmg  resources  efficiently.  Many  who  study  this  book  and  who  have 
nad  training  m  finance  and  accounting  will  see  opportunity  for  applying 
lr  sPecialty  to  the  cases.  The  Sola  Chemical  Corporation  exemplifies 

cost  Of?  ati°\on  WOrldwide  operations  when  it  must  minimise  fhe 
axes’  and  the  cost  of  money  it  borrows,  around  the  world  Sea- 

ratert^rH°rar  ?n  *J?P1?enf t0  be  concerned  with  how  to  maintain  accu- 
rate  records  of  its  physical  resources,  and  whether  or  not  the  condition 
oi  these  resources  is  best  verified  by  techniques  of  auditing. 

FINANCIAL  INFORMATION  AND  HUMAN  PERCEPTION 

When  financial  planning  is  done,  considerable  amounts  of  quantita- 

ods  owrn  are  gathf red’  and  this  is  summarized  by  certain  meth- 
•  ne  of  the  important  lessons  managers  might  learn  from  the  follow- 
mg  cases  is  that  these  supposedly  objective  “facts”  really  do  not  give 
impartial  answers  to  the  problem  of  how  to  allocate  resources.  Human 

ry  °f  interPretin9  data  differently.  They  see  the  cash 
flows  through  their  own  rose-colored  (or  dark  grey)  glasses. 

For  example,  in  Norman  Manufacturing  Company  the  Sporting  Goods 
Division  increases  its  return  on  investment  from  14  percent  to  17  percent 

S  Sf  18  mtan?  IS  ^  g°°d  °r  bad?  We  sha11  see  that  one  human 
nterprets  this  as  positive  for  the  division  and  another  human 

the  aSnegative-  °r> in  the  Continental  Electric  Company, 

the  Electric  Motor  Division  will  meet  its  sales  target  of  $12,300  000  One 

Rva«i,TWS  Si8  aS  entirely  Pr°Per’  an°ther  views  it  as  not  high  enough. 
y  ,  yif  S  ltheSe  CaS6j  °ne  should  learn  once  and  for  all  that  human 

to  iuLS  «  m  a  andJ°rganizati0nal  P°sitions  all  cause  different  men 
J  ge  financial  data  differently.  As  a  former  dean  of  the  Yale  Law 

breakfast.”6  ^  ^  iS  °ften  determined  by  what  the  judge  had  for 

ZESSSSS.  i2t™e  whole  C0MPANy  AS  A  SOURCE  of 

noWva0LthfflthingS  6?ry  manager  should  know  is  that  short  run  tech- 

nS^of!hP  SrenCy  °f  a,t0ta  u°mpany  SyStem  often  demands  that  some 
parts  of  the  system  must  be  suboptimized.  They  must  be  financially  hurt 

m  the  interest  of  the  efficient  production  of  the  firm  as  a  whole  The 

?unSeffecfboCTeS  <d0eS  ^  Sh°rt  mn  advantaSe  outweigh  the  longer 
run  effect  on  human  initiative  of  those  who  are  hurt’? 
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This  factor  has  been  ignored  by  both  the  financial  courses  in  our 
nations  business  schools  and  the  courses  in  sociology  and  psycholoev 
The  former  might  be  excused  because  they  have  their  hands  fill  teach 
ing  efficient  allocation  techniques,  and  have  little  time  to  explore  the 
phenomena  of  technological  harm  to  the  parts  of  the  organization  or 
human  anxiety  produced  when  the  technical  axe  is  wielded.  The  la  ttel 
might  be  excused  because  they  have  their  hands  full  teaching  why  hu¬ 
man  beings  act  the  way  they  do  and  have  little  time  to  explore  financial 
and  economic  necessities  demanded  by  society. 

But  the  manager  must  know  both.  The  cases  in  Part  III  will  show 
clearly  for  example,  why  a  Belgian  management  might  prevent  thedT 
velopment  of  its  Swedish  subsidiary,  and  why  the  Swedish  manages 

might  change  m  their  commitment  to  their  work,  their  loyalty  to  The 
parent  company,  or  both.  y  y  ine 

ORGANIZATION  OF  THE  FINANCIAL  FUNCTION 

A  final  thing  of  importance  to  managers,  which  is  explored  in  Part  III 
ca*s,  is the  implication  of  financial  planning  (resoJe  alScation)  for 
the  human  organization  structure  of  the  firm  micauon;  tor 

Norman  Manufacturing  Company  is  faced  with  the  problem  of 
should  make  these 

to  have  the  decisions  made  jointly.  Seaboard  Corporation  is  tat 

tSlo„rrUy  rigMd  the  decista  «*po-<£h.”  Si  two 

today  teta  "rtf  heldquamrs'ltoe' and^aS**'  ‘h<!  d,y- 

Thornton  1,  is  uncle’ar  wTemto'e  d^idn^eTSt-Z  for” 

help  to  rakpli?1686  ?ro^^ems»  readings  on  organization  structure  will 


6.  NORMAN 

MANUFACTURING  COMPANY 


SYNOPSIS 

mm™  NOrTn  ManU1faCtUring  ComPany,  originally  a  family-owned 
company  m  the  capital  goods  industry,  has  sold  stock  to  the  public  and 
acqmred  a  smaller  company  that  produces  sporting  goods.  Top  manage¬ 
ment  sets  objectives  for  prQfit  and  ghare  for  ^  newPcompagyj 

DmWpmc  pr°blems  ™  achieving  these  objectives-both  technical 

form  o™iSUmeem  POlM  °f  "d  h"mim  problems  in  ,he 

WHY  THIS  CASE  IS  INCLUDED 

a™3?e*NOr^an  ca®e°ffers  opportunity  to  look  at  the  philosophy  and 
accounting  facets  of  decentralization,  as  well  as  the  human  motivations 
and  communications  patterns  connected  with  it.  Various  types  of  au- 
nr,Z  l’  andftbe  Phenomena  of  role  conflict,  are  studied  in  relation  to  the 
aL!n101!,  ®  j°mpany  system.  Since  the  executives  in  the  case  have 

-Uy  d®signed  a  decision-making  procedure,  this  can  be  critically 
°fi6e  1116  “  °f  networks  that  produce  a  workable  method 
opem?ngniu?snC1  °bjeCtiVeS>  and  that  produce  accurate  appraisal  of 


DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

a,  I!16  ^hmgs  inciuded  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 

Q  tWbat  objectives  did  Norman  have  in  mind  when  he  decided  to 
adopt  a  decentralized  organization  structure,  dividing  the  company  into 
major  product  divisions?  y 

Read:  *  Curtice,  “General  Motors  Organization  Philosophy  and 
Structure.”  J 
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2.  Given  Norman’s  broad  philosophical  objectives  wh,f  hm  ».  *  •,  * 
Sini?.oX^‘he  e“"0miC  “d  “«“«  Glance)  of  'puS^ 

Read,  Structure  and  Organizational  Effective- 

Concept*,  i*— «—■* 

throughout,  and  relate  to  various  causes  of  behaior”  h’5  aCt‘°nS 

Read:  «u|^on  4  'Simon  «  al,  Public  Administra- 

czz  zseu* ssu  sr—  ~ * 

iz,  .br”con5SZT*^S^rPS!r’k,>  “h“  ""“*«>»»  rsal- 

Read:  Clark,  Alternative  to  Serfdom  op  ^  ”  “  orS>»i2ation? 

good  of  Lange  division”4?  mPanY  be  the  same  as  “the 

R“i  ”“s,“d  22  £rsr  £r“~ — <*■»*»  *«- 

s?  re?  fWhat  was  l*»*^ 

problem?  Who,  if  anyomf  is  on™J?  ?  *1S  have  for  a  solution  to  the 
the  Lange  Division?  What  psychological  1°  StatG  ^  <<true”  objectives  of 
or  Gibbs  to  suboptimize’  PSych°loglcal  laws  cause  Norman,  Langford, 

Read:  2&E 

cratic  Structure  and  Personalfty.  "  ’  ^  Bfaton*  Bureau’ 

investment  =  revrau^-cost^investm11^8  C°St) and  (rate of  return  on 
advertising  and  research  outlays  to  inv^taent’^w*8  "T*  t°1charge 
goals?  What  were  Langford’s  ,,ltHV  i  ?  What  were  his  ultimate 
outlays  to  expense?  8  d  1  goals  m  wanting  to  charge  the 

POLICY  QUESTIONS 

which  °I  *  decision-making  process 

the  division  and  the  “  °n  the  °bjectives  of 

and  research’  y  °  en*er  outlays  for  advertising 

“  -js 

Standards/or  ExetmtiveZ 
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10.  What  specific  process  can  you  design  for  the  peonle  in  this  mm 

Who7  wiHdf’w  inaighv!S  fo°m  Question  9  to  solution  of  their  problem? 
Who  will  do  what  and  when?  (Name  times,  places,  and  people.) 

11.  If  you  were  Norman  and  had  studied  the  questions  in  this  case 
rules  TUld  y°uU  d°  t0  the  Process  into  action?  That  is,  what  ground 
concerned?S1ShtS’  W°Uld  y°U  glVe  &t  the  firSt  meeting  with  the  Parties 

F0R  ORIGINAL  STUDENT  WORK  IN  ANALYSIS 

POLICY 

ednL7hile  reflecting  °,n  case  ^cts,  what  additional  theories  from  prior 
turint  r  ^  T/nSlghuS  aS  t0  “What  is  going  on” ln  Norman  Manufac- 

13  OthmPii?y  I* t0  W,  might  be  Predicted  to  happen  in  the  future? 
13.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag- 

executSn  tLYcTse?  ^  °f  *  PraCtiCal  pr°blems  faced  ^ 


Case  Text* 


tria^ma^rman  Manufacturing  Company  produces  a  variety  of  indus- 

including  electrical  switches  and  relay 
conveyers  ltems  of  coal-mining  equipment;  and  chains,  hoists, 

STrtS  d  0therumaterials-handling  products.  In  addition  to  these 
lines,  the  company  has  expanded,  through  acquisition  in  the  past  ten 
years,  into  two  lines  less  closely  connected  with  its  original  product  line- 

Sg  “urntmeTf  Trting  g°°du  and  °f : furnishings  (hardware,  plumb- 
e^lovs  1650nmriP  aaUre  yachtS;  At  the  present  time-  the  company 
the  pai  three  years^  &  ^  ^  avWa<[6d  $4°  miUion  for 

Norman  Manufacturing  Company  originated  30  years  ago  as  a  familv- 
owned  company  that  specialized  in  manufacturing  and  felUng  cSins 
and  hoists,  with  a  plant  located  in  Bridgeport,  Conniticut?E?2^S 
has  experienced  rapid  growth  through  the  years.  Products  allied  to  heavy 
industry  have  been  added  during  the  past  15  years.  Company  headquar¬ 
ters  were  moved  from  Bridgeport  to  New  York  City  seven  years  ago 

dent! Sates"6  6  °bjeCtlVeS  °f  the  ComPa*y>  L-  D-  Norman,  Jr.,  the  Presi- 

Since  my  father’s  death  13  years  ago,  we  have  endeavored  to  stress 
even  more  strongly  the  objective  of  growth  over  the  years.  The  public 
now  owns  63  percent  of  our  stock,  but  they,  as  well  as  our  family  and 

torhZTrhement’  C6rtain  princiPal  accomplishments  in  mind: 
-  k  htS  comPany  grow  in  assets,  market  coverage,  profitability, 

*  Copyright  1973,  Charles  E.  Summer. 
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lines.  Technology  and  consumer  *”  many  product 
M  y°UrSame  tradi«onal  Products  anZTys^dZg tM^s.  ** 

THE  LANGE  DIVISION 

research  boll Jn  of  a  S  York  Lve DiTlsr  °f  NMC  The 

the  following  statement:  rm’  at  t*lat  time>  carried 

*>«  method  and  JZtSZ^vl  '^."i?'uvraiucts,  predne- 

petitors.  We  believe  ih*,NoZZs  rZrd  £  ?  “S 

management  should  enable  this  conrnnr,  /  f_pai>le  and  a99ressive 
the  intermediate  term  future.  ^  °  stlow  9°od  9rozvtk  over 

The  management  of  Lange  had  heen  ™  *.u„  ,  a  „  „ 
of  the  Lange  family,  all  of  whom  retired  at  th«  time  of  °tl  ^  members 
Norman,  Jr.,  immediately  *eplaced^S,^Sj  K  L  D; 

manager  of  the  Lange  Division,  and  with  two  Normfn  Si  ^ 
ment  executives  as  controller  and  m-nH.w  INorman  middle  manage- 
tively.  unirouer  and  production  superintendent  respec- 

Fred  Gibbs,  42,  had  been  executive  vice  president  of 
sporting  goods  manufacturing  comnanv  Aft.  P  jd  t  of  a  c°mpetmg 

University,  he  held  positions  as  ..  fter  graduation  from  Stanford 

man,  sales  manager  and  market^  10n-scheduling  trainee,  sales- 
Reference  checks  mhe  tfm^  of  if  g  T®  president  for  that  company. 
Wring  Company  indicated  that  £ 

increases  and  the  growth  of  led  to  sale, 

WrWg^rfr^e^A^SSrr  °f  ^  Nm"“ 

26  years,  first  in  the  plants  fLt  ®  h®  haS  WOrked  for  the  Company 
man  to  his  father,  designing  and  *  Salesman’  and  for  W  years  as  a  staff 
production,  sales  shipping  and  i  u^ervi.sln®  Procedures  to  coordinate 
most  of  his  time  SnS’  mventones.  As  president  he  has  spent 

Programs,  and  projecting  finarmial^t  T***  Strategy  and  sales  incentive 
investment.  Together  with  T  M  F  ?6"'8 10  plan  increases  in  plant 
C-A.  Langford,  ViCe  president>  aad 

mittee  meets  three  times  a  week  exe<Tutlve  committee.  This  corn- 

production,  and  finance.  rscuss  all  important  matters  in  sales, 

tee  minutes  show^Farfsh^nTLangfo^ stablished,  the  executive  commit- 
*  and  Langford  were  somewhat  apprehensive 
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new  ventur^S  °f  N°rman  ComPany  management  “to  take  hold  of  this 
in  consumer  proScS”6  *  SUCCeSSfuIly’ since  we  do  **  have  experience 

of  Aesm^^ThaH^11111111^  alS°  ~h°W’  gaVe  the  committee  a  summary 
ot  the  study  he  had  been  making  of  decentralization.  He  pointed  out  that 

c"«,S£r  f  ?rral  M0,0rS  “d  du  P°“  »Me  w£ow X 

ret£n?na  onlv  ?  dlJlslons-  selecting  capable  men  to  run  them,  and 
th  i  n  8  °nlyvery  broad  measures  of  performance.  In  this  way  he  said 

fS  nhhP"ly,Tld  delesate  V‘I“all>' «“ 

“e  d  “aUs  f  “  We  d°  not  have  *°  k”°w  ““<*  about 

T,?S  1  f  h  dlvlsjon  so  lon®  ^  we  establish  broad  controls.” 

drew  ud  teZlhS  t6r  the,acquisition’ the  three  tQP  Norman  officials 

Norman  lavs They  Were  Careful  t0  make  dear, 
*t  h  Gl?bS  0Wn  Performance  would  be  measured  only  in 
terms  of  these  controls.  “Everything  else-all  of  the  details  of  running 
the  division— would  be  left  to  Fred.”  running 

ru^3te  °fRe*urn°n  Investment  Lange  was  earning  an  average  of  14% 

Va‘Ue'  “d  “  was  agreed  *°  target  to  19% 

Safes  as  a  Percentage  of  Industry  Safes.  Norman  judged  that  the  Lange 
Company  had  been  performing  as  indicated  below,  and  new  targets  were 
set  for  Lange’s  three  principal  products: 

Product  _ _ Pfesent^^Five-YearTarget 

Tennis  equipment .  -j  i  o/o  150/6 

Golf  bags .  0  12 

Gym  ciothing . -j0  25 


neriofdthnrio^d0llar  SaleS  VOlUme  0f  Lange’  avera§ed  over  the  five-year 

P,,  .  p  or  ta  acqmsitl°n,  tennis  equipment  accounted  for  40%  gym 

clothing  for  45%,  and  golf  bags  for  15%.  ’  gym 

In  setting  these  figures,  all  three  executives  agreed  that  there  was  no 

luCmcorayH°^e  “S?T mC”  ab°Ut  What  Pontages  could  be  mlched 
man  ?,  g  d  that  tbe  Lange  Company  had  been,  in  the  words  of  Nor¬ 
man,  conservative,  lacking  in  morale,  and  complacent.”  It  therefore 

rrireaS°nable  that  “With  a  hard-hitting  management  and  some  new 

Gibbstt  S  ^  neiihf  °Ver'  n°r  understated — they  are  realistic.” 

.  ,  .  ,Sat  fi^st  exPressed  the  idea  that  the  gym  clothing  sales  target  was 

too  high.  But  Langford  and  Norman  showed  him  the  results  of  theh-  study 
of  profits  m  this  line  compared  to  others.  The  profitability  of  selling  gym 

item^llbh^1 T  Y 't  iftilUti0nS’  was  much  higb«r  than  the  ofher 

ems.  Gibbs,  too,  agreed  that  his  target  was  a  wise  one. 

OPERATING  RESULTS:  FIRST  SIX  YEARS  OF  OPERATION 

At  the  time  this  case  is  written,  Lange  Division  has  been  in  operation 
for  six  fiscal  years.  Rates  of  return  on  investment  and  percentages  of 
industry  sales  appear  in  Exhibits  1  and  2,  respectively. 


260 


The  Mam9erial  Mind:  Theory  in  Policy  Decisions 

EXHIBIT  1 

Division  Pr°f,t  (t>ef°re  TaX)  *°  lnvestment  In  the  Lange 


Year 

First _ 

Second . . 
Third 
Fourth . . . 

Fifth . 

Sixth 

Present^. 


Method  1* 

14% 

14 

15 
15 
17 
17 
17 


Method  & 

~12% 

11 
13 
13 
16 
16 
16 


-  -arch  ,0 

'riSS 


Sales  as  a  Percentage  of  Total  Industry  Sale- 

Year 

Tennis 

Equipment 

Golf 

Bags 

Gym 

Clothing 

First . 

Second .... 

.  - .  1 1  % 

9% 

10% 

Third . . . 

■  •  ■  1  d 

10 

15 

Fourth . 

id 

i  O 

9 

21 

Fifth . 

id 

■I  o 

11 

22 

Sixth  .... 

Id 

1  o 

10 

23 

Present  (1st  quarter) . . 

id 

..  12 

10 

10 

22 

21 

themselves,  that  none  of  Norman’s  man^?  hey  ,frequently  reminded 
tes  about  specific  operations  in  t  o  nagement  should  initiate  inquir- 
■ha,  when  he  nouXo  “Z  ex„«nl“f 'f  “ef°rd  **  insfcL*. 

year  «ha,  Kleph<me  and  ..tgSph  «De^  for  ,he  ^ 

10n’  ^ar  °ut  of  line  with  the  rest  of  th&  Lange  were,  in  his  opin- 

»,  use  .hese  s,aBnie„Bt  m X”'  **  th“  >”>  Sh°“"* 

<PerhaTSSy,“X,o i“eT  "»*•  taw. 

Purpose  of  inquiring  about ^ovemfl  sa^s  ln  Providen<*  for  the 

encourage  Gibbs  to  come  to  NewYnri  *mprovement-  He  should  also 

dir  ~r>  broad .  TO « the  need  to 

three  times  a  momh^LT^icJTtStes1^)  ***  LJngf°rd  did  meet  about 
results  for  10  to  20  minutes  and  TAUh^il ^  dfcussed  overall  sales 

sum  amounts  of  money  requested  bv&?hh  and  approved  lump- 

expenditures  and  current* expenses  ^  ^  budgeted  for  bo*  capital 
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At  *e  “d  of  the  fourth  year,  Langford,  who  had  been  raising  cues 

sugge^d  th^tesf  alrg  ab°Ut  thC  WiSd°m  °f  Gibbs’  expenditures, 
suggested  that  investment  return  and  sales  targets  were 

far  less  than  satisfactory.  We  have  been  holding  off  telling  him  how 

buTZ7LTOUSPkrZ0fhiS  budget  t0°  ^9-  There  is  fitTdoubt 
but  that  he  has  gone  too  fast  and  too  far  in  increasing  expenditures 

fZrthVeTtlStn9u  salesmen>sbonus™>  end  salesmen’s  expense  accounts. 
Furthermore,  his  expenditures  for  employee-recreation  facilities  and 

increases  m  factory  salaries  have  been  unwise  when  we  ZeZylnZto 
mcrease  return  on  investment.  The  former  increased  theZSZZZ 
szde  of  the  ratio,  and  the  latter  decreased  the  income  sile 

ba ^!gf°rd’  incidentally,  received  expense  summaries  regularly— as  he 

but  fot  11,6  p“»“'  »f 

statemem  TheJ  f  •  Company  divisions  for  the  profit  and  loss 

cerntTnf  f-  r'eS  contained  35  accourit  captions  (for  ex¬ 
cerpts  of  five  captions,  see  Exhibit  3).  v 

EXHIBIT  3 

Selected  Expense  Captions  and  Amounts  from  Lange 
Division  Expense  Tabulation 


Expense  Caption _  Fourth  Year 

Advertising .  $280,000 

Salesmen  bonuses .  210,000 

Salesmen  expense .  145,000 

Factory  salaries .  665,000 

Employee  service . . .  80,000 


Year  Prior 
to  Merger 

$  47,000 
23,000 
68,000 
550,000* 
2,010 


is  aXad^,^r6mPl0yee  in  year  Pnor  to  was  $6,540.  If  this 

d  for  “*t°Wwing  increase  from  that  time  to  the  fourth  year  it  comes 

JtVas  * $7'185'  AveraAe  actual  Paid  by  Lange  in  ih.  AMh 


a^haTS!  T!  s“ements’  *h*  committee 

agreed  that  Gibbs  needs  some  helpful  guidance.”  Since  Langford  knew 

M0  6tai!f  °5eXpense  and  caPital  budgets,  they  flso  agreed 
that  he  should  visit  Gibbs  once  a  month  to  go  over  the  35  expense  ac- 

C°  onut.and  see  hoW  each  Pr°Sresses  during  the  year. 

ca!??!  eaay  fifth  year  at  Lange’  when  Langford  first 

deSded!  P  fid  and  t0ld  him  what  the  executive  committee  had 

/  was  surprised.  I  guess  it  scared  me  a  little  right  off  the  bat,  since  I 

mft  T  l  fl  Gl  Wtre  thinking  like  that  Tbe  targets  weren’t  being 
met  but  I  thought  that  surely  they  must  know  that  things  weregoinq 

quite  welt,  considering  all  of  the  things  which  must  be  done  to  put 
this  division  on  a  solid  footing  for  the  future.  After  my  initial  anx¬ 
iousness  and  surprise,  I  got  downright  mad  for  a  few  days. 


262  The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 
Gibbs  also  states  that 

f  *»**  o„He  openoUn, 
occasions  and  gave  them  a  talk  nhn  *  *u  a^esmen  together  on  four 
expense-account  expenditures  aruZthe  f  nfCfssity  °f  cutting  their 
stop  making  some  of  theZr%“  f  t  that  we  would  have  to 

on  those  cmtorm&Zlmt  toZterZrnn07!^10-1^  C°^S’  anc^  conceni:rate 

cut  the  number  of  ZZrZ-ZZfl ZZ  Z  ™?ediat*  aspects.  I  also 
ings  a  year  to  siZ aZd<deZdedZ>°lZZi>na^  brochures  from  12  mail- 
as  a  merchandising  man.  He  had  helved  Zh  &r  whorn  we  had  hired 
with  us,  in  designing  the  vroduet  Z  ’  ^efour  years  he  had  been 
sale  displays,  anlZZZotZX^ZZf  f  ^^oint-of 
no, «  ^  „„ »,  ldid 

THE  QUESTION  OF  ADVERTISING  AND  RESEARCH  COSTS 

‘‘^Idir-toNo^Z^ZciZZnhr^’  ‘f bbs  objected~in  his  words, 
financial  statements  the  money  spent  for  ad"^-  entered  on  certain 
search  department,  and  the  product  re  dvertising,  the  market  re- 
first  year  statement  of  return was ZZZZ  ”  When  the 

Gibbs  and  he  felt  that  the  total  of  $34000?  ^  Lange’S  own  controller, 
rather  than  a  current  operating  expend  Thev6^68011^  an  invest™ent 
in  new  products  and  the  increased  „floTh  Lreasoned  that  the  increase 
would  not  begin  to  pay  off  for  two  or  three  accePtance 

ment  is  the  ratio  of  income  to  invests eZ  u  SmCe  return  on  invest- 
investment  showed  a  higher  perform*  ’  C^rglng  these  three  items  to 
than  the  same  in  the  h,  yean) 

year).  It  seemed  to  Gibbs  that  bv  suLt^-  l(1mo  6rCent  m  the  same 
“was  a  real  injustice— Tom  Farish  and  N?  the  $*40’000  from  Profits 
have  pretty  much  stayed  out  of  my  end  of  tt/h  stockholders 

them  to  get  the  wrong  impression ThPvl  J ?USmeSS’  but  1  don,t  want 
ing  figure.”  nipression.  They  will,  from  that  kind  of  mislead- 

Gibbs  and  Langford  both  +]-,«** 
relationship  of  the  Norman  rnanaeem’em  SPlt6  °f  this  disagreement,  the 
one.”  Gibbs  states  that  as  ofnow  gr°UP  t0  Gibbs  is  “a  Pre«y  good 

like  hiterferZceThe  Zly  thZgZrrZZn^i  thoU9h  U  one  time  looked 
of  figuring  return.  Norman  overruled  "“f  ab°Ut  “ thiS  Way 

tt  out  in  front  of  him  onZZlZ.lZ  Z™  Lanyford  and  I  had 
Langford  and  I  won ’t  brina  it  *  *  St%^  such  a  hot  subject  that 
Mure, /or  ,he  ^ 

[See  Exhibit  1J  P  that  the  has  been  in  existence! 
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Selected  Readings 


From 

general  motors  organization 

PHILOSOPHY  AND  STRUCTURE* 

By  Harlow  H.  Curtice\ 


n,w  V  .  f'rSt  mau® thS  P°mt  that  the  9rowth  of  General  Motors  has  taken  place 

Dolir-iPQ  iV  hT  th6  PaSt  35  y6arS'  ThiS  period  coincides  with  that  in  which  the 
policies  and  business  of  the  corporation  have  functioned  under  the  existing  man¬ 
agement  organization.  a 

' "my  opinion  there  are  four  Principal  reasons  for  our  success.  These  are,  first 
the  dynamic  growth  of  our  country;  second,  the  even  more  rapid  growth  of  the 

to  p>roblemsindUStry’  th'rd’  ^  mana9ement  structure;  and,  fourth,  our  approach 

***** 

General  Motors  has  grown  faster  than  has  the  automobile  industry  as  a  whole 

inn  n,  ^u101^  we ' 1ave  made  things  that  people  wanted,  and  people  in  increas- 
ing  numbers  have  bought  them. 

Genera!  Motors  has  been  able  to  offer  greater  dollar  values  in  its  products  and 
at  the  same  time  it  has  been  able  to  operate  efficiently  to  provide  dividends  for 
its  shareholders  and  substantial  sums  for  reinvestment  in  the  business. 

amthl  T6  I"2*  We"  3Sk  Why  and  how:  and  this  brin9s  me  to  what  to  my  mind 
are  the  two  fundamental  reasons  for  the  success  of  General  Motors 

Wh!ntlfallrnder  !h®  headin9  0f  What  mi9ht  be  termed  management  philosophy. 
When  this  General  Motors  philosophy  was  formulated  in  the  early  1920's— and 

might  add  that  the  credit  for  its  formulation  largely  goes  to  one  man,  Alfred  P 

Jrw_lt  waf  uni9ue  as  aPP'ied  to  industry.  That  it  is  no  longer  unique  is  in 

itself  evidence  of  its  soundness. 

cJhafirlelement  0f  thiS  Phil0S°Phy  has  to  do  with  organizational  structure,  the 
second  with  our  approach  to  problems.  Both,  of  course,  concern  people-in  fact 
can  only  be  put  into  practice  by  people.  ’ 

***** 

uoiIni^K  appr^atethe  revolutionary  nature  of  the  organizational  structure  de- 

t  Mr.  Curtice  was  at  one  time  President  of  General  Motors  Corporation. 


“  m*  m"‘9°rM  «W  to  Policy  Occioo, 

present  management  took  charge  of  in  iq?i  ha.)  k 

<n  1908,  by  W.  C.  Durant,  and  it  largely  bore  he  stemn  t0gether’  beginnin9 
had  genius  as  a  creator  and  super-salesman^  wf  P  f  h'S  persona,ity-  Durant 
did  not  develop  an  effective  organization  t  •  W3S  not  an  adm|nistrator  and 
Corporation  was  in  serious  financial  difficultij^first  hTqJn  administration  the 
Prior  to  1921  there  existed  no  real  conoant  n#  S*  V910  and  a9ain  in  1920. 
Motors.  Operations  were  neither  inteorateri  n!>  f  mana9ement  in  General 
sistent  policy  with  respect  There  was  con- 

exercised  in  making  capital  expenditures  and^tat!,6^6"1^  P°°r  iud9ment  was 
The  Corporation  did  not  have  a  properly  developed  b''®bing  production  schedules, 
nor  any  sound  concept  of  budgetary  control  The  ar<fh  and  en9'neering  staff 
exercise  adequate  control  over  the^perations  of  th^  ^  administration  did  not 
were  wide  variations  in  the  competence  of  divL  ^  indlv'dual  divisions.  There 
Corporation  was  unorganized  and  the  individual  unts^r^6"16"*8'  Sh°rt' the 
It  is  not  surprising,  therefore  that  thic  rw  u-,  Un  ts  lar9e|y  out  of  control. 

Ford,  55.45%; «  ofcrs,  °'M"  1 

1  was  the  competitive  picture  in  1921  when  the 
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3. 

4. 

5. 

6. 


Buick 
Cadillac 
Chevrolet 
Oldsmobile 
Oakland 
GMC  truck  and 
miscellaneous 
Total 


4.77% 

0.66% 

4.04% 

1.13% 

0.70% 

0.49% 
TT79% 
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management  changed  and  Mr.  Sloan  began  to  put  into  effect  the  policies  with 
respect  to  organizational  structure  which  I  will  now  outline 

Ever i  before  the  crisis  of  1920  materialized,  Mr.  Sloan  was  very  conscious  of 

□htloJnnhu  uen!raiM°t0rS  f°,r  3  n6W  3nd  Clearly  defined  concePt  of  management 
Lt  f°HPh^'  H  had  observed  that  much  time  was  being  consumed  in  solving 
rnI,c!edtfdm,niStrauVe  problems  and  in  meeting  the  critical  situations  which  were 
constantly  arising.  He  recognized  that  too  great  a  concentration  of  problems  upon 
a  small  number  of  executives  limited  initiative,  caused  delay,  increased  expense 
reduced  efficiency  and  retarded  development. 

He  realized  that  centralization,  properly  established,  makes  possible  directional 
thi!1?  ’  c°ordinat,on-  specialization,  and  resulting  economies.  He  also  realized 
that  decentralization,  properly  established,  develops  initiative  and  responsibility 
™*es  P°SSJble  a  proper  distribution  of  decisions  at  all  levels  of  management,’ 
including  the  foreman— with  resulting  flexibility  and  cooperative  effort,  so  neces- 
saiy  to  a  large-scale  enterprise.  His  objective  was  to  obtain  the  proper  balance 
behveen  these  two  apparently  conflicting  principles  of  centralization  and  decen- 

Tw'l0*  *°  °btain  the  best  elements  of  each  in  the  combination.  He 
concluded  that,  to  achieve  this  balance  so  necessary  for  flexibility  of  operation 
General  Motors  management  should  be  established  on  a  foundation  of  centralized 
policy  and  decentralized  administration. 

Mr.  Sloan’s  concept  of  the  management  of  a  great  industrial  organization 
expressed  in  his  own  words  as  he  finally  evolved  it,  is  “to  divide  it  into  as  many 
parts  as  consistently  as  can  be  done,  place  in  charge  of  each  part  the  most 
apable  executive  that  can  be  found,  develop  a  system  of  coordination  so  that 
each  Part  may  strengthen  and  support  each  other  part;  thus  not  only  welding  all 
parts  together  in  the  common  interests  of  a  joint  enterprise,  but  importantly  devel¬ 
oping  ability  and  initiative  through  the  instrumentalities  of  responsibility  and  ambi- 
.  developing  men  and  giving  them  an  opportunity  to  exercise  their  talents 
both  in  their  own  interests  as  well  as  in  that  of  the  business.” 

In  pursuance  of  that  plan  each  of  the  various  operations  was  established  as 
an  integral  unit  under  a  General  Manager.  Then,  those  operations  which  had  a 
common  relationship  were  grouped  under  a  Group  Executive  for  coordinating 

purposes.  These  Group  Executives  reported  to  the  President  who  was  the  Chief 
Executive  Officer. 

To  perform  those  functional  activities  that  could  be  accomplished  more  effec¬ 
tively  by  one  activity  in  the  interest  of  the  whole  and  to  coordinate  similar  functional 
activities  of  the  different  operating  units  and  promote  their  effectiveness,  a  General 
Staff,  and  in  addition,  Financial  and  Legal  Staffs,  were  established  to  operate  on 


Today,  General  Motors  has  two  principal  committees  of  the  Board  of  Direc- 

[°r®.  «6  FmfaCiaIPoliCy  Committee.  which  is  concerned  with  the  financial  and 
legal  affairs  of  the  Corporation,  and  the  Operations  Policy  Committee,  which  deals 
primarily  with  the  operating  affairs  of  the  business. 

There  are  two  additional  committees  of  the  Board  of  Directors,  namely,  an  Audit 
Committee  and  a  Bonus  and  Salary  Committee,  consisting  of  directors  who  are 
not  members  of  management. 
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'  '  Lsttuis/ons 

dinated  control,  on  °n  °ne  hand’  and  C00r' 

to  the  temperaments  and  talents  of  executiS  T^S'  '*  also  varies  according 
While  the  relationships  of  phys  cafthinqs^ 2j££d  ^  W3y  in  Which  ** 
who  establish  and  govern  these  relationshios  Th.  TV"  th®  business-  «  *  men 
tral  Office  Staff  and  the  Divisional  line  operation^ re  atl0nsh|P  between  the  Cen- 
and  circumstances.  P  atlons  may  vary  according  to  conditions 

of  lSSn^  under  the  Board 

Committee,  supported  by  other  commEs  ITrl  r  ®  ^ the  0perations  Policy 
component  product  divisions;  end  producfdS  ^  f°UpS;  Staff  operations; 
headed  up  by  staff  executives  or  qeneral  lin.  fT'  3nd  service  operations;  all 
Executive  Officer,  except  for  the  executvesin  !£***  f0  rep°rt  to  the  Chief 
activities  who  report  to  the  Chairman  of  the* 

t'o^^  flow  Of  ideas  and  informa- 

respect  to  the  authority,  responsibility  obTctTsT"  ^  understa"di"9  with 
at  all  levels  from  the  foreman  to  the  Chief  F°l  t  "d  purP°ses  of  management 
tion  and  understanding  of  policy  an^tdum I've  Officer.  It  provides  interpreta- 
changed.  It  produces  an  upward  flow  of  inftltX  *  'S  °r  may  be  established  or 
arising  in  operations,  full  knowledge  of  which  inf'0"  ^  r6Spect  to  situations 
m  policy  or  procedure  are  to  be  accompfehed  nw  T* if  aPProPriate  changes 
"2™" .Mat™  at  evety  managaS S? '"“9“>'™Pr<>m|>tly.  It  proles 
trat've  judgment,  by  the  men  closesttnln  £  d  1  6ry  point  firing  adminis- 
responsibility  for  their  decisions.  Finally  it  mak*  8CtS  °f  the  situation  having  full 
appraisal  and  evaluation  of  the  contributio^S^  P°ss,ble  accurate  and  prompt 
level  of  management,  and  of  the  contribution  °  the  ,ndividual  executive  at  every 
ton  and  staff  operation.  as  wel1  of  every  divisional  organiza- 

Although  for  many  years  this  form  ^  a 

identified  primarily  with  General  Motors  industrial  management  was 

agement  has  been  adopted  by  ^  decen^ized  man 

The  success  of  General  Motor,  i.  +.T9  ndustnal  companies, 
ment  philosophy  and  its  effectiveness  in^tsa^^  r®  soundness  of  this  manage- 
a  ,on-  T®st'fying  to  this  has  been  a  qrowinTr^'00 l°  a  ,arge  industrial  organi- 
the  purchase  of  General  Motors  products  "  preferenca  expressed  in 


From 
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COST  ACCOUNTING* 

By  Gordon  Shillinglaw t 


t™lhfTanVS  d,vls,onallzed  whenever  certain  related  activities  are  grouped 
iwo?th  'f0r  administratlve  direction  and  control  by  high-level  executives.  When- 
ever  his  ,s  accompanied  by  the  delegation  to  division  managers  of  the  responsibil- 

tralized  ThThtn*  °f  the  “mPany’s  Proflts- then  the  company  is  said  to  be  decen- 
JZ?*  The  hallmark  of  the  decentralized  company  is  its  subdivision  into  a  number 

sLnSil  thre  V  Self'C°ntained  entities  that  are  quipped  to  operate  in  sub- 
stantially  the  same  manner  as  independent  firms  dependent  on  their  own  profit 

performance  for  economic  survival.  The  creation  of  these  semiautonomous  units, 
often  referred  to  as  profit  centers,  has  three  major  objectives: 

Perhaps  the  most  important  of  these  is  to  overcome  the  sheer  weight  of  the 
decision-making  responsibility  in  a  large  corporation.  With  operations  spread  over 
a  vast  geographical  area  and  encompassing  hundreds  of  products  and  thousands 

nl?^t0nLerS\Central  mana9ement  cannot  hope  to  be  completely  and  contin¬ 
uously  in  direct  personal  contact  with  every  segment  of  the  company’s  business. 
To  provide  flexibility  and  adaptability  to  changing  conditions,  it  has  become  in¬ 
creasingly  necessary  to  delegate  substantial  powers  to  executives  who  can  main- 
tam  a  closer,  more  detailed  familiarity  with  individual  products  or  markets.  In  other 

ZZ^'  rtCentr!'!fatlu-?  a'mS  t0  r6Create  in  the  lar9e  organization  the  conditions 
that  give  life  and  flexibility  to  the  small  company  without  sacrificing  the  advantages 

^V!frS'f,Cat,0n  °f  r'Sk’ centralized  financing,  and  specialization  in  the  plan- 
ning  and  advisory  functions  of  management. 

A  second  objective  of  decentralization  is  to  bring  subordinate  executives  into 
more  direct  contact  with  the  ultimate  profit  objectives  of  the  firm.  A  strictly  manu¬ 
facturing  executive  sees  all  problems  as  production  problems  with  a  cost  overlay 
A  marketing  executive  focuses  his  attention  on  sales  volume  ancfdistribution  cost 
In  a  centralized  organization  these  viewpoints  come  together  only  at  the  top  of 

lowef^levels  Decentralization  is  one  waV  of  attempting  to  bring  them  together  at 

Closely  related  to  this  is  a  third  objective  of  decentralization,  namely  to  provide 
a  more  comprehensive  training  ground  for  the  top  managers  of  the  future.  The 
ranks  of  the  top  executives  are  continually  being  thinned  by  death  and  retirement 
and  there  is  a  need  for  replacements  who  have  been  schooled  in  various  aspects 
of  business  management  and  are  thereby  better  prepared  to  face  the  major  prob¬ 
lems  that  can  be  resolved  only  at  the  top-management  level.  This  kind  of  experi¬ 
ence  is  best  obtained  at  lower  levels  where  the  inevitable  mistakes  are  likely  to 
De  smaller.  7 

***** 

.  .  The  ideal  basis  for  profit  decentralization  exists  whenever  a  division  can 
be  relatively  self-contained,  with  its  own  manufacturing  and  distributive  facilities 

^^Repnnted  by  permission  of  Richard  D.  Irwin,  Inc.,  Homewood,  Ill.  1961  (pp.  680-84, 
t  The  author  is  Professor  in  the  Graduate  School  of  Business,  Columbia  University. 
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and  relatively  few  transfers  of  product  internally  anmnn  w;  •  ■ 
decentralization  is  at  its  best  whenever  a  diviLm'c  9  d  v'sl0ns- ln  other  words, 
scope  and  depth  to  those  of  separate  independent  °peratlons  come  closest  in 
stances,  the  profit  reported  by  each  division  i*  ia  i  mpanies- ln  these  circum- 

performance  in  other  divisions  of  the  company  thtTfacii??6"^ "  •  °f  0peratin9 
of  reported  profits.  company,  thus  facilitating  the  interpretation 

»  economies  of  common  u2  o,  X  ,o°«T«  °"’<,r  *“*»>■ 

separating  profit  centers  from  Scte  0V8"'d,, ,he 

the  problem  is  to  seek  means  of  measurement  1?  th  circumstances, 
a  satisfactory  compromise  between  conflicting  obiectiJe^MT  ^  Wi"  3Chieve 

task  of  deciding  whether  departures  from  the  ideal  !!?  «•'  Mana9ement  has  the 

profit  decentralization  unworkable  are  sufflcient|y  serious  to  make 

***** 

...  No  matter  how  it  is  defined  decentraii^at;^  „ 
delegation  of  authority.  Even  in  the  most  decentrar  represents  a  complete 
ment  retains  some  vestige  of  authority  nsrf  T'i2^  comPanies,  top  manage- 

product  division  there  are  also  staff  den^M  !rpt0k  ■  ■  Within  each 
or  marketing  research,  which  act  in  an  advtenrv™8’  SUCh  3S  dlvisional  accounting 
The  managers  of  these  dep^ments^ t°Jhe  division  wagers9 
generally  have  no  direct  profit  responsibilitiei  Sp°"Slble  for  costs.  but  they 

^rtapoS‘  “  mSlMa‘  P'°m  stand  opt  as 

''  “Sy  S  Sh°“"  68  'nCrelSed  reduces  tota, 

3.  Each  division's  profit  shou  d Tefl^  ,n  the  ^mpany. 

“  d69ree  o,  confro,  by  ffre  division 

criteria:  ^  concepts  maV  be  examined  to  see  how  well  they  fit  these 

costs.  p  om  ess  aM  the  division’s  controllable  fixed 

3'  Zlo TeZZSZ.  °r  COntr0l,able  profit  less  all  other  costs  directly  trace- 

and  service^enter  costT  mar9'n  l6SS  S°me  Share  of  9eneral  management 
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EXHIBIT  21-5 

Four  Profit  Concepts  Illustrated 


Less: 

$760,000 

Variable  costs  of  goods  sold 

nnn 

Variable  divisional  selling  and  administrative  expense . 
Variable  profit . . . 

/  u,uuu 
30,000 

Less:  Controllable  divisional  overhead 

$4o0,000 
onn  aaa 

Controllable  Profit  . . 

zuu,uuu 

AAA 

Less:  Fixed,  noncontrollable  divisional  overhead 
Contribution  margin 

p2oU,000 

150,000 

cun  aaa 

Less:  Allocation  of  extradivisional  fixed  expenses— non- 
controllable . 

$110,000 

ETA  AAA 

Net  Profit  before  Taxes 

50,000 

$  60,000 

From 

THE  PROCESS  OF  MANAGEMENT: 
CONCEPTS,  BEHAVIOR,  AND 
PRACTICE* 

By  William  H.  Newman  and  Charles  E  Summer  t 


™er6sp°nses  of  people  to  standards,  measurements,  reports  and  other  con- 

s  miS  fa’ctol  nfl  ,Pn  h6S  W°  ’  WS  °PPortunities  f°r  self-expression,  and 
TnThfJf  influence  h.s  responses  to  controls  as  to  other  managerial  actions 
the  following  discussion  we  are  concerned  with  a  narrower  issue.  What  is  there 

do  we  T  «  S  T  SS  that  makeS  them  obiectionable  to  so  many  people?  Why 

say'  "™s  is  a  •-  ■— *» ™ 1 « *"■« 

in°n®  reaSOn  Why  people  may  not  like  a  control  is  that  they  have  no  genuine 
interest  in  accomplishing  the  objective  behind  the  control  9 

to  doaA  control3^!*  3  °f  en6r9y’  bUt  many  thin9s  he  would  like 

riteetienc  irTh  ’  ^  nature’  pr°ds  us  to  exPend  more  energy  in  particular 

d“5«  r  Pd;r ons  *,a  50  ■"— *  »  -  -  -  *£ 


versity.  Professor  S^mer °s  on^he^Icuky  of  th?GraduathS0lh°f  f^n***'  Columbia  Uni~ 
of  Washington.  ^  e  ^ra<^uate  School  of  Business,  University 
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- wvw<o/U/JO 

To  put  this  matter  in  terms  of  personal  “need*  ”  •< 

certain  objectives  and  so  to  include  them  amonn  hk  ~  1 3  Person  fails  to  accePt 

* «— ■—  ta 

istered.  Circumstances  beyo™1lh<^  depends  on  how  it  is  admin- 

by  the  total  numSofSerent  cTntrdsTha^bS3  ^  T™*  '*  a'S°  influenced 
and  even  welcome,  some  control  over  their  art-?0  h"?‘  M°St  peop,e  expect- 
aspects  of  their  work  become  subject  to  <=ta  ,Ct'^lties’  but  as  more  and  more 
feeling  of  being  pressed  on  arises.  .  standards,  inspection,  and  reports,  a 

dapad-nts  when  the  people 

^  ^  ^  sfe 

time  control  reports  be^r  bad^ews oersa'S  h^-  Unpopular  is  that  from  time  to 
a,fl^chaof  WiSh-6S  th  ^°|Ssys^®^^ould° vanish*1 10  unpleasant  facts 

hopes  and  ex^Sey SSSSl^f0"*  ^  ^ These  inc,ude  both 
each  of  us  thinks  he  is.  Nowf  control  reports  are  0^°"  ^  the  qUality  of  worker 
we  have  lived  up  to  our  own  expectations.  Often  T*™  °f  learnin9  whether 
adjusts  the  balance  between  expectations  anH  f  %  &u  and  a  rea,lst  accordingly 
hopes.  Other  persons,  however  S  ScuS  t  he  may  even  readJust  * 
develop  a  sense  of  frustration.  And  sincT^mira^6^  ^  f3CtS  °f  life’  and  30 
rt  is  only  natural  for  him  to  put  part  of  the  Name  n  !?  P6rS0n  needs  some  relief, 
he  isn’t  as  good  as  he  thinks  he  ought  to  be  ^  mechanism  that  tells  him 

associates.  Toeth?e"!tentTatrtcoS  systemim*"  Unfavorable  h9ht  before  our 
can  make  us  appear  strong  or  weak.  easure  desirable  action,  reports 

The  fear  of  unpleasant  consequences  ran  ♦ 
an  unfavorable  report  may  lead  to  demotion  a  r^t  ^  aVerS,0n  t0  controls-  lf 
at6n  t  »*»  to  tea,  vaty  kL,y  toward™.' SmroujsC  "  *  bMlna-"'  “ 

i*™’  ^  ^  «  ->*«»  to  do  tba  «„* 

sstablished,  paopla  baco™ 
PlXST  *  “"too  trom  sourcl'  amp^bS^ 

*>";  •  ■  [Slocial  prassara  apj„aS  jo  oo^ol  L  waj  «  ,o  otbar  tpanapada,  ao 
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.«ul  mxpmt  n  mm  want*  to  whose  w®ndship 

.mh)  its  measurement  am  i,i»f  ,jn,i  »h,4*  lwm,P„  lfsons  ,®°l  that  a  control  standard 
tlurnt  to  do,  they  will  .nmtitutu  *  IfJ "W>ag«i»ni  is  the  right 
wifi  pnihabiv  bn  strung  •nVMl  fiupix„,  (o  '  * ’???  ,nfl  that  standard-  Thu»-  tooro 
control  ovw  wasting  moony  tt  trough  urlnn<>«<«  0VW  s,oal*n^  mon°y-  whereas 
only  If  employ,**.,  fnm  that  adf!*2  *,xP°n80S  w«l  receive  support 

fairly  1  ’  n  ,,,ftiIr"s,‘,f8  control  reasonably  and 

"***"  0,"y  * *  ■ ,M6cu«  “  ™»<  tot* 


Fmm 

PUBLIC  ADMINISTRATION* 


I  twut  4 )**  tfriHIHtf  wt»  httVti  11  m\mnis  whn 

w  wh W>1 " 

Hill  III iipi  rifl^  W|||A|  4  m<I|W  ^  >  <Pti 

5.,  1  y‘  ••  W iBKillmr npropnsals 

. ry  r;"r;  r  r*; '"  •*  -  •»>  **»  * *  m, 

. . . ",,m"  **” - 

",r" 

.  1  ”  m4?  nm  mAtnmn  urn  m*infn  of  thu  mtmmii  zit  nil 

»  t  rmmVu!mUi\  T'  PUT*  ^  mmh  h(<  ,s  t;,mwH;nU  <«>*  wrong 
w;  w.,|  V  ,w  itf  values  or  both/ 

of  1,1  '  ;  W 4'1'1  ‘to  >reite«;«s  of  the  acunptamm 

rniJJmli.  VT‘Ht  '*"*  {t,!  »*«”  <><  the  "pure  types1'  of 

m‘*v  *«•  ‘  mod  in  various  proportions,  In  „t,i  „mr 
"'"  ‘“'ttnmty  '•*  atansf  always  Mior/illy  inJiriiiml  With  persuasion 

rtl '  ,w‘wt,s  m**>  m  H)t «  vmnity  of  motives, 

1,'”i  •"  4ny  a  nurntior  of  ,|(»»,Wnt  ,yptw  of  auMiur)ty 

"  ;rr»  *"4,nf,"5,i  ,u  ■ 

i  h  4  m  *w  P^V'^  ^  m  whom  they  have  great  confluence 

. . *,**J'*  y'*attr,t«-Ha  Si„„(„.  W  S), am, mot  4,„| 

M,.hrf,  „  •  ,n''  4  i  **w>u<mw  iM,  ms  ;.|||| , 

Mr,,. :!:t:  Cr*,?,*  *V'*‘J**.  »V”,W‘ w-' 
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In  any  organization  there  are  some  individuals  who,  because  of  past  performance* 
general  reputation,  or  other  factors,  have  great  influence  or  authority.  Their 
proposals  will  often  be  accepted  without  analysis  as  to  their  wisdom.  Even  when 
the  suggestions  of  such  a  person  are  not  accepted,  they  will  be  rejected  reluctantly 
and  only  because  a  stronger  authority  contradicts  them. 

The  authority  of  confidence  may  be  limited  to  a  special  area  of  competence 
in  which  a  person  has  acquired  a  reputation.  .  .  . 

*  *  %  % 

...  The  willingness  to  accept  authority  on  the  basis  of  confidence,  both  within 
and  outside  organizations,  goes  even  one  step  further.  Not  only  is  the  layman 
generany  unabie  to  judge  the  quality  of  the  advice  he  is  getting  from  the  specialist, 

_n  th6  hften  IS,in  00  position  t0  iud9e  the  competence  of  the  specialist,  except 
on  the  baas  of  certain  superficial  and  formal  criteria  that  give  the  specialist  his 

status aSS^lS/T! tW?  k'ndS  of  status'  which  may  be  cal,ed  functional 
at  the  T  * lswlth  functional  status  that  we  are  concerned 

when  his  decisions^*?  r^*8  funct'onal  status  in  a  Particular  area  of  knowledge 
less  authoritative.  commendations  in  .that  area  are  accepted  .as  more  or 

standards  developed  byThTomfo’  St3tUS  'i!  9enerally  conferred  on  the  basis  of 
young  doctor  by  the  medica|PDmfeSI°n  ltae  f’.The  M‘D-  de9ree  is  conferred  on  the 
school).  Lawandengineerino  dSmf10"  h?!'"9  thr°Ugh  an  “accredited"  medical 
are  awarded  in  much  the  same  wav  In  certlflcate  of  the  public  accountant 
field  confers  functional  status  in  that  fieiri  a  ^ ^ i0b  expfience  in  a  Particular 
professional  position  in  the  InterstlVcomm^r80"  ^  009  experience  in  a 

as  a  transportation  economist.  Commerce  Commiss.on  may  acquire  status 

nonhierarchicafauttiority  /Tsubordin^'  S“pport  for  hierarchical  as  well  as  for 
of  a  superior  if  he  readi,y  ^  3 

or  if  he  believes  that  the  superior  hal\now£n?^  iud0m.ent  of  that  superior 
himself.  ^9e  of  the  situation  not  available  to 

uniLTa?o^  affects  the  work  of  several 

organization  plan  over  all  the  units  involved^ nST '  aUth°rity  in  ,he  formal 

located— because  he  has  the  “whole  picture”  1  a°cepted  as  the  Person  best 

-f 1  “ ,te  sup*r,“ ,s  •»  - 

ships  that  restricts  his  individuality 
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t0h™eed0tm  0f1acti0n-  He  is  willin9  t0  d0  so  because  he  feels  that,  in  spite  of 
°r  riZa  0nal  rest,raints'  bein9  a  member  of  the  organization  is  preferable  to 
other  alternat'ves  available  to  him.  To  continue  as  a  member  of  the  organization 

^nTt  t  tC°nt!lnUe’  °  S°me  6Xtent’ t0  abide  by  the  comPlex  of  procedures  which 
constitutes  the  organization.  Although,  increasingly,  the  powerto  discharae  an 

personal  'If™*  '°f 1 fd  3"y  Spedfic  superior  (because  of  merit  systems,  central 
personnel  offices,  labor  unions,  etc.),  nevertheless,  this  power  resides  somewhere 

d^cussedlnThtTp’ t™9’  ^  006  °f  itS  WOrkin9  Procedures-  The  sanctions 

thmnnh  thi  1 1  a?  'ncreas'"9ly  organization  sanctions,  brought  into  play 
t-  °  gh  th  k"?9-  Procedures  Of  the  organization,  and  not  the  special  preroga- 

tives  or  powers  of  individual  superiors.  . 

_  *  '  '  F°r  ,the  most  Part  the  authority  of  sanction  rests  on  the  behavior  re- 
sponses  that  are  induced  by  the  possibility  that  a  sanction  may  be  applied  An 
°  9  n'fatl0n  member  is  seldom  presented  with  an  ultimatum  “to  do  so  and  so  or 
suffer  the  consequences.”  Rather,  he  anticipates  the  consequences  of  continual 
'nS^Ordinatl0n  °r  failure  t0  P|ease  the  person  or  persons  who  have  the  ability  to 

gPP  ysan,ct'°ns  f  bim-  and  this  anticipation  acts  as  a  constant  motivation  without 
expressed  threats  from  any  person. . 

***** 

,™ere  ls  another  reason  why  employees  accept  the  proposals  of  other  organi- 

dS  ramdHra  reaS°n  l6SS  rationalistic  bot  probably  more  important  than  the 
desire  to  avoid  the  organization  sanctions  discussed  above.  People  accept  “legiti- 

3Utb0rity  because  they  feel  that  they  ought  Xo  go  along  with  the  "rules  of 
ine  yame. 

in  tho  k  tPbr0U9ih0ut  their  development  to  maturity  and  after,  people  are  educated 

whit  th®  S’  u?  ’  °r  m0res  of  society‘  They  learn  what  they  ought  to  do  and 
i^  hey  ought  to  d0-  °ne  of  the  values  with  which  they  are  indoctrinated 
is  that  a  person  should  play  according  to  the  rules  of  the  game.  This  ethic  is 
acquired  very  early.  When  a  child  enters  a  ball  game  in  the  sand  lot  he  does  not 
expect  the  game  to  be  altered  at  various  points  to  suit  his  convenience.  Rather 
he  expects  to  adjust  his  behavior  to  the  rules  of  the  game.  Although  there  may 
isputes  as  to  what  the  rule  is  on  some  point,  once  this  is  established  the 
proposition  that  he  should  abide  by  the  rule  is  unquestioned. 

.  L1!k®W'fe’  "hen  Pe°P|e  enter  organizations  most  of  them  feel  that  they  ouqht 
o  abide  by  the  rules  of  the  game— the  working  procedures  of  the  organization 
These  working  procedures  define  how  the  work  will  be  done;  how  working  prob¬ 
lems  will  be  solved  when  they  arise;  how  conflicts  will  be  settled.  They  prescribe 
that  on  such  and  such  matters  the  individual  will  accept  the  suggestions  of  this 
or  that  person  or  organization;  secure  the  advice  of  such  and  such  unit;  clear  his 
work  with  so  and  so;  work  on  matters  that  come  to  him  in  such  and  such  a  way; 

The  working  procedures  of  an  organization  prescribe  that  the  individual  mem¬ 
ber  wi  l  accept  the  proposals  of  other  members  in  matters  assigned  to  them.  This 
acceptance  is  one  of  the  rules  of  the  game  which  he  feels  he  should  abide  by 
Thus,  individuals  in  organizations  also  accept  the  authority  of  other  persons  be- 
cause  they  think  they  ought  to  accept  it 


.  .  .  The  working  relationships  in  an  organization  designated  by  the  term  “hier¬ 
archy  constitute  a  particular  organization  procedure  for  handling  the  authority  of 
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includes  acceptenceCof  thehcbngation  to°Cedares  °f  ^  organization  by  a  member 
chical  superior,  the  Pr°P°sals  of  an  hierar- 

Thus,  whether  ihe  other  r^ions  fo ^  °fr)toleratl0n-the  “area  of  acceptance.” 
identification,  or  sanctions)  oraanizafen °perating  or  not  (confidence, 
their  superiors.  mnTt  S  **  that  they  ought  *>  ^ 

of  the  hierarchical  superior.  °St  'mp0rtant  sources  of  the  authority 

by  previous  social  condffiortng '  Hierarchical  beha^6  *8  immensely  strengthened 
ior  that  all  organization  meS  ?  $  a"  institutiona»zed  behav- 

playersinthe  OberammemaTpaLion  Pi?.Lk  °hrga.n,2at,0n  with  them.  Like  the 
childhood,  “inferiors”  obey  “superiors”  hZ*h°  th9'"^0  ,earn  their  ro,es  in  ear,y 
from  infancy,  beginning  with  the  parent  chilcTrei  r*  h^6  been  taugbt  to  do  so 
almost  constant  experience  with  social  an* d  elatlonsh|P  and  running  through 
brings  graduation  from  this  particular  senai019*112!3*'0031  hierarchies  until  death 
volves  an  inferior-superior  role-takina  of  °°  ii"9'  Hierarchical  behavior  in- 

ors”  feel  that  they  i  W  versed  in  their  «**.  “Inferi- 

be  obeyed.  9  V  suPeriors  ;  superiors”  feel  that  they  ought  to 

of  hierarchical prefect  'S  .9®nerally  interpreted  in  terms 

to  hierarchical  preferment  as  also  are  a"d  flnancial  rewards  are  cioseiy  reiated 
attainment.  Advancement  up  a  hierarchy  is  qenlmliv^  T  P®rhaps  romantic 
worth,  of  good  character,  of  good  steSshb  ®f  T"8  ^  3  ^  °f  m°ra' 

possession  of  superior  intellectual  qualities  responsibility,  and  of  the 

so  because^hierarchy  a^ocedure^UeQ8  311  organi2ations.  This  is 

no  special  inducements.  It  rests  also  entireK?  3  n°  training’  no  indoctrination, 
so  thorough  that  few  o^^SSTS^!  Pre'6ntry”  training-a  training 
Furthermore,  hierarchy  is  a  great  simplification  ^  ^  ^  C°mPet6  With 


From 

mathematical  approach  to 
long-range  planning* 

By  Leo  A  Fapoport  and  William  P,  Drews\ 


time,  however,  iS  desirable-  Atthe  same 

business  will  be  obtained  by  letting  each  of  the  m  ^  b6St  P'an  for  an  integrated 

own  efficiency  as  much  as  possible  Another  mm  mp°nent  act|vities  improve  its 
_  PossiDie.  Another  common  view  is  that  for  purposes 

**  PP-  77-78. 

Research  and  Engineering  Company.  *  authors  were  Research  Associates  with  Esso 
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Of  optima!  planning  it  suffices  to  evaluate  and  screen  projects  or  budget  proposals 

f  'nd'V,dUal  profitability-  These  are  serious  misconceptions. 

tion  w  y  T  demonstrated  that  the  maximum  of  a  composite  func¬ 

tion  generally  does  not  correspond  to  the  values  of  variables  which  maximize  the 

tion'hn  th  Compo"e"ts  of  that  function- A  simP'a  graphical  illustration  of  this  situa- 
i  Th  °°  °  economics  appeared  in  a  recent  article  by  Edward  G.  Benn- 

Drucker  °P t,m,2atl0n  Principle  has  also  been  stated  in  clear  terms  by  Peter  F. 

it  i«"*a ;  thur®.iS  °ne  fundamenta'  insight  underlying  all  management  science, 
it  is  that  the  business  enterprise  is  a  system  of  the  highest  order 

functon^rhn°iert0cf  [SUCh]  a/yStem  iS  not  necessari‘y  improved  if  one  particular 
™  r 13  improved  or  made  more  efficient.  In  fact,  the  system  may  well 

tn  d  t  9  d  th6r®by’  0r  even  destr°yed-  In  some  cases  the  best  way  to  strengthen 

whatmfn  t0  weaken&^~^  make  it  /ess  precise  or  /ess  efficient.  For 

what  matters  in  any  system  is  the  performance  of  the  whole 

fnr‘<Phr'ma^fmphasis  on  the  efficiency  of  parts  in  management  science  is  there¬ 
fore  bound  to  do  damage.  It  is  bound  to  optimize  precision  of  the  tool  at  the 
expense  of  the  health  and  performance  of  the  whole 

_iZ“?  hypothetical  danger.  The  literature  abounds  in  actual  examples 
hut  Si  ™ co"tr°l®  th®t,!mprove  production  runs  and  cut  down  working  capital 

of  the  hlSnSt  hh®  h,?  expectations  of  customer  and  the  market  risks 
ti„_  busnes®’  machine-loading  schedules  that  overlook  the  impact  of  the  opera- 

SmnS  °ne  department  on  the  rest  of  the  plant;  forecasts  that  assume  the 
company  s  competitors  will  just  stand  still;  and  so  on.”* 

Admitted^  the  above  statements  are  somewhat  general  and,  therefore,  might 
appear  as  unfounded  abstractions  to  the  hardened  skeptic.  A  simple  example 
however,  might  help  to  illustrate  their  practical  importance: 

In  the  case  of  our  hypothetical  oil  company  in  Exhibit  I,  suppose  that  one  of 

S  wT*  ,lnd  *  m°sl  Pro,"abte  to  lns,a"  *  M  proving u„°! 

u«  would  f  r  h  f  f  certain  low‘Pri“  “-"to.  a.  The  Installation  of  this 
it  would  be  justified  from  the  refiner’s  viewpoint  by  showing  an  attractive  return 

rheas'  TT- ThiS  ‘*conventional”  aPProach,  hotever,  maToverlook 
the  aspects  of  functional  interdependence. 

nf  !!?  mind  that  the  installation  and  efficient  utilization  of  a  processing  unit 
of  Type  T  would  commit  the  producing  function  to  a  continued  supply  of  crude 
a'though  low  Priced  (on  the  outside  market),  may  not,  in  fact,  be 
the  least  costly  to  produce,  nor  would  it  necessarily  remain  the  least  costly  as 
greater  amounts  of  it  become  required  in  the  future.  Accordingly,  from  an  over-all 

TvnT?" Th  Cthld  Pr°Ve  m°re  desirable  t0  instal1  a  different  processing  unit  of 
Type  S.  This  other  unit  might  be  more  expensive  to  install  or  to  operate  than  Type 

T.  In  compensation,  however,  it  would  permit  utilization  of  some  other  crude 
which  m  the  long  run  might  be  less  costly  to  produce  than  crude  a 
.^n,?erhSUCh  cond'tions,  it  is  apparent  that  over-all  company  economics  could 
actually  be  improved  by  weakening  the  economics  of  one  of  the  refineries. 

;i^nretri:  f°;  Harvard  Business  Review,  March-April  1961,  p.  100. 

Janua^-Febma^  l959,p°26ntlalS  °f  Management  Spence,"  Harvard  Business  Review, 
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Danger  of  Suboptimization 


shortcomings  of  the  conventional  methods  of  econom’9™9^3  006  °f  the  basic 

ing  amounts  to  excessive  "suboptimisation”  from  th  analysis-  This  shortcom- 
planning. .  .  .  optimization  from  the  viewpoint  of  investment 


From 

THEORY  AND  PROBLEMS  OF 
SOCIAL  PSYCHOLOGY* 

By  David  Krech  and  Richard  S.  Crutchfield t 

[Editors’  Note:  In  the  passaaes  bpinw 

process  of  perception.  In  prior  paqes  of  thp  ^  dlScusslng  the  mental 
meaning  a  human  mind  derives  from  an  event' th®y  point  out  that  the 
things:  structural  factors  (what  is  "out  there”  in\Z  'S  determined  bV  two 
(what  is  "in  the  head”  of  the  IndSil?^^^  and  functional  fa*ors 

memories  of  past  experiences,  etc.).  The  abstract  heiIh  Hf°r.m  °f  n6eds’  moods- 

factors-how  decision  making  is  affected  bv  the  If  »  deals  °nly  with  functional 
attitudes,  of  the  individual.]  y  past  exPer,ences,  moods,  needs, 

TWO  MAJOR  DETERMINANTS  OF  PERCEPTION 

_  *  *  *  ^ 

solely  from  the  nature  oftheThysicaUtimuira^ri  th  63,11  th°Se  faCt0rs  derivin9 
in  the  nervous  system  of  the  individual '  Thuf  for  the*  r  "fT'  6ff6CtS  they  evok® 
tual  organizations  are  determined  Drimariiv  ^eSta  tpsycholo9ist>  Percep- 

in  the  nervous  system  of  the  individual  in  direct^6  pbysiolo9ical  events  occurring 
Physical  objects.  Though  not  den^^tELjfb0nHto  the  sti™la«°"  by  the 
motivation  and  mental  set,  they  emphasize  that  th  ’  Und6r  certa,n  conditions,  of 
m  accounting  for  the  "look  of  things  ”  S6nS0,y  factors  are  Primary 

point  out  tha/our  perception0* of  W^^ots^n3^^  *  t  Jf6  psycholo9'St  would 

honzontal  groupings  and  not,  say  an  unarouDeri  ™i'i  perforce  3  Perception  of  two 
groupings,  etc.  Furthermore,  they  wou?d  fosS  llf?!'0"  °f  d°tS  °r  °f  five  vertical 
organization  derive  from  the  spatial  rellfenshtl  f  factors  which  force  this 

^  <  -  -  ££ 
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FIGURE  1 

°  b  a  c 

*•••  •  A  •  A  • 

b 

•  A  •  A  • 
•••••  •  A  •  a  • 

(a)  (b) 


Pas* teamin9' ~ T°  ">»*  Those 

other S’^moM^hilh' deH^SSIr™  Ih'^T'  °r9a"i2at'on' °n  lhe 
once,  end  memory  o.  the  MvXPSs  ^ e^Tlfn  T”"8'  Pa5' 8Xpert' 
formed  by  Bruner  and  Goodman  hqavi  u  '  examPle.  in  an  experiment  per- 

from  a  settlement  housed ^n^  BoJiTj0^  °f  Chi,dre"  (0ne  a  poor  9™P 
from  a  “progressive  school  in  the  Rn«tn  Um  are3S  and  the  other  a  rich  9roup 

Of  proses ^hrness“CofeSa,?^f  "S  *°  ^  SO"8  a"d  da^ 

of  various  coins.  The  differences  in  thp  n^rro  Pf@  W?r ?  asked  t0  Judge  the  s,ze 
were  striking,  with  the  poor  arouD  nwmof  .  ptl°^s  of  the  two  9roups  of  children 
more  than  d”  rich  amun  S.?  9  the  size  of  the  coins  considerably 

cate  the  effect  of  need Zno^n^lV^  that  these  resu,te  ^ 
hypotheses  as  possible  general  laws?  '  d  *hey  ,ormulate  ,he  ,ollow|n9  two 

"*  m°re  w"  " 48  S"s“p"2’fe  '° 

,actes  is  fe',nd  ,n  an  “ped- 
ings,  when  presented  a'"1bl9“°“s  dra»' 

were  more  frequently  perceived  as  fnnH  nhi  +  ,u  college  students, 

S^J^^^SSSSs^S 

sssKffx: 

While  quantitative  laws  of  how  these  “functional”  factors  actually  operate  in 

In  their  treatment  of  these^ame  factors* Bruner and  Good”*1  S  rffav?*1  by  Meunzln§er  (1942). 
loral  determinants”  which  they  define’as  ■■  thlp  °^“a”  (i947)  suggrat  the  te™  “behatl 
nism  which  lead  to  the  governance  and  contral  nf  !Vh’ a?P!1Ve  functions  of  the  orga- 
perception. ...”  B  311(1  contro1  of  a11  higher-level  functions  including 
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•  ■»«  •'v^uwi  a 


■  selective 


mental  apparatus^  “out  ^e”  to  be  perceived.  Our 

importance  to  all  stimuli  that  impinqe  UDon  rT9  machine  readV to  accord  equal 
determine  the  specific  organization  of  our  connT  T*®  0r9anS‘  The  factors  that 
stimuli  to  integrate  into  that  field  are  frequem'l!'?/16  df1dSeleCtOUtonlycertain 
Posed  to  the  physical  stimuli.  Typtcallv  o  f  V  W°rk  6ven  before  we  are  ex- 
m  making  up  the  organizedVerceS 'while  oth^^f®'  Stimuli  are  “used” 
all  or  are  given  a  very  minor  role  This  is  what  •  h®  Sttmu  1  are  either  not  used  at 

's  .  .  .  ms  s8lecSy  fe  ta«ona  ^ 

role  in  the  organized  perception  the  obfe°."  h  ,  ob|eo,s  lflat  pla'  #»  major 

hose  objects  »hlch  seive  some  “* 

ual*  *  ■  •  purpose  of  the  perceiving  individ- 

surveying  the' wal?  0^°  "**'  Seated  “ ' a  lu"ehroom  counter 

Both  are  expos*  to  the  same  physSl  obfec t^  ,T'y;  *he  *»•  #*Wy. 

burger  and  tomato-and-lettuce  sandwtciS  h/®  h®  first  wi"  notice  the  ham- 
cola”  ferns  will  be  neglected^  rela^v^v^o^tf  “tea’  Coffee-  beer-  P*Psi- 

opposite  manner.  Ask  both  men  to  tell  you  whI^hS6C°nd  man  Wil1  react  in  the 
the  first  will  respond  with  a  list  of  food  ftem^"  *  J1®^  Saw”  0n  the  menu'  and 
enumerate  the  drink  items  “and  othefth  nas  ■■  ,and  °ther  stuff”‘  tha  second  will 
been  clearly  and  specifically  perceived "  °ne  Case  the  food  «ems  have 
nondifferential  “other  stuff”;  in  the  second  a9ainst  a  background  of 

have  been  reversed.  d  case  the  fl9ure-ground  relationships 

of  clothing-suits  that  diffenVi  cu^materillTo^rs^^'  Wearinfl  different  suite 
But  usually  all  we  perceive  is  that  thev  am  °  °  ’  ^ Ing’  number  of  buttons,  etc. 
perceptual  organization  is  not  a  very  clear  cut  clothes’  and  our  resulting 

menta!  picture  you  have,  for  exampte  of the su»"  ‘ Merentiated  one-  What  is  the 
day?  But  if  we  are  on  the  way  to  a  store  to  buv  a  L  t  S3W  your  friend  wear  yester- 

'*  “  —  strsngors0  cha^iS  ISSE"  -  *»  <“« 

***** 

The  Perceptual  and  Cognitive  Pm*** *• 

Determined  in  Large  Measure  bv  thl  o^  °f  3  Substructure  Are 
Which  It  Is  a  Part  Measure  by  the  Properties  of  the  Structure  of 

as  broken  down  intoS^  one-  and  il  can  also  be  seen 

of  completely  independent  organized  structure  1™  field  does  not  consist 
an  experience  that  “lives  a  °f  °Uf  P®rCeptions  is  "<* 

particular  politician  „  inhuenced  by  our 
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^"5or  structure,  politicians,  may  have  substructures:  Democratic  politicians 
Republican  politicians,  honest  politicians,  etc.  .  .  .  politicians, 

as  f  U£mSi°ZoJ?Z*?!mP{e  VisualPercePtion-  Rgure  2  is  usually  perceived 
hv  l  'TP  5  of„three  lines  meetin9  at  a  center  point  O.  Each  angle  made 

the  fiaure0ThataCeth  meS’  ^  30916  AOC‘  Can  be  described  as  a  substructure  of 
inh!  ”  h  t  -T  ’  6  percePt,on  of  that  angle  is  of  an  organized  figure  “in  its  own 
right,  but  it  is  also  perceived  as  a  part  of  a  larger  figure-the  whole  of  Fig.  2  Each 

FIGURE  2 


0f  r66an9les  IS  usua,|y  perceived  as  an  obtuse  angle,  i.e.  larqer  than  a  riaht 

.JnS't  w  W°Uld  h3pp6° tQ  0ur  PercePti°n  of  angle  AOC if  we  added  a  few  lirfes 
so  as  to  induce  a  change  in  our  perception  of  the  whole  structure  without  in  anv 

ook  at  Fig.  3.  Now  we  perceive  the  substructure,  angle  AOC,  as  a  right  angle! 


FIGURE  3 


Ittooks  differentia  don®anyth'n9  Physically  to  angle  AOC,  it  “looks”  different, 
different  fi9Ur6’  °f  WhiCh  angle  AOC  is  a  Part-  looks 


Now  suppose  that  all  you  could  see  were  angle  AOC  of  Fig.  2  or  only  the  sinale 
dot  in  our  last  illustration  and  you  were  told  that  a  given  person  ins  Jed  tha?ho 


2M  77*  MW  «*W:  M  Jheriry  ^ 

sssxk  «  jss?  -  * ■srss:  £?— ?r- ,te « 

vision  or  that  they  were  inaccurate  in  their  descriDtinne  people  had  defective 
This  would  be  a  logical  deduction  if  *5®"'  °Wn  percePtio"s? 

angle  AOCn*  a  part. .  .  .  We  cannot  un  J^  T  Wh°'e  °f  Fl'9'  2  of  which 
interpretation  of  an  event  that  is  part  of  a  lamer "  ^  .Individua,’s  Perception,  or 
also  know  what  that  larger  organization  is.  9  9anizatl0n  for  him>  unless  we 

live  and  social  lifelhaUt' ^ght  be" Useful  to  refo  ramifications  in  our  <=09™- 
Frequently  we  ere  forced  ,o  Z  ^  ^ 

in  with  our  existing  structures  or  that  ™  *  .acts’  'acts  tflat  see™  not  to  fit 
in  «  M*  radical  A*  <"■  "**. 

field,  but  frequently  such  a  reorganization  Hno  9  ?!°l  structures  of  our  cognitive 
tion  of  contradictory  facts.  For  examDle  if  «,e>  h  n0t  take  p,ace  despite  our  Percep- 
in  which  the  Jew  is  always  penurious  we  will  nnt&*  ^  Strongly  structured  field 
philanthropist,  no  matter  how  philanthropic  his  ^  ^  sin9le  Jew  as  a 

other  this  disturbing  Jew  is  “assSS  inJf  *  may  be‘  ,n  some  way 

However,  close  analysis  will  reveal  that  such  n9'd,!y  structured  organization, 

our  original  generalization.  thef  are  encompassed  by 

tradictory”  perceptions  occur  it  iSP  useful  to  rl£  9  ?"* y  happens  when  “con- 
following  way:  Other  things  being  equal  a  chann^T^  Proposition  111  in  the 
cal  field  will  be  absorbed  in  such  a  wav  as  trfn  in*roduced 'nt0  the  psychologi- 
strong  structure.  V  as  to  produce  the  smallest  effect  on  a 


or  ReCsembleVEanch  Oth^TeiSto*  Be  ?Ch  ?th6r  in  Space  or  Time 
Common  Structure  B®  Apprehended  as  Parts  of  a 

perceptions  to  are  organized  together  with  other 

standing  of  what  T  ^  S°me  9eneral  under' 

objects  with  that  of  object  £?into  one  common  <5trW't  °r9anize  the  Perceptions  of 
of  object  A  with  that  of  object  C.  Why  for  examn^  than  th®  perception 
cognitive  structure  in  which  socialism  and  Phrf^  ;  °  SOme  people  have  a 
while  other  people  have  a  cognitive  structure?  l!3"^  ar®  organi2ed  together, 
found  together?  Proposition  IV  attempts  toTn^  ^  S°dalism  and  atheism  are 
mine  the  contents  of  a  single  structure.  d  t  the  major  factors  that  deter- 

Plete  witM^moi^fratio^that  proldn^tv^a^9^0’!  experimental  “‘erature  is  re¬ 
fers.  Fig.  which  Z imp0rtant  °r9anizi"9 

can  serve  to  illustrate  that  in  simple  perceDtion  tho™0^3  f3Ct°rS  in  PercePtion> 
each  other  in  space  (proximity)  tend  nS  H  !f  °bjects  which  are  close  to 
A  is i  perceived  as  belonging  todot  ^rather  in  percePt'on.  Dot 

t05  than  it  is  to  C.  A  simple  measurement  nf  !h  dot/7simP|y  because  A  is  closer 
different  dots,  everything  else  beinn  eonfi  !l&  phyS'Cal  distances  among  the 
degree  of  accuracy,  whfch  dots  w^h*’^  d  P!rmit  Us  to  predict-  with  a  high 

lady.  Rg.  16  can  be  used  to°  fuSe  le  ZST  fh  Wh,'Ch  °ther  *>*•  Simi- 

mustrate  the  pnnciple  of  similarity.  Here,  dot  A  will 
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to  JfhaTrttTa01  *rather  than  With  d0t  Cbecause  A  is  more  similar  (in  s^pe) 


From 

SETTING  STANDARDS  FOR 
EXECUTIVE  PERFORMANCE* 

By  John  W.  Enell  and  George  H.  Haas 

associate  ''arirf  Hire  T*  artiCle  W3S  Written  the  authors  were  "^search 

the  a  •’  nC|  drector  of  format, on  Service  and  Surveys,  respectively  both  of 

sented  Thl  ^f  f  /  K  T ** '  performance-  Fifteen  corporations  were  repre- 

transcrint  r»f  t.tCtS  below  summanze  certain  important  ideas  from  a  793-page 
transcript  of  the  seminar  proceedings.]  P  y 


of  formnfj  TT',!* "0ted  by  manv  of  the  Panel<sts  that  the  very  process 
all  thTrom"9  Standards  0f  performance  can  itself  be  of  great  benefit.  In  almost 
tllhA  in  n  represented  in  this  study,  supervisor  and  subordinate  work 

Ince  with  a  SffS  “f  Stan*ards  for  the  subordinate’s  job,  sometimes  in  confer- 
6  an  ™ th  a  staff  ™an  from  the  Personnel  department.  Standards  developed  in  this 

fnfm  fit  U  y  ®n  S6ri°USly  by  the  executives  who  have  had  a  part  in  their 
nature  oiTh  3  9've'and;take  discussion  results  in  a  better  understanding  of  the 

formlln  f1  T 3  d  3nd  alS°  °f  the  pri0rities  of  its  various  segments.  This 
formulation-by-conference  method  can  help,  too,  by  giving  the  supervisor  a  better 

nTn^'T*  the  real  conditions  Present  in  the  subordinate’s  work.  The  semi¬ 
nar  participants  reported  that,  when  standards  were  first  tried  in  their  firms  in- 
s  ances  were  found  where  a  supervisor  and  his  subordinate  were  at  the  outset 

Ifafcn  Thif  V6nafnce  in  tbeir  understanding  of  the  nature  of  the  job  under  consid- 
mfnf  rho  misunderstanding  apparently  arises  at  every  level  of  manage- 

mf  ft M  th  °? SS  °°rreCting  these  confll'cting  views  and  hammering  out  agree¬ 
ment  on  the  nature  and  quality  of  results  expected  on  the  job  is  an  important  phase 
of  management  development.  imponant  pnase 

comimtonllllihe  participants  a9reed  that  the  executive  and  the  subordinate  must 
come  together  at  some  point  in  the  process  and  candidly  bring  up— and  iron 

nt  7  dlf  er.ences  that  arise-  Even  Robert  Grover  of  Snap-On  Tools  took  this 

“S'  7P  the  I3Ct  that  hiS  firm’S  Chief  standard  of  performance  is  a 
very  detailed  company-wide  and  departmental  system  of  budgets  Mr  Grover 

ff  5°  SU10rdinate  iS  giV6n  an  °Pp0rtunitV  *>  express  himself  Xn 

the  budget  for  his  unit  is  in  the  discussion  stage.  If  he  feels  that  he  cannot  live 

^ana®ement  Association,  New  York,  Research 
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within  his  budget  or  produce  the  amount  of  .  , 

he  is  in  an  income-producing  area)  he  has  an  adeauate"6  °f  (provided  tllat 
POM  ol  *»  dear.  Once  h.  has  agiZ,  h"  s  Sm  hTZ'*  *’  Me  hls 
...  Mr.  Daffern  cited  one  instance  in  whinh  tho  ?!  ’  f  mUSt  COmply  with  «■ 
discussion  during  which  standards  were  woricedwit  w2  than  1eCJared  that  the 
work  history  when  he  had  had  any  really  frank  rw,  ,c  &S  thfu0ny  time  In  a  lon9 
responsibilities  and  their  fulfillment  .  S,0n  W,th  his  boss  about  his 


7.  SEABOARD  CHEMICAL 
CORPORATION 


Case  Introduction 


SYNOPSIS 

r dlt°rS  fr°^  ^ 6  Cleveland  headquarters  of  Seaboard  Chemical  Cor¬ 
poration  visit  the  Los  Angeles  Plant,  where  they  judge  certain  items  in 
the  equipment  inventory  to  be  ruined.  On  return  to  Cleveland,  they  ad¬ 
vise  the  controller  of  their  judgment,  who  in  turn  requests  the  plant 

™nmger£°  urlte,0ff  the  equiPment’s  value  ($45,000)  from  the  asset  ac¬ 
counts,  which  make  up  the  company’s  balance  sheet.  There  is  disagree- 

“SfJ  TGn  Vari°US  Pe°Ple  at  thG  Plant  and  at  headquarters  as  to 
whether  the  equipment  is,  m  fact,  ruined.  Actions  of  the  parties  involved 
are  described  as  they  relate  to  other  individuals,  and  to  the  company 
organization  structure.  y  y 


WHY  THIS  CASE  IS  INCLUDED 

The  Seaboard  situation  shows  how  the  necessity  for  central  planning 
(by  experts)  and  the  necessity  for  uniformity  often  conflict  with  the 
necessity  for  decision-making  freedom  at  lower  operating  levels  The 
executive  is  faced  with  theories  which  prescribe  different  solutions  to 
“  n  th^“t^hnol°gy  school”  of  management  gives  one  answer, 
a  thi^d 1  1  SCh°01  glVGS  another’  and  the  “Psychology  school”  gives 

In  this  case  a  conflict  appears  between  staff  executives  and  line  ex¬ 
ecutives,  and  between  parts  of  the  organization  structure  (position  de¬ 
scriptions  of  the  executives  involved).  The  various  theories  mentioned 
above  all  have  some  truth  in  them,  and  one  must  judge  which  ones  apply 
to  the  specific  situation.  y 
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DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

at  the  end  of  fhis  book <*>' The  author  index 

Mr!  Turner  Merest  edTn1  ha  vinjl  the  °l Ca$h  flow)’  why is 

accurate  “symbol”  or  “picture”  of  the  /  *rfS  headquarters  he  an 
real  world?  Or,  assuming  that  thenw  f  WhlCh  actually  exist  in  the 
needed  in  the  following  accounting  period^nd^?6111  WiH  actualIy  be 
ters  must  provide  funds,  why  is  hi  interested^'  **  C°mpany  headquar- 
Read:  *Anthon, £™£ 

b«  ,h„  the  equipment  is  pan  of  thf  e^pi  J^eS  inv^' 

ers,  and  the  hdudan°fS,cUm  rfS,mron  positi°n  “da  stockhold- 

desetiption  written  the  w.y^wL?  P>  Why  was  T>™ert  job 

Read:  From  standard  texts  on  acconnM™  „ 

cept  of  fiduciary  relationship.  Or  stutofte'S  S‘Udy  C°"' 
^  four  own  conclusions  from  “e  facts  deSCr,p“on  and 

processes,  why  is  there  disagreement  he!^0^’  certain  sociological 
the  headquarters  personnel  in  Seaboard  r  ^  the  Plant  personnel  and 
party  rely  on  his  own  job  description?  d  °  P°ratlon?  Why  might  each 

Cratohfiell^W^S  J/ST®  andP®rsonality”  Krech  and 
81-83,  87-89,  94-96  98  102-3  Social  Psychology,  pp. 

P“a“y  Plant  had 

corrosion  engineer  at  headquarters  who*880^  rather  than  having  one 
would  such  an  organizatiol  structure  three  plants'  Why 

Chemical  Company?  ^easible  in  the  Seaboard 

5.  From  the  view^dm°If  Tha^mln^1141  °rganization  Structure.” 

technological  excellence,  who  do  voun^6^6111  the°ry  which  stresses 

rayror,  Shop  Management,”  pp  92_Qfi  q«  mo  v  u  ™ 
Engineers  and  the  Price  ■  1,.  98~100-  Veblen,  The 

c  Wealth  of  Nations,  Ztlt  Chaptar  5‘  *Smith>  The 

6.  From  the  viewpoint  nf  tu0t 

political  science  and  “law  and  order^^Td  ^ ^  theory  which  stresses 
dnns?eten^PerSOn  (°r  Position)  to  make  the  final  deci^imf  on  assetcondi- 

PP-  24-25,  68-70. 

.  7-  From^t^^ie wpoint  ^of^iat^imiir ^  ^^apt®^9^Udl0nty 

make  the  decision  on  asset  coldrtomf  SUperViS0r>  is  most  Qualified  to 
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Read:  ture”CMcGre^al  °rganization  Philosophy  and  Struc- 

47^48,  53-54  *  Hu™n  Side  of  Enterprise,  pp.  3-10, 


POLICY  QUESTIONS 

the8cradftion^f5,any  °ne  PerS°n  in  the  organization  should  decide  on 
me  condition  of  the  equipment  in  the  storage  yard?  If  so  whom?  Tf 

explain  why  the  person  you  designate  wouldUe  the  S 
H  ®'B  Specifif1  changes  would  you  recommend  for  the  job  descrin- 

Sl2;lC°nSt7«tiVe  C°nflict  ”  Eells  and  Walton,  Conceptual 
SUe  of  Fr. Z!°f  eSS>  VV.  361-63.  McGregor,  The  Human 

Tation  f  h  172~75-  Schein>  Process  Consul- 

tatzon.  Its  Role  in  Organization  Development,  pp.  3-9. 

ANDSpo?rCYFOR  0R,G,NAL  STUDENT  WORK  IN  ANALYSIS 

, 1 1-  While  reflecting  on  case  facts,  what  additional  theories  from  Drior 
educatmn  give  you  insights  as  to  “what  is  going  on^XSSSS 
SST  Corporation,  As  to  what  might  be  pJL*  t0 

l2-  Other  than  the  policy  questions  asked  by  the  authors  what  nrav 

Secutivesln  the^case?^nk  °f  *  “  “ 1 


Case  Text* 


Seaboard  Chemical  Corporation  is  a  producer  of  sulphuric  acid  em¬ 
ptying  a  total  of  1,640  people,  with  headquarters  in  Cleveland  Ohio 
Plants  are  operated  at  Cleveland;  Marcus  Hook,  Pennsylvlnia  an^Los 

chemical  C°mpany  is  one  of  the  older  that  produce  this  basic 

at  Pr°bIem  that  has  arisen  in  the  work  performed 

at  the  Los  Angeles  plant  and  the  work  performed  by  the  control’s 

department  in  Cleveland.  Excerpts  from  job  descriptions  of  the  Plant 
Manager  and  the  Controller  appear  in  Exhibits  1  and  2  The  genlra 
dUtieS°f  °ther  people  in  the  P^nt  and  in  the  controller's  department  are 


*  Copyright,  1973,  Charles  E.  Summer. 
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8. 


10. 


5. 


8. 


EXHIBIT  1* 

Positron  Description  of  Plant  Manager,  Los  Angeles 
'  STfiSy*  Manaser  8haU  ^  for  operating  ,he  Plan, 

6'  r^oSlL^Sm”mhaInrrPt  “  ““  “  k«p  «<>  a 

Physical  reaou™  “  PreVe"*  wasle  »f  monetiny  and 

2 haX"tS3S'sdlrS>"“>:  1,11  op“““»“  wi“" 

and  construction  operations.  U°  ^  bneS’  maintenance  work, 

»“  P'^nnel 

enumerated  herein.  y  °Ut  tbe  other  responsibilities 

*Taken  Tom  pa9e  16,  Organization  Manua,.  eXCerp,  of  certain  numbered  ^ 

EXHIBIT  2* 

Position  Description  of  Controller,  Headquarters  Staff 

sets  of  the  Company  andofo  r^P°.nsib*lity  of  conserving  all  as- 

tion,  abuse  or  othery’conditions°neCtlI!f  th?m  from  misaPPropria- 
owning  stockholders.  Prejudicial  to  the  interests  of  the 

sentatives,  ^  app°inted  rePre’ 

company  land,  buildines  nlflT,*c  *  '  determine  the  condition  of 

sr  ”d  other  flxed  and 

25  assets  «*»  car- 

end  ST ^  a“  *• 

•  Taken  from  page  8,  Organized  Manual,  excerpt  of  certain  numbered  items. 


- .wavavilCU  iCtlCi 


pany  appears  in  Exhibit  3.  P  1  e  organization  chart  of  the  com- 

processing  units  a^  each^fijplants0  mh  ^t^6  construction  of  acid- 
struction  of  such  machinery  to  outside  thfr  than  t0  farm  out  the  con- 
a  construction  department  heade^hv  ^1011  firmS’ At  each  Plant> 
designs  and  constructs  the  various  miy*  procesf  (chemical)  engineer, 
and  other  equipment  through  which  raw  mitral ' ’  PipG  lineS’  agitators- 
1Shed  acid.  Because  the  materials  are  s^oSe  <?  COnverted  t0  fin‘ 
ery  must  be  replaced  as  often  as  nnra  o  lve>  some  units  of  machin- 

replaced  after  a  useful  life  of  one  t-n  a°d  many  others  must  be 

preciated  equipment  isconll  ^  years-  Replacement  of  de- 

routme  rather  than  as  major  addition  t^he^anT"  W°rk  iS  treated  as 
The  fey 
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EXHIBIT  3 

Partial  Organization  Chart  of  Seaboard  Chemical  Corporation 

I  President  I 


Controller  1 
L.  S.  Turner 


P.  J,  King  I  I  H.  Johnson] 


Plant  manager 
Cleveland 


Plant  manager 
Los  Angeles 
M.  M.  Stevens 


Plant  manager 
Marcus  Hook 


;  manager 


Plant  controller 
D.  Fry 


Operating 
foreman  i 


Construction  foreman 
W*  Haley 


Storehouse  supervisor 
J.  K.  Lemon 


Field  gang  (23) 


experience  f  SS  (chemical)  engineer,  with  at  least  five  years’ 

geles  L  Bih  E  mTc  operations.  The  incumbent  at  Los  An- 

fw  “H8!1 H  l  y' M'  M  Stevens- the  Plant  manager  at  Los  Angeles  savs 
eSrv?leyrf  “nus,ually  competent  in  his  job,  having  been  with  us  for 
g  y  ars.  He  hasn  t  practiced  design  engineering  since  graduation  but 
he  knows  a  lot  about  the  practical  side  of  construcion/’  ’  ' 

aley  schedules  the  work,  and  watches  the  progress  of  23  construe 
tion  laborers.  He  is  also  responsible  for  the  storage ^of  materials  usIdTn 
construction,  though  this  activity  has  been  delegated  to  T  F  r  ll 
supervisor  of  the  storehouse  depLment.  ?h1s  department  operas  a 
warehouse  for  storing  the  hundreds  of  parts  used  regularly  in  the  con 

andbolte  worfoa  f ^  ^  PUmpS  W°rth  $1’200>  d«™  to  nuts 

?9nnnnl  *  r  fe™  cents’  UP  t0  large  heat  exchangers  that  may  cost 
$20,000  or  more.  In  addition  to  warehouse  space  there  is  a  stor^  JvT.d 

adjoining  the  warehouse,  surrounded  by  a  steel  security  fence ^here 
large  equipment  is  maintained  in  open  storage.  *  ’  * 


deP^Ar„^ 

procedure  had  been  set  up  so  thM  ?h7  ™  P  Shipment  on  hand.  This 
couid  have  a„  accurate  the"™  ’ V'  Tu™* 

counts  to  put  on  the  balance  sheet  at  th»  c°mpany  s  asset  ac- 

Johnson  spot-check  the  physical  equipmentTn  the  Sant^o  ^  ®?d 
equipment  they  inspect  with  the  accounts  kent  in  th^nf’  ?°mpar?  the 
office,  and  either  verify  that  the  dollar  amount  controller’s 

certain  physical  equipment  or  advisp  nin  1  m  the  account  represents 

unable  to  locate  the  specific  physical  equiDme  P®rS0nnel  when  they  are 

.h«Uhou,d  match  a  „,o«ary 

found  in  the  siorage  yard"  cerain  K‘ne  ^  Jt,hnSon 

scrutiny  and  later  decided  were  damaged  to  tb^  V-  msp®cted  with  close 
be  physically  salvaged  (sold  for  iunlf  n  £  the  paint  where  they  should 
subtracted  from  the  assets  on  theJ  books r  ®e^ond-hand  equipment)  and 
posedly  new,  cost  a  total  of  $45,000  Johnson  asn?^  TheS®  ltems’  SUp' 
sion,  and  condition  of  equipment  drafted  m metals>  corr°- 

to  Mr.  Fry,  the  plant  controller  n,,  ^  the  following  memorandum 

as  by  Johnson.  ^  The  memo  was  signed  by  King  as  well 

particularly  waZiTthaZ^oZ/Zr  thZcoZZ  d  pleUS?nt  one>  and  «* 
self  and  the  men  in  your  department  Th  tl°n  sho™™s  by  your- 
believe  should  be  adjusted  is  the  u  6  °n^  account  which  we 


if  cenainiy  in  T,  Z1T‘  ^  T*"'”' 

use  it  in  some  way  next  year.  We  have  iZttt*  f  ?  may  be  able  to 
it  is  in  the  interest  of  the  comnn-r,  ’  explained  to  them  that 

balance  sheet.  Only  in  this  wan  rJ*  tt  a™hole  to  have  an  accurate 
information  with  which  to  run  the  cn  *  resident  have  the  accurate 
mng.  Since  the  equipment  is  in  fart  TnpaJly;  and  do  his  own  plan¬ 
ters  must  provide  for  its  replacement™^’  **  Cleveland  headquar- 
cannot  do  this  unless  thZZcZZZZs  LT  'T  ^  budget'  but  we 
information,  Mr.  Haley  said  that  h  Sh  .™  tke  Ueed  f0T  iL  With  this 
to  salvage.  V  **“*  that  he  wM  *>  ^ng  with  the  decision 

‘o  Mr.  Turner, ScompamJaccmtroUer0  a  ac°Py°fthis  memorandum 

ruined  equipment.  Mr.  Turner  then  sent  expla?ned  the  Problem  of  the 

Fry,  the  last  paragraph  of  which  read”  r°Utlne  memorandum  to  Mr. 

downward  Z  “fhf  f*  St°rehouse  account 
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M  ,memora”du”'  and  brought  up  the  problem  with 

operSo'iffoAyyeare^rf8'6'? nS  ^  b“n  *  foreman  of  the  blending 

»prrA?^ 

i,e'P1er,Up  through  the  production  operations  to  foreman.  He  had  not 

watched  aii  aStorf0”  department.  He  says,  however,  that,  “I  have 
Ihmn  awful  lot  of  construction  in  this  plant  the  last  30  years  and 
I  have  a  good  general  knowledge  of  the  whole  operation  ” 

agreed  thLVSf.d  maint^ce  ?ard  ^ng  with  Haley,'  and  both  men 

St6d  in  ?e  Cleveland  memo  was  “in  not  too 

vear  w3n  J  Y  1S°  agreed  that’  “We  may  be  able  to  use  it  next 
year,  but  we  11  have  to  wait  until  then  to  know  what  shape  it  is  in  ” 

Stevens  then  told  Fry  that  an  additional  reason  for  not  writing  off  the 

equipment  that,  “This  $45,000  will  be  looked  at  as  a  deduction  from 

knowde?151^  uhtS  Plant’  and  We  shouldn,t  he  blamed  for  it  until  we 
know  defimteiy  whether  it  is  usable.”  On  instruction  from  Stevens 

November  6th,  sent  the  following  note  to  Turner: 

ment7^*aJ "***  t0  UOt  Write  offthe  ^5,000  worth  of  equip- 
P  ^  d  in.  your  September  14  memorandum.  Therefore  the 
sW  aCCOunts  wh*ch  are  listed  ^  the  attached  report  for  balance 
,hefM  tkM  we  “resHu  ca,rying  thu 

At  the  writing  of  this  case,  on  December  15,  this  is  where  the  matter 

Ssuppheedebv  htesCt° ff Pany  CTT°ller’ Tumer’  haS  taken  the  informa- 

uon  supplied  by  his  staff  men,  Johnson  and  King,  and  has  requested  Frv 

hasukXSXX16  d°Wn  6riPment  Fry’  °n  the  other  hand> 

as  taken  the  information  given  him  by  Stevens,  and  the  information 
given  him  by  Johnson  and  King,  and  written  to  Turner  the  above  memo. 


MANAGEMENT  ACCOUNTING4 

By  Robert  N.  Anthony\ 


are  sold,  inventory  is^decreas^  ^comtsrecn^dhl|nVent0ry  iS  'ncreased:  as  they 
is  earned;  as  ti  ^ ^ 

completed  with  the  use  of  cash  to  Dav  off  tho  u, Increased-'  and  the  cycle  is 
were  made  or  costs  incurred.  Because  thif  cvd?  ocr  **  Wh®n  purchases 

the  course  of  normal  operations  current  ^  over  and  over  again  in 

referred  to  collectively  as  circulating  capita/  '  ^  CUrrent  liabilities  are  often 

payabte)°fande by  Vendors  (accounts 
between  current  assets  and h  the  difference 
must  come  from  other,  more  "Z*"*  W°rkin9  capital- 

supply  the  funds  that  are  tied  ud  in  the  nn™  Th  S®  0ther  SOurces  must  also 

purposes  are  called  pJZZ, ^ assets.  Fends  supplied  (or  these 

capital  and  the  uses  to  which  it  is  putare  likelvto  ha  of  ^  of  permanent 

both  to  management  and  to  outsiders  since  thev  reflect  0rdinary  interest 

financial  decisions  that  have  siqnificant  lonn  r  V  6f  eCt  the  results  of  the  important 
on  tta.  changes,  *  shaVrSe  ^r^T^  '"°rd“  to  (ecus 

among  the  separate  current  asset  and  oi.rront  i  9  movement  of  funds 

tracing  these  separate  flows  can  be  avoided  h  iab,  lty  accounts.  The  necessity  for 
the  single  item,  working  capital.  ^  combining  all  these  accounts  into 

Basic  Relationships 

Of  the  business  to  thebaLnceThe^Tdlte  f^s  tra!Jsactions  from  the  beginning 
from  which  funds  have  been  obtained  and  the  a  q^rtl?s  side  sflows  the  sources 
these  funds  have  been  used  The  balanl^h ^  aets  aide  shows  the  way  in  which 
as  of  the  end  of  1 957,  long-term®  SftoT.h  lllustration  12"1  shows  that 

stockholders  have  furnished  *  c«.  a"d 

_ _  aner’  *21 1,000  represents  their 

Graduate  Sch„,;,EtS;i“;. 
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ILLUSTRATION  1 

Condensed  Balance  Sheet  December  31, 1957 

Assets 

Working  capital .  $125,000 

Fixed  assets .  414,000 

Total  Assets .  $539,000 


Equities 

Long-term  debt .  $145,000 

Capital  stock .  211,000 

Retained  earnings .  183,000 

Total  Equities .  $539,000 


origina!  contribution  and  $183,000  represents  earnings  that  they  have  permitted 

earnin9s  were  paid  out  in  dividends  and  if  replacements  of  fixed  assets 
1  ™  h  6qUa  ®d  the  annual  depreciation  charge,  the  amounts  shown  on  Illustration 

ous  ci aZr  rh3n9ed  indefinite'y-  Despite  the  fact  there  would  beZmer- 

ZLT9eS  'nlhe  S6Vera  CUrrent  asset  and  current  ''ability  accounts  these  could 

couiThe ' he  ' bfus,nesf  would  not  need  additional  financing.  But  of 
these  are  put  to  use  ™  Chan9®;  additional  funds  are  provided,  and 

ForCexnamplethrf  the  C°mpany  COuld  obtain  addi«°nal  funds. 

Irmn  to  ?  uJ-  rt  Wlshed  t0  buy  a  new  plant:  it  could  borrow  thus  increasino 

it  conin'™  d?bt’  !* could  sel1  more  stock>  thus  increasing  the  Capital  Stock  account- 
could  wait  until  operations  had  generated  funds,  which  would  show  up  as  an 

crease  in  Retained  Earnings;  it  could  use  available  cash,  thus  decreasino  work 

Asse?  I?  fo^o1  C°id  SeJ' 1 2 * *  S°me  °f  itS  existin9  fixed  assets,  thus  decreasing  Fixed 

°ffUndS  ^  indicated  bY  increases  in 

aHHl *it00kirI9<at-.theu0ther  side  of  the  coin-  what  uses  could  the  company  make  of 
additional  funds  that  it  acquired?  It  could  add  new  fixed  assets Tcoulri  to 

TSS**'  rt  C°Uld  Pay  0ff  existin9  debt,  or  it  could  pay  dividends  to  the 
stockholders,  which  decreases  Retained  Earnings.  From  these  possiSimes  rt 
follow  , to,  „S8S  afunds  m  % 

totil  d;a'-aspect  principle,  total  sources  of  funds  must  equal 

total  uses  of  funds.  The  following  relationships  therefore  exist: 

1.  Sources  =  Uses 

2.  Increases  in  Equities  +  Decreases  in  Assets  = 

Increases  in  Assets  +  Decreases  in  Equities 

o  ™fSe  same  relationships  can  be  explained  in  terms  of  debit  and  credit  In- 

and  dPorleqU't,eS  ^  d6CreaSeS  in  assets  are  both  <^its;  increases  in  assits 

fhpdfao?  th  !eSJn  equities  are  both  debits-  Thus,  the  above  equation  follows  from 

the  fact  that  changes  in  debits  must  equal  changes  in  credits. 


292  The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 

Diagrammatic  Representation  of  Cash  Flow 


From 

bureaucratic  structure 

AND  PERSONALITY* 

By  Robert  K  Merton  t 


placed  on  precision,  speed  exDert  r  technical  efficiency,  with  a  premium 
returns  on  input.  The  structure  is  onn  Jtr  I?  ’  COnt,nuity’  discretion,  and  optimal 
of  personalized  relationships  and  nonrat'  approaches  the  complete  elimination 
affectual  involvements,  etcj.  d  °nratl0nal  considerations  (hostility,  anxiety, 

ments  and  functioniT^  b0ld  outlines- the  positive  attain- 

stresses  and  strains  of  such  structural  ^  '°n  are  emphasized  30(1  the  internal 

nity  at  large,  howTve evid^TeZZ  ^  Wh°"y  neglected  The  commu- 
__ - y  owever,  evidently  emphasizes  the  imperfections  of  bureaucracy,  as 

■Ik  .SS  SSlSS  iTo  1M0>-  m  “«*■  br  l»n»l»l»«  of 
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is  suggested  by  the  fact  that  the  “horrid  hybrid  ”  bureaucrat  ha*  o 

epithet,  a  Schimpfwort.  The  transition  to  a  study  of  the  negative  aspects  of  bu" 

£££»  “  *****  of  Veblen's  in 

apacity,  Deweys  notion  of  occupational  psychosis”  or  Warnotte’s  view  of 
professional  deformation.”  Trained  incapacity  refers  to  that  state  of  affairs  in 
which  one  s  abilities  function  as  inadequacies  or  blind  spots.  Actions  based  upon 
training  and  skills  which  have  been  successfully  applied  in  the  past  mav  result  in 

Mrt£X?nate*r^POnSeS  underchan9ed conditions.  An  inadequate  flexibility  in  the 
apphcation  of  skills  will,  in  a  changing  milieu,  result  in  more  or  less  “us  malld 

chtkpn  !' t0  ad°pt  3  barnyard  illustration  used  in  this  connection  by  Bu  ke 
for  fon?Thay  ^  readMy  conditioned  *0  interpret  the  sound  of  a  be  I  as  a  signal' 
or  food.  The  same  bell  may  now  be  used  to  summon  the  “trained  chlckenTto 
their  doom  as  they  are  assembled  to  suffer  decapitation.  In  general  one  adonts 

noutcon  'n  H6613"19  With  his  past  trainin9  and,  under  new  conditions  which  are 
lead  tn  th  n,Zad  38  Sl9nif'cantly  different,  the  very  soundness  of  this  traininq  mav 
lead  to  the  adoption  of  the  wrong  procedures.  Again,  in  Burke’s  almost  echolalic 

beccme  SS*  ^  “ in  a"  <** 

CtewB/a  concept  of  occupational  psychosis  rests  upon  much  the  same  obser 
vations.  As  a  result  of  their  day  to  day  routines,  people  develop ^specSl  prefer 

brSwevtrdhenotediaC“minat,0nS  T  emphases‘  (The  term  psychosis  is  used 
d!  °  a  Pronounced  Character  of  the  mind.”)  These  psychoses 

c,r„pcrrr„r put  up“' ,he  im,ividuai  by  ^ 

AnvTart^°nCePtK0f  b°th  Veblen  and  Dewey  refer  to  a  fundamental  ambivalence 
“A  wav  ofns?pinne  C°"Sldered  in  terms  of  what  ft  attains  or  what  it  fails  to  attain.' 
neqtect  of  obleot  r  ?  h°  ^  °f  n0t  Seeing~a  focus  UP°"  object  A  involves  a 
what  tho  L  *■  'S  dlscussl0n'  Weber  is  almost  exclusively  concerned  with 

„tri3Vh  bureaacratlc  structure  attains:  precision,  reliability,  efficiency  This  same 
|P!C  whTy  be  examined  from  another  perspective  provided  by  toe  ambiva- 
Fo'r^atn?  thhe  "?natT  °f  the  °rganizati0n  des,9n®d  to  attain  theseToa^ 

a  constant  nr  Ch  ^  ^  3lready  n°ted’  the  bureaucratic  structure  exerts 
a  constant  pressure  upon  the  official  to  be  “methodical,  prudent,  disciplined  ”  If 

the  bureaucracy  ,s  to  operate  successfully,  it  must  attain  a  Sigh  degree  of  relfability 

Henc^the  'fundannenta  l degre®  °f  confo™ty  with  prescribed  patterns  of  actiom 
nln  t  fundamental  importance  of  discipline  which  may  be  as  highly  devel- 
oped  in  a  religious  or  economic  bureaucracy  as  in  the  army.  Disciplfne^an  be 

devotion  to  are  buttressed  by  sfrong  sentiments  which  entail 

..  ^ere  ,s  a  mar9ln  of  safety,  so  to  speak,  in  the  pressure  exerted  by  these 

to  “"'r patern8d  *  rnS 

e  same  sense  that  added  allowances  (precautionary  overestimations)  are  made 
by  the  engineer  in  designing  the  supports  for  a  bridge.  But  this  very  emphasis  leads 

?artcSSSS?of  bfha  Sent,ments  from  the  aims  of  the  organization  onto  the 
particular  details  of  behavior  required  by  the  rules.  Adherence  to  the  rules  orioi- 

nally  conceived  as  a  means,  becomes  transformed  into  an  end-in-itself-' there 
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occurs  the  familiar  process  of  disDlar^mor,*  ^  „  ,  . 

value  becomes  a  terminal  value  ”  DiscMnf  r2fS  Wh®r®by  “an  inst™ntal 
with  regulations,  whatever  the  situationPis  «Pn  d'Vt mterpreted  as  conformance 
specific  purposes  but  becomes  an  immediate  n°*  3S  &  measure  designed  for 
bureaucrat.  This  emphasis,  resultino  from  th!  In  th®  life'or9anization  of  the 
develops  into  rigidities  and  an  Inability  to  adfust  reabTy6  Formal  ^  °ri9inal  9°als’ 
ensues  with  an  unchallenged  insistence  uni  n.m!r •  Formallsm-  even  ritualism, 
procedures.  This  may  be  exaggeS  adherence  to  formalized 

conformity  to  the  rules  interferes  with  th*  *  hP°,nt  Where  pr,mary  c°ncern  with 
organization,  in  „Nch  o^e  wH  ”  L  01  *"  P“P««  of  the 

or  rod  tapa  of  the  official.  .  ,am"lar  Phe"<»"enon  of  the  technician, 

Structural  Sources  of  Overconfomiu,  o 
which  involve  trained  incapacity  clearlv  rieriil  ^uch  '"adequacies  in  orientation 
ess  may  be  briefly  recapitulated  m  in  TnZr  T  StruCtural  sources-  The  proc- 
of  response  and  strict  dewXo  reo^a«o ns S  |“TMCy  <le™"ds 
to  their  transformation  into  ab^uS;  S^e  ^otno  >°  »*  -*s  leads 

a  given  set  of  purposes.  (3)  This  interfproc  -+h  on9er  conce'ved  as  relative  to 

conditions  not  clearly  envisaged  by  thole  who  dim  adaption  under  special 

the  very  elements  which  conduce  toward  efficien^idll  6  9!n®ra'  rul®S’  (4)  Thus' 
in  specific  instances.  Full  realization  of  thQ  •  ^  °  9enera  Produce  inefficiency 
members  of  the  group  who  have  not  hJ! ^  !nadequacy  is  seldom  attained  by 
which  the  rules  hfve  fwthiL  mlM^m!^8elves  fr°m  the  “meanin9a” 

than  strictly  utilitarian.  * me  become  symbolic  in  cast,  rather 

plineT slnply  Is  Sate,  ll^givel .^Iwevef  makin9  for  ri9°rous  d'sci- 

structure  may  be  seen  to  conduce  to  these  =@"1^  features  of  the  bureaucratic 
life  is  planned  for  him  in  terms  of  a  araderi  rl"716^  Th®  bureaucrat’s  official 

devices  of  promotion  by  seniority  Denstenc  in  Career’  throu9h  the  organizational 
are  designed  to  provide  Salaries’  a»  which 

official  regulations.  The  official  is  tacitlv  exn p^hV01100  and  conformity  to  the 
thoughts,  feelings,  and  actions  to  the  prospeS  ofthk  lar9®ly£oes  adaP‘  his 
devices  which  increase  the  probability  of  mn L  °f  th  S  career  But  these  very 
cern  with  strict  adherence  to  rllulatS  ®°n/0rmance  also  '®ad  t0  an  over-con- 
technicism.  Displacement  of  sentiments  S  nli^68  timidity’  conserva«sm,  and 
tremendous  symbolic  significance  of  the  means  mS  ™a"S  " ,0Stered  ^ «» 

,enas  to  p,odUM  m“h  ,he 

minimized  and  this  arrangement  is  therefo^^"1^'  'n9r°up  a99ression  is  thus 
for  the  bureaucracy.  However  the  esorit  rio  onceived  to  be  positively  functional 
which  typically  develops  in  such  srtua tto™<2?>8  fd  informal  social  organization 

their  entrenched  interests  lather  tharfto  altlltih  33dp  th®  personnel  *  defend 
officials.  .  .  .  rainer  than  t0  assist  their  clientele  and  elected  higher 

by to  attribute  such  resistance 
bureaucratic  resistance  to  change  but  Phbfha^process^s  ptert|a(^'^^jgnl^^^ 
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wayWof  T  S'  h°  ^  ‘l"K*V6'y  """Mvas  »ith  Mr 

SSSSSSri 

,aa*  -  “b^  a  *  (p.4 

ss  ^sseS'Ta,rsT:rrs 

£:Sf:=~r;s 

SaCr8d'  arth0U9h- as  Durktam  «”*  «V.  «.ey 

tur^thfZ  VS‘  Seco"dary  Relations.  Another  feature  of  the  bureaucratic  struc- 
e,  the  stress  on  depersonalization  of  relationships,  also  plays  its  Dart  in  thP 

®SS.UnT*'-  71,6  s  u 

SI  ab°ut  th  s  norm  of  '^personality.  Both  this  and  the  categorizinq  tendency 
co'iffnVteh«hS  fr0m  the  dominant  role  of  general,  abstract  rules,  tendto  produce 

miSi  ,aUTat’S  C°ntaCtS  With  the  Public  or  clientele.  Since  functionaries 

..  . .  .  Personal  relations  and  resort  to  categorization,  the  peculiarities  of  in 
dividual  cases  are  often  ignored.  But  the  client  who,  quite  iSSSwI  l 
convinced  of  the  “special  features”  of  his  own  problem  often  ob  eS  to  such 

individual  problems^The  Impersonal  freatm^ 

f£5£^S££'.*~  ~ 10  - — »<~?s 

struSc5IrenThheerhnr?flrCe  °!  C°nf,iCt  With  the  public  derives  from  the  bureaucratic 
So  l  Th  bureaucrat- ln  pert  irrespective  of  his  position  with//?  the  hierarchv 

aonarln?/^  d  h  definite  authoritV-  This  often  leads  to  an  actually  or 

apparently  domineering  attitude,  which  may  only  be  exaggerated  by  a  discrepant 

*?  hrrchy  and  his  p°sSn  ^  ssssrs 

L«L  ,  d  recourse  to  other  officials  on  the  part  of  the  client  are  often 
joins  thtoffir  iflk6 1  precluded  by  the  Previously  mentioned  espirt  de  corps  which 
hi  m -  ff'cials  Int0  a  more  or  less  solidary  ingroup.  This  source  of  conflict  man 
minimized  in  private  enterprise  since  the  client  can  register  an  effective  protest 

Jr"8*6™3  hls..trade  t0  an°ther  organization  within  the  competitive  system  But 
possible.  monopo  lstlc  °f  the  public  organization,  no  is 
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SHOP  MANAGEMENT* 

By  Frederick  Winslow  Tayior\ 


One  of  me  most  difficult  works  to  organize  is  that  of  a  large  engineering 
establishment  building  miscellaneous  machinery,  and  the  writer  has  therefore 
chosen  this  for  description. 

Practically  all  of  the  shops  of  this  class  are  organized  upon  what  may  be  called 
the  military  plan.  The  orders  from  the  general  are  transmitted  through  the  colonels 
majors,  captains,  lieutenants  and  noncommissioned  officers  to  the  men.  In  the 
same  way  the  orders  in  industrial  establishments  go  from  the  manager  through 
superintendents,  foremen  of  shops,  assistant  foremen  and  gang  bosses  to  the 
men.  In  an  establishment  of  this  kind  the  duties  of  the  foremen,  gang  bosses  etc. 
are  so  varied,  and  call  for  an  amount  of  special  information  coupled  with  such  a 
hS  Hf  natUral. abll,ty’  ,that  on|y  men  of  unusual  qualities  to  start  with,  and  who 

have  had  years  of  special  training,  can  perform  them  in  a  satisfactory  manner. 

nnmhl^rf^’8  ®Xpe,ience'1 almost  a"  sh°Pa  are  under-officered.  Invariably  the 

TP°yed  iS  n0t  SUfficient  t0  d0  the  work  economically. 
Under  the  military  type  of  organization,  the  foreman  is  held  responsible  for  the 

successful  running  of  the  entire  shop,  and  when  we  measure  his  duties  bv  the 
standard  of  the  four  leading  principles  of  management  referS  to  above  h 
becomes  apparent  that  in  his  case  these  conditions  are  as  far  as  possible  from 
being  fulfilled.  His  duties  may  be  briefly  enumerated  in  the  following  way  He  must 
lay  ou  the  w°rk  for  the  whole  shop,  see  that  each  piece  of  work  gS  prope 

to  be^on^h  ^  man  at  the  machine  knows  just  w^ts 

o  be  done  and  how  he  is  to  do  it.  He  must  see  that  the  work  is  not  slighted  and 

that  rt  is  done  fast,  and  all  the  while  he  must  look  ahead  a  month  o^so  either 
to  provide  more  men  to  do  the  work  or  more  work  for  the  men  to  do  He  must 

andreaSUSt  th6irWa9es> and  in  addi«°n  to  this  must 
tix  piece  work  prices  and  supervise  the  time-keeping. 

The  first  of  the  four  leading  principles  in  managment  calls  for  a  clearly  defined 

and  circumscribed  task.  Evidently  the  foreman’s  duties  are  in  no  wav  cTeariv 

circumscribed.  It  is  left  each  day  entirely  to  his  judgment  what  small  part  of  the 

,ra®n  *ork <» *hfch  •» 's  liSte 

ba'a  c,e  t0  be  done  in  many  cases  as  the  gang  bosses  and  workmen  see  fit  The 

plished  ThneClconSonfs0inUhCh  C°nditions  that  the  daily task  can  always  be  accom- 
to  do  ft  all  Lh  h!  'S  C3Se  are  always  such  that  jt  is  '^possible  for  him 

third°and  fourth  ?  "T  eVT  makeS  3  pretence  of  fulfillin9  his  entire  task.  The 
and  low  mv  in  pr,nc,pl®s  cal1  for  hi9h  pay  in  case  the  task  is  successfully  done 

7„deZ  °'  T'  The  «»  W  two  coins 

nowever,  renders  the  application  of  the  last  two  out  of  the  question. 

by  WinslowTaylor  .  Copyright  ©  1947.  Reprinted 

t  Th.  .  P  ow’  Pubbshers,  Inc.  (Excerpts  from  pp.  92-96  98-100  ) 
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The  foreman  usually  endeavors  to  lighten  his  burdens  by  delegating  his  duties 
to  the  various  assistant  foremen  or  gang  bosses  in  charge  of  lathes,  planers, 
milling  machines,  vise  work,  etc.  Each  of  these  men  is  then  called  upon  to  perform 
duties  of  almost  as  great  variety  as  those  of  the  foreman  himself.  The  difficulty 
in  obtaining  in  one  man  the  variety  of  special  information  and  the  different  mental 
and  moral  qualities  necessary  to  perform  all  of  the  duties  demanded  of  those  men 
has  been  clearly  summarized  in  the  following  list  of  the  nine  qualities  which  qo 
to  make  up  a  well  rounded  man: 


Brains. 

Education. 

Special  or  technical  knowledge;  manual  dexterity  or  strength 
Tact. 

Energy. 

Grit. 

Honesty. 

Judgment  or  common  sense  and  Good  health. 


Plenty  of  men  who  possess  only  three  of  the  above  qualities  can  be  hired  at 
any  time  for  laborers’  wages.  Add  four  of  these  qualities  together  and  you  get  a 
higher  priced  man.  The  man  combining  five  of  these  qualities  begins  to  be  hard 
to  find,  and  those  with  six,  seven,  and  eight  are  almost  impossible  to  get. 

*  *  *  *  Sic 

It  is  evident,  then,  that  the  duties  which  the  ordinary  gang  boss  is  called  upon 
to  perform  would  demand  of  him  a  large  proportion  of  the  nine  attributes  men¬ 
tioned  above;  and  if  such  a  man  could  be  found  he  should  be  made  manager  or 
superintendent  of  a  works  instead  of  gang  boss.  However,  bearing  in  mind  the  fact 

at  plenty  of  men  can  be  had  who  combine  four  or  five  of  these  attributes  it 
becomes  evident  that  the  work  of  managment  should  be  so  subdivided  that  the 
various  positions  can  be  filled  by  men  of  this  caliber,  and  a  great  part  of  the  art 
of  management  undoubtedly  lies  in  planning  the  work  in  this  way.  This  can,  in  the 
judgment  of  the  writer,  be  best  accomplished  by  abandoning  the  military  type  of 
organization  and  introducing  two  broad  and  sweeping  changes  in  the  art  of  man¬ 
agement: 

(a)  As  far  as  possible  the  workmen,  as  well  as  the  gang  bosses  and  foremen, 
should  be  entirely  relieved  of  the  work  of  planning,  and  of  all  work  which  is  more 
or  less  clerical  in  its  nature.  All  possible  brain  work  should  be  removed  from  the 
shop  and  centered  in  the  planning  or  laying-out  department,  leaving  for  the  fore¬ 
men  and  gang  bosses  work  strictly  executive  in  its  nature.  Their  duties  should  be 
to  see  that  the  operations  planned  and  directed  from  the  planning  room  are 
promptly  carried  out  in  the  shop  Their  time  should  be  spent  with  the  men,  teaching 
them  to  think  ahead,  and  leading  and  instructing  them  in  their  work. 

(b)  Throughout  the  whole  field  of  management  the  military  type  of  organization 
should  be  abandoned,  and  what  may  be  called  the  “functional  type”  substituted 
in  its  place.  “Functional  management”  consists  in  so  dividing  the  work  of  manage¬ 
ment  that  each  man  from  the  assistant  superintendent  down  shall  have  as  few 
functions  as  possible  to  perform.  If  practicable  the  work  of  each  man  in  the 
management  should  be  confined  to  the  performance  of  a  single  leading  function. 

Under  the  ordinary  or  military  type  the  workmen  are  divided  into  groups.  The 


rssonfethathg9rouUp  °T  I™  *"  ^  0r  ^9 

tions  of  the  management  are  bro^aht  nto  t  uU9h  Which  the  various  func 
marked  outward  characteristic  nf  *  m  r  °ntact  Wltb  the  men-  Certainly  the  most 
workman,  in^ad t  "*S  “* ^ 

only,  namely,  through  his  gang  boss  receives  his  h®mana9ement  at  one  point 
from  eight  different  bosses,  each  of  whom  ^  w  °rderS  and  help  directly 

Four  of  these  bosses  are  in  the  plannino  room  JlTT^'3  0wn  Partlcular  function, 
to  and  receive  their  returns  from ha S „  ,?d  °f  theSe  three  send  their  orders 

shop  and  personally  help  the  men  in  til  *  u  'n  ""'h'"9’  F°Ur  0thers  are  in  the 
particular  line  or  functfon  onfy  S^me^f  these^os  b°“  he'ping  in  his  °w" 
man  only  once  or  twice  a  dav  anri  thfl?  ,  SS6S  COme  in  contact  with  each 
are  with  L  men  3  feW,  minUtes  perhaPs'  wh''e  others 

or  two  of  these  bosses  require  thereto  frequently- The  functions  of  one 

so  short  a  time  each  day  that  they  can  oerterm'?^0"4304  W'th  6ach  workman  for 
all  of  the  men  in  the  shop,  and  in  their  lina  the.  he'r  partlcular  duties  perhaps  for 
bosses  are  called  upon  to  help  their  man  so  *  Tanage  the  entire  sh°P-  °ther 
can  perform  his  function  for  bSt^  T  T  S°  0ften  that  each  boss 

of  bosses  are  required  111  perforr^na  The  ’ 33  th'S  particular  line  a  number 
particular  group  of  men  to  help  Thus  the  qrouDinnVth104'0"  bUt  ®aCh  havin9  his 
changed,  each  workman  belonging ft,  eight  Zerlm  ,n' ^ Sh°P  'S entirely 

particular  functional  boss  whom  hehaocenstrl 5rentb.groups  according  to  the 
The  following  is  a  brief  descriDtion  nftho  a  *bS  w?rk,ng  under  at  the  moment, 
functional  bosses  which  the  writer  has  fn  ^  d+Ut‘eS  °f  the  four  ^P63  of  executive 
of  the  shop:  (1)  ga^baE^^1?  Pr°f'43b,e  t0  USe  in  the  active  work 
bosses.  .  9  9  63,  (2)  Speed  bosses'  O)  inspectors,  and  (4)  repair 
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THE  WEALTH  OF  NATIONS* 

By  Adam  Smith t 


OF  THE  DIVISION  OF  LABOUR 

pJof  TT  «  lab°ur’  «  *» 

aprrc«rh^ 

more  easily  understood,  bycor^id^^  business  of  society,  will  be 

lar  manufactures.  It  is  commonly  supposed  to  h^ ner  it  operates  in  some  particu- 
t^ones;  not  perhaps  that  it 

citation'ls^taken'from'&e'lTSs'edltion  oftheljook?6111  Ubrary  SerleS’  1937  (pp-  4-15)-  This 
considered  the  fo  u  nder  th^ Sclence°of ^Econo  rnics°S°Pby  **  the  UniVersity  of  Glasgow,  is 
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more  importance:  but  in  those  trifling  manufactures  which  are  destined  to  supply 
the  small  wants  of  but  a  small  number  of  people,  the  whole  number  of  workmen 
must  necessarily  be  small;  and  those  employed  in  every  different  branch  of  the 
work  can  often  be  collected  into  the  same  workhouse,  and  placed  at  once  under 
the  view  of  the  spectator.  In  those  great  manufactures,  on  the  contrary,  which  are 
destined  to  supply  the  great  wants  of  the  great  body  of  the  people,  every  different 
branch  of  the  work  employs  so  great  a  number  of  workmen,  that  it  is  impossible 
to  collect  them  all  into  the  same  workhouse.  We  can  seldom  see  more,  at  one 
time  than  those  employed  in  one  single  branch.  Though  in  such  manufactures, 
erefore,  the  work  may  really  be  divided  into  a  much  greater  number  of  parts 
than  in  those  of  a  more  trifling  nature,  the  division  is  not  near  so  obvious  and  has 
accordingly  been  much  less  observed. 


..  T° take  311  sample,  therefore,  from  a  very  trifling  manufacture;  but  one  in  which 
the  division  of  labour  has  been  very  often  taken  notice  of,  the  trade  of  the  pin- 
maker;  a  workman  not  educated  to  this  business  (which  the  division  of  labour  has 
rendered  a  distinct  trade),  nor  acquainted  with  the  use  of  the  machinery  employed 
in  it  (to  the  invention  of  which  the  same  division  of  labour  has  probably  given 
occasion),  could  scarce,  perhaps,  with  his  utmost  industry,  make  one  pin  in  a  day 
and  certainly  could  not  make  twenty.  But  in  the  way  in  which  this  business  is  now 
carried  on,  not  only  the  whole  work  is  a  peculiar  trade,  but  it  is  divided  into  a  number 
of  branches,  of  which  the  greater  part  are  likewise  peculiar  trades.  One  man  draws 
out  the  wire,  another  straights  it,  a  third  cuts  it,  a  fourth  points  it,  a  fifth  grinds  it 
a  he  top  for  receiving  the  head;  to  make  the  head  requires  two  or  three  distinct 
operations;  to  put  it  on  is  a  peculiar  business,  to  whiten  the  pins  is  another-  it  is 
even  a  trade  by  itself  to  put  them  into  the  paper;  and  the  important  business  of 
making  a  pin  is,  in  this  manner,  divided  into  about  eighteen  distinct  operations, 
which,  in  some  manufactories,  are  all  performed  by  distinct  hands,  though  in  others 
the  same  man  will  sometimes  perform  two  or  three  of  them.  I  have  seen  a  small 
manufactory  of  this  kind  where  ten  men  only  were  employed,  and  where  some 
of  them  consequently  performed  two  or  three  distinct  operations.  But  though  they 
were  very  poor,  and  therefore  but  indifferently  accommodated  with  the  necessary 
machinery,  they  could,  when  they  exerted  themselves,  make  among  them  about 
elve  pounds  of  pins  in  a  day.  There  are  in  a  pound  upwards  of  four  thousand 
pins  of  a  middling  size.  Those  ten  persons,  therefore,  could  make  among  them 
upwards  of  forty-eight  thousand  pins  in  a  day.  Each  person,  therefore,  making  a 
tenth  part  of  forty-eight  thousand  pins,  might  be  considered  as  making  four  thou¬ 
sand  eight  hundred  pins  in  a  day.  But  if  they  had  all  wrought  separately  and 
independently,  and  without  any  of  them  having  been  educated  to  this  peculiar 
business,  they  certainly  could  not  each  of  them  have  made  twenty,  perhaps  not 
one  pin  in  a  day;  that  is,  certainly,  not  the  two  hundred  and  fortieth,  perhaps  not 
the  four  thousand  eight  hundredth  part  of  what  they  are  at  present  capable  of 

performing,  in  consequence  of  a  proper  division  and  combination  of  their  different 
operations. 


In  every  other  art  and  manufacture,  the  effects  of  the  division  of  labour  are 
similar  to  what  they  are  in  this  very  trifling  one;  though,  in  many  of  them,  the  labour 
can  neither  be  so  much  subdivided,  nor  reduced  to  so  great  a  simplicity  of  opera¬ 
tion.  The  division  of  labour,  however,  so  far  as  it  can  be  introduced,  occasions 
in  every  art,  a  proportionable  increase  of  the  productive  powers  of  labour.  The 
separation  of  different  trades  and  employments  from  one  another  seems  to  have 
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taken  place,  in  consequence  of  this  advanta no  Th;^ 

carried  furthest  in  those  countries  which  eniov  thJh  nh?' PtaHrat,on  too  ls  generally 
improvement;  what  is  the  work  of  on*.  °y  -he  h  ghest  de9ree  of  industry  and 
generally  toatof  severaHrf a*  Unproved  one^to  01  f  *“•  °' 

is  generally  nothing  but  a  farmer  thP  man  \  f  Gfy improved  society,  the  farmer 
The  labour  too  which  is  nothin9  bUt  3  manufac‘^- 

almost  always  divided  amona  a  aL?  ^  .^0"3  complete  manufacture,  is 

are  employed  in  each  branch  of  the  linen^  °f.hand®‘  Howmany  different  trades 
growers of the  flax and T  manufactures-  *om  the 
the  dyers  and  dressers  ^  the  clll  8nd  Sm°°thers  of  the  linen-  or  ‘° 

This  great  increase  of  the  quantity  of  work  whinh  : 
division  of  labour  the  same  numhor  ^  T°  k’  h  ch’  n  C0nseciuence  of  the 
to  three  different  circumstances-  first  tothe^  are  capable  of  Performing,  is  owing 
won™,  secondly,  ,o 

from  one  species  of  work  to  another  and  lastly  to  the?  commonly  lost  in  passing 
of  machines  which  facilitate  and  abridoe  laho,’  *  ^  "tl0n  of  a  9reat  number 
work  of  many.  9®  l3bour’  and  enable  one  man  to  do  the 

ttie'qums^ iSw  “rkman  ““““'V  increases 

every manto businessas smn^one^mple operatton'anrth ^oon  by  reducing 
the  sole  employment  of  his  life  •,  peratl0n' and  by  making  this  operation 

the  workman.  /^common  smith  'y 'ncress«  ^  moch  the  dexterity  of 

has  never  been  used  to  make  nails  if  unnn9*1  accustomed  10  handle  the  hammer, 

to  attempt  it  will  scarce  I  am  acq.  r**H  h*  some  Part'cular  occasion  he  is  obliged 

nails  in  ! day,  atSTse 0r#re*  “ 

to  make  nails,  but  whose  sole  or  Dhnrinai  h  ‘  A  *u  h°  has  been 

can  seldom  with  his  utmost  dilinem-o  Pl.  usiness  bas  not  been  that  of  a  nailer, 

nails  in  a  day.  9  ^  m°re  th3n  eight  hundred  or  a  thousand 

paSgS  by  SaV"’9  8,6  *"»  common^  lost  in 

view  te  ap,  1""**  9,Mer 'han  wa  should al *» 

work  to  another  that  is  carried  nnin  °  P3SS  very  quickly  from  one  kind  of 
A  country  weaver,  who  cultivates  a  smaiM^"* plaCe’ and  Wlth  quite  familiar  tools, 
passing  from  his  loom  to  the  field  and  t  arT.’  mUSt  lose  a  9ood  deal  of  time  in 
trades  can  be  carned  on  inThet  l  1?™  the  fie,d  to  his  ,00m-  When  the  two 
less.  It  is  even  in  this  case  however  ous®*  ,oss  °f  time  is  no  doubt  much 
a  little  in  turning  his  hand’from  one  sort^nf0^1^31516’ Aman  commonly  saunters 
begins  the  new  work  he  is  seldom  verv  k  mP  °^r?,ent  to  another-  When  he  first 
does  not  go  to  it  and  fo  \nrl IT  ¥  °  3nd  hearty:  his  mind>  aa  ‘hey  say, 

pose.  .  .  9  '  d  f°r  S°me  t,me  he  rather  Rifles  than  applies  to  good  pur- 

andabridgeT  by  theapplfcation^ ofTra!^8  S6n3‘ble  how  much  labour  is  facilitated 
example.  I  shall  '*  r  t0  9iV6  a"y 

by  which  labour  is  so  much  facilitated  and  ah  v^6  'nventl0n  of  aN  ‘hose  machines 
owing  to  the  division  of  labour  Man  abridged  seems  to  have  been  originally 

readier  methodsTaSc  a„^i  “7  T"  "’°re  llkaly  to  disc°v“  “>** 
is  directed  towards  S  SSf  l  .  whote  a"«™  »<  their  minds 

veriety  of  ^  1  ,dlSS'Pa,ed  am°"9  a  9,9at 

mmvs  attention 
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ob)«cf,  It  (h  naturally  to  tie  ogieetnil.  therefore.  that  some  one  nr  new  „» 
who  am  employed  >»>  •*.*  h  Pedicular  branch  of  labour  should  soon  find  out  S 
and  road,*,  methods  of  po,tarm.nq  mW  own  particular  work,  wherever  tho  nature 
of  it  admits  of  such  improvement  A  great  part  of  tho  machines  made  use  of  n 
those  manufactures  «»  which  labour  is  most  subd,vid«d.  wore  original  tho  invom 
lions  of  common  work, no,,  who.  twn,  each  of  thorn  employed  ,n  some  vZ, 
simple  op*, ration,  naturally  turn,,}  thoir  thoughts  towards  finding  out  easier  and 
readier  methods  of  performing  it  ,  *  u 

All  tho  improvements  in  machinery,  however,  have  by  no  moans  boon  tho 

have  r/on  ma  !T!wTh  tnZZZ'Zn  *“  T  "W  M»V  <mprovomonts 

haw  boon  made  tty  tho  ingenuity  of  tho  makers  of  machines,  when  to  make  them 

****;  *rt M,mo  **  tha« of  th0M  « «»* 
philosophers  or  mun  of  speculation,  whose  trade  ,t  19  m»t  to  do  any  th.no  but  to 

observe  ovory  thing,  and  who,  upon  that  account,  are  often  capable  of  combining 

f^othor  tho  powers  of  tho  lined  distant  and  dissimilar  objects.  In  tho  progress  ol 

mwtv,  philosophy  or  specula* um  becomes,  l,kn  ovory  other  employment  the 

f  '  subdivided  into  4  groat  number  of  different  branches, 

each  of  which  afford,  ms  upabm,  a  „o,  uhar  tnbo  or  class  of  philosophers;  and 
this  subdivision  of  omj, luymem  «,  philosophy.  an  will  as  in  every  other  business 
improves  dmtonty  and  saws  tune  t  *•»>  mdividual  boeomun  more  expert  in  his 
own  poculur  branch mum  «mk  .*  done  upon  the  whoio.  and  the  quantity  of 
Maent.-o  is  consider  ably  m  »»*.,*, o.fby  ,1 

It  is  the  qmal  multiple  sd,.  ,n  ,d  the  prudm.nons  of  all  the  different  arts,  in  conse 
quern:,,  uf  the  division  of  labum.  whet,  evasions,  ,n  a  well  governed  society,  that 
universal  opulence  wfm  h  extends  itself  to  the  lowest  ranks  of  the  people.  pvery 

h»lk,uT  Um  “  ;l"ant,ty  ,.»  h,s  own  work  to  dispone  of  beyond  what  fie 
himself  flan  Oceanian  f or.  arid  me.,*  workman  being  exactly  in  the  same 
situation,  bo  m  enabled  ie  rochamp.  a  great  ijuantity  of  fits  own  goods  for  n  great 
quantity  or.  what  cum*,.  io  the  name  Bung,  for  the  pm,o  uf  a  great  quantity  of  theirs, 
Ho  supplies  thorn  abundantly  witft  wfiat  tfiey  have  occasion  fur,  arid  they  accom 
modato  him  an  amply  with  what  b»  f,an  ,»s  amen  for,  and  a  general  plenty  diffuses 
itself  through  all  Hu,  different  ranks  uf  the  nowtdy 


*WNC,PLK  WM,CM  0»VKS  OCCASION  TO  THE  DIVISION 
OF 1A80UW 

this  division  of  iafiuni,  from  which  so  many  advantages  are  derived,  m  not 
originally  trio  effect  of  any  human  w««Pim,  which  fonmoos  ami  intend!!  that  general 
opulence  to  which  a  give.  «<*  <  a.mn  !t  i*»  the  nummary,  though  very  alow  and 
gradual,  wtrw| ounce  .,f  a  certain  piuperomy  m  human  naturo  which  firm  in  view 
no  nudi  extensive  many,  the  pnipeiM./ t,t)l  k.  hartor,  ami  ewihnngo  one  thing 

As  It  IS  by  treaty,  by  barter,  and  by  purchase,  tfmt  wo  obtain  from  orto  another 
t bo  greater  pan  uf  those  mutual  good  affK.es  which  we  stand  in  need  of,  so  it  in 
this  same  tie.  king  disposition  whu  h  eng, natly  gives  occasion  to  tho  division  of 
labour  in  a  tube  f.,t  hontei  s  .-a  shepherds  rt  particular  person  makes  bows  anti 
arrows,  fur  example,  with  mum  lemfsncss  ami  doHouty  than  any  other  He  fro 
gauntly  mi  bongos  then,  b.r .  atfie  >n  for  von, son  witft  fits  companions;  and  he  finds 
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at  last  that  he  can  in  this  manner  get  more  rattio 

went  to  the  field  to  catch  them.  From  a  regard  to  tha"  if  he  himse,f 

making  of  bows  and  arrows  grows  to  be  his  rhtof  h  ,nterest’  therefore,  the 

sort  of  armourer.  Another  excels  in  makinn  the  /  b  siness>  and  he  becomes  a 
huts  or  moveable  houses.  He  is  accustomed  C0Vers  0f  their  little 

neighbours,  who  reward  him  in  the  same  ma  f°  bu  °f  USe  In  this  way  to  his 
at  last  he  finds  it  his  interest  to  dedicate  himZif  ^  f3™6  and  with  venison.  till 
to  become  a  sort  of  house-carpenter  to  the  Jme  m  ^  V  t0  th'S  emp,oyment.  and 
or  brazier;  a  fourth  a  tanner  o?  dressir  o  hSl?  T"  3  third  beCOmes  a  smith 
clothing  of  savages.  And  thus  the  certaintv  of  pnncipal  part  of  the 

surplus  part  of  the  produce  of  his  own  |ajL  *  b  ,9.able  to  exchange  all  that 
consumption,  for  such  parts  of  the  produce  of  othh'Ch  'S  °Ver  3nd  above  his  own 
occasion  for,  encourages  every  man  to  an^  K  T 1 S  '3b0ur  as  he  may  have 

and  to  cultivate  and  bring  to  perfection  whxtJ  t0  3  particu,ar  occupation, 

for  that  particular  species  Xstoess.  6'  ***  °r  9enius  he  may  p°ssess 
The  difference  of  natural  taipnto 

we  are  aware  of;  and  the  very  different  oento^  T^18’  reality-  much  less  than 
of  different  professions,  when  grown  upto  mati7r!tl?h  appears  to  distinguish  men 
so  much  the  cause,  as  the  effect  of  the  Hiu'  •  ,  ^  ls  n°t  uP°n  many  occasions 

the  most  dissimilar  characters,  between  a  phtosoDhe°Ur  difference  between 
ter,  for  example,  seems  to  arise  not  so  m,,!!  Ph  and  a  common  street  por- 
and  education.  When  they  came  into  the  h  w°T  nature’  as  from  habit,  custom, 
their  existence,  they  were? **  six  to  years  of 
play-fellows  could  perceive  any  remarkable  diff^  ’  ^  neither  their  parents  nor 
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GENERAL  AND 

INDUSTRIAL  MANAGEMENT* 

By  Henri  Fayoft 

perior  only.  unity  ofPcommShdU,d  reCe'Ve  °rderS  from  one  su‘ 

present  necessity  and  wielding  an^tof LenTn l®"81 "9  fr°m  9eneral  and  ever- 
my  way  of  thinking,  is  at  leS^a  ^ anTnZ  C°"dUCt  °f  affairs-  whi<*  to 
be  violated,  authority  is  undermtoed  dtoctolin^f-  PnnC'Ple  whatsoever-  Should  it 
stability  threatened.  This  rule  seems  fundament  iT jeopardy’  order  disturbed  and 

- “  -  - 

£™?ssio^  (PP'  24-25' 68-™)- 

t  The  authorrwas^^^?g  ^  Consfem^e  Storrs!)Ue  ®onaParte  Paris, 
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person  or  department,  uneasiness  makes  itself  felt  and  should  the  cause  persist 
he  disorder  increases,  the  malady  takes  on  the  appearance  of  an  animal  organism 
troubled  t>y  a  foreign  body,  and  the  following  consequences  are  to  be  observed: 
either  the  dual  command  ends  in  disappearance  or  elimination  of  one  of  the 
superiors  and  organic  well-being  is  restored,  or  else  the  organism  continues  to 

wither  away.  In  no  case  is  there  adaptation  of  the  social  organism  to  dual  com- 
mand. 

Now  dual  command  is  extremely  common  and  wreaks  havoc  in  all  concerns 
large  or  small,  in  home  and  in  State.  The  evil  is  all  the  more  to  be  feared  in  that 

it  worms  its  way  into  the  social  organism  on  the  most  plausible  pretexts  For 
instance — 


(а)  In  the  hope  of  being  better  understood  or  gaining  time  or  to  put  a  stop 
forthwith  to  an  undesirable  practice,  a  superior  S*  may  give  orders  directly  to  an 
employee  ^without  going  via  the  superior  S\  If  this  mistake  is  repeated  there  is 
dual  command  with  its  consequences,  viz.,  hesitation  on  the  part  of  the  subordi¬ 
nate,  irritation  and  dissatisfaction  on  the  part  of  the  superior  set  aside,  and  disorder 
in  the  work.  It  will  be  seen  later  that  it  is  possible  to  by-pass  the  scalar  chain  when 
necessary,  whilst  avoiding  the  drawbacks  of  dual  command. 

(б)  The  desire  to  get  away  from  the  immediate  necessity  of  dividing  up  authority 
as  between  two  colleagues,  two  friends,  two  members  of  one  family,  results  at 
times  in  dual  command  reigning  at  the  top  of  a  concern  right  from  the  outset 
Exercising  the  same  powers  and  having  the  same  authority  over  the  same  men 
the  two  colleagues  end  up  inevitably  with  dual  command  and  its  consequences’ 
Despite  harsh  lessons,  instances  of  this  sort  are  still  numerous.  New  colleagues 
count  on  their  mutual  regard,  common  interest,  and  good  sense  to  save  them  from 
every  conflict,  every  serious  disagreement  and,  save  for  rare  exceptions,  the 
illusion  is  short-lived.  First  an  awkwardness  makes  itself  felt,  then  a  certain  irritation 
and,  in  time,  if  dual  command  exists,  even  hatred.  Men  cannot  bear  dual  command 
A  judicious  assignment  of  duties  would  have  reduced  the  danger  without  entirely 
banishing  it,  for  between  two  superiors  on  the  same  footing  there  must  always  be 
some  question  ill-defined.  But  it  is  riding  for  a  fall  to  set  up  a  business  organization 

authority  SUpen°rS  0n  equal  footing  without  assigning  duties  and  demarcating 

(c)  Imperfect  demarcation  of  departments  also  leads  to  dual  command:  two 
superiors  issuing  orders  in  a  sphere  which  each  thinks  his  own,  constitutes  dual 
command. 

(d)  Constant  linking  up  as  between  different  departments,  natural  intermeshing 
of  functions,  duties  often  badly  defined,  create  an  ever-present  danger  of  dual 
command.  If  a  knowledgeable  superior  does  not  put  it  in  order,  footholds  are 
established  which  later  upset  and  compromise  the  conduct  of  affairs. 

In  all  human  associations,  in  industry,  commerce,  army,  home,  State,  dual 
command  is  a  perpetual  source  of  conflicts,  very  grave  sometimes,  which’ have 
special  claim  on  the  attention  of  superiors  of  all  ranks. 

***** 

Such  is  the  system  of  organization  as  conceived  by  Taylor  for  running  the 
ideas  °PS  °f  3  l3r96  mechanical  engineering  concern.  It  turns  on  the  two  following 
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(а)  Need  for  a  staff  to  help  out  shon 

(б)  Negation  of  the  principle  of  unity  of  command  f°remen- 

dangerous1"6  t0  me  t0  be  900d’  30  *•  second  seems  unsound  and 

(a)  Need  for  a  Staff  to  Help  out  Shop  Foremen  and  Foremen 

Taylor,  better  than  anyone  else,  demonstrated  tho  ^  ,  • 

the  responsibility  laid  upon  the  men  in  charnel  h  mplexity  and  weight  of 
shop.  They  cannot  carry  out  their  work  satisfartl^i  mechanical  engineering 
his  objective,  Taylor  devised  and  carried  out  ^  ^  5  ^  he'P'  To  attain 

specialists  are  attached  to  the  foreman  who a^,  ^T'"9  procedure:  sundry 
special  knowledge  at  his  command  and’reiS  ^Solve  him  from  having  to  have 
tions  which  would  occupy  too  great  alrtnfh^0' the  innumerable  interrup- 
staff.  .  .  .  Hitherto  the  need  has  been  meS  a  T*.  ™S  the  WOrk  of  the 
torily.  I  consider  that  Taylor  has  rendered  great  T®*  bUt  rarely  ^fee- 

importance  of  such  a  mechanism  and  to  the  man^Tg?  inSSgT""0" t0  ** 

(b)  Negation  of  the  Princip.e  of  Unity  of  Command 

scornfully  by  him  Is  re^red  to  somewhat 

only  shop  foreman  or  gang-boss _ is  to  ho  ah  ?e,ve  mstructions  from  one  man 

himself  some  adherents  to  theprincjpte  of  imftvnof>neCl  '  ‘  '  Accord*"9  to  Taylor 
e.van  at  his  instance.  For  myself  Ido  not  thinkthat  j'ommand  would  not  abjure  it 
violation  of  this.  Nevertheless,  Taylor  successfil  P  Ca"  be  weN  run  in  fla9rant 

How,  then,  can  this  contradiction  be  explained?^  managed  lar9e-scale  concerns, 
was  able  to  reconcile  fuMionallsm  S  Z  ““  'n  pracfa  Ta*“ 

that  is  a  supposition  whose  accuracy  I  ®  f  P  of  unity  of  command,  but 

matters  day  in  and  day  out,  to  verify-  business 

has  to  be  reconciled  with  unity  of  command 2  ®  u,031*11'  Chain’  funct'onalism 
this  Taylor  must  have  had  in  good  measure  derab,e  abl,lty  is  demanded  and 
.  th,nk  '*  dangerous  to  allow  the  idea  tn  „o- 
ummportant  and  can  be  violated  with  imoS9^1'^  that  Unity  of  c°mmand  is 
treasure  the  old  type  of  organizatio^n  ■?’  T''  thin9s  chan9e-  us 

oh/1’  a^er  a,,-  be  easily  reConCiledtasnrec(^menrilpd,h0fTCOmmand  iS  honoured-  « 
given  to  superintendents  and  foremen.  nded  by  Taylor'  with  the  assistance 

anoint  ^^^^niringThe  inventor  of  hidffspe  ^n<ltio^al  mana9ement  do  not 
and  precise  methods  in  conditions  of  work9thfP  d  Ste®  ’ the  Pioneer  of  minute 
the°’  fVin9  made  dlsc°veries,  shrank  from  no  pff ®|ler9etlc  and  adept  industrialist 
them  o  practical  application,  and  the  tireless  ornna  n°r  apared  any  Paina  to  make 
p  oflt  from  his  trails  and  experiments.  pr°Pa9andist  who  meant  the  world 
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THE  SOURCE  OF 
MANAGERIAL  AUTHORITY* 

By  Cyril  J.  O’DonnelF 


For  four  decades  none  of  the  writers  in  the  management  field  inquired  into  the 
nature  of  authority,  not  even  into  its  source.  This  is  not  strange,  of  course,  when 
one  considers  that  their  main  interest  was  in  the  specialization  of  enterprise  tasks. 
Blit  it  is  significant  that  none  seemed  to  think  that  the  right  of  managers  to  give 
orders  would  be  questioned.  Seeing  all  about  them  that  business  men,  in  fact,  did 
give  orders  and  that  they  were  generally  obeyed,  that  the  state  promulgated  laws 
and  that  these  were  generally  obeyed  also— seeing  these  things,  the  facts  seemed 
to  point  to  acceptance  of  the  idea  that  the  right  to  issue  orders  must  certainly  rest 
with  the  business  managers.  Indeed,  if  the  question  had  been  put  to  them  they 
probably  would  have  agreed  with  Petersen  and  Plowman,  who  state  that 

“Under  our  democratic  form  of  government  the  right  upon  which  managerial 
authority  is  based  has  its  source  in  the  Constitution  of  the  United  States  through 
the  guaranty  of  private  property.  Since  the  Constitution  is  the  creature  of  the 
people,  subject  to  amendment  and  modification  by  the  will  of  the  people,  it  follows 
that  society,  through  government,  is  the  source  from  which  authority  flows  to 
ownership  and  thence  to  management.”1 

*  *  *  *  * 

First  among  the  writers  in  the  field  of  management  theory  to  question  this 
accepted  doctrine  was  Chester  I.  Barnard,  Harvard  graduate,  successful  top  man¬ 
ager  of  large-scale  enterprises,  and  the  author  of  The  Functions  of  the  Executive * 
Apparently  reading  widely  in  the  fields  of  philosophy  and  psychology,  and  being 
much  impressed  by  the  political  theory  of  Harold  Laski,  Barnard  postulates  that 
a  correct  theory  must  be  consistent  with  the  facts  and  then  proceeds  to  enumerate 
several  instances  wherein  the  members  of  an  organization  have  refused  to  obey 
persons  in  authority.  On  the  basis  of  these  “facts”  he  states  that  “.  .  .  the  deci¬ 
sion  as  to  whether  an  order  has  authority  or  not  lies  with  the  persons  to  whom 
it  is  addressed,  and  does  not  reside  in  ‘persons  of  authority'  or  those  who  issue 
these  orders.”  This  concept  means,  if  anything,  that  the  source  of  authority  lies 
in  the  members  of  an  organization,  that  they  confer  authority  upon  their  superior 
by  deigning  to  accept  and  act  upon  commands,  that  they  may,  if  they  wish,  decide 
to  accept  orders  seriatim,  and  that  they  may  withdraw  conferred  authority  at  any 
time  by  refusing  to  obey  the  commands  of  their  superiors. 

***** 


,o^RePri^odooy  Permission  ‘he  Political  Science  Quarterly,  Vol.  67,  No.  4  (December 
lyozj,  pp.  573—00. 

t  The  author  is  Professor  of  Business  Organization  and  Policy,  University  of  California 
at  jlos  Angeles. 

a£u-E'  Grosvenor  Plowman,  Business  Organization  and  Management 
(Chicago,  1949),  p.  62.  This  is  a  very  restricted  view  of  the  source  of  authority. 

2  Cambridge,  1950.  Succeeding  quotations  from  Barnard  are  from  his  Chapter  12. 
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.  .  .  Robert  Tannenbaum3  dubs  as  “formal”  +h 
it  is  viewed  as  “originating  at  the  too  of  an  nm?3?0^  of  a  manager  when 
downward  therein  through  the  process  of  .  °  ga"l2atl0n  hierarchy  and  flowing 
authority  as  a  right  conferred  upon  a  manaqer  b?? 'K  H®  thinks  of  “informal” 
authority  is  equated  with  Barnard’s  compLe^nn  SUbo'dlnates-  Thus,  informal 
practical  matter,  does  not  actually  differ  from  Ra  au  But  Tannenbaum,  as  a 
“The  real  source  of  the  authority possessed^ ^  '  ,?®CaU3e  he  says' 

ance  of  its  exercise  by  those  who  are  subject  to  ?tn'ndlv'Jual  l,es  in  tha  accept- 
mdividual  who  determine  the  authority  whiih  hi  *'  *  'S  the  subord'nates  of  an 
in  effect,  nominal  authority.  It  becomes  real  omt  T  W'®ld  F°rmal  authority  is, 
In  order  to  substantiate  this  conceptiln  lfT  ^  "  rt  13  ac^P»ed.” 

provingly  from  Barnard,  Kardiner  Beme  ai  ?°%  Tannenbaum  quotes  ap- 
selekman4  simply  cannot  make  tip  his  mind  llhT"'  J- ‘  '  And  1  maV  add  that 
“It  is  true  enough  that  the  manLlt  *  the  subject  80  he  says: 
obtain  consent  to  his  decisions  from9theemenXuStlVtmUSt’  d'rectly  °r  indirec‘ly. 
consent  now  receives  ever-increasing  recoantoorfw  'mith®  importance  of  such 
wields  authority  over  his  workers  as  oTSh?^' 1 Im^?'®33’  the  onager  still 
owners  of  the  business.’’  r|gnt— a  nght  delegated  to  ,him  by  the 

Authority  is  the  right  to  command  or  to  art  it  ■*  >■ 
power  to  coerce,  for  obviously  if  there  were  mp  Ies  the  Possession  of  the 
enterpnse  would  become  disorganized  and  unahi IT  l°  ®nforce  an  order  the 
realize  how  clear  this  is,  the  reader  should  TH  f  ®V®  itS  purP°se-  To 
busmess  if  workers  failed  to  adhere  to  the  lnlninn  ^  ,^  W0Uld  happen  in  a 

**  t0  _ 

to  laws  as  well  as  the  power  to  enforce  laws  anTP?  ,n  3aying  that  “submission 

beT-"‘. «.6T6  willoniyf be'^iarchy’  WoT ’n<l'Spensable h“™» 

The  prime  requisite  and  firm  creator  nf  an  ^  W®St  13  °f  the  °Pinion  that 
maintained  by  force.  For  human  nature  issulhth  C°mmunity  /ife  &  a  law  or  order 
relationships,  it  is  subject  to  the  permanent  th  l 3 '  itS  most  necessary  social 
which  misinterprets  facts,  misjudges  events  anTth  ^  Self-assertive  impulse, 
justificatory  passion,  breaks  the  social  bond  ’  ^  th®n’  through  consequent  self- 
m^y  cla.m  this  as  adequately  confirmed  Nurs^l?  T  eXt®mally  restrained.  We 
'f' Social  and  natural  history  confirm  it  Modem  ^  s*udies  and  family  life  confirm 
our  common  sense  tendsTo  coS  iWo  7Th°'°9y  confirm8  it-  And  finally 
In  ltself  a  final  confirmation.  Individual  arono*  °th®rS  ®XC6pt  ourselves,  which 
own  cause.  And  if  we  try  to  do  so,  we  shall  L7eTtl0w"State’  We  cannot  J'ud9e  our 

*  ^Bronislaw  ^  ^  ’  1947>’  PP‘ 

•^r d  West,  ,  *7. 
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■  n  tu6.case  of  pnvate  business  enterprise  the  authority  relationships  operate 
in  much  the  same  way.  Americans  have  not  deprived  themselves  of  their  common- 
law  freedom  to  engage  in  business  activity.  It  is  true  that  elaborate  safeguards  for 
the  rights  of  others  have  been  spelled  out  in  ordinance,  rule,  law  and  constitution, 
but  within  this  framework  anyone  can  engage  in  business  as  an  individual  proprie¬ 
torship  or  on  a  partnership  basis  without  special  permission.  Since  corporations 
are  legal  persons  created  by  law,  their  managers  exercise  authority  which  has 
reached  them  through  the  chain  of  delegation  from  the  people  to  their  constitution 
and  thence  through  government  to  its  creature.  But  whether  a  manager  is  operat¬ 
ing  an  incorporated  enterprise  or  not,  his  subordinates  are  obliged  to  obey  his 
lawful  orders,  as  long  as  the  employer-employee  relationship  exists,  because  the 
right  to  command  issues  ultimately  from  the  collective  will  of  the  people.  Neither 
the  individual  subordinate  nor  the  trade  union  to  which  he  may  belong  is  in  a 
position  to  disobey  those  commands. 


From 

CONCERNING  CIVIL  GOVERNMENT* 

By  John  Locke 


The  great  and  chief  end,  therefore,  of  men  uniting  into  commonwealths,  and 
putting  themselves  under  government,  is  the  preservation  of  their  property;  to 
which  in  the  state  of  Nature  there  are  many  things  wanting. 

Firstly,  there  wants  an  established,  settled,  known  law,  received  and  allowed 
by  common  consent  to  be  the  standard  of  right  and  wrong,  and  the  common 
measure  to  decide  all  controversies  between  them.  For  though  the  law  of  Nature 
be  plain  and  intelligible  to  all  rational  creatures,  yet  men,  being  biased  by  their 
interest,  as  well  as  ignorant  for  want  of  study  of  it,  are  not  apt  to  allow  of  it  as  a 
law  binding  to  them  in  the  application  of  it  to  their  particular  cases. 

Secondly,  in  the  state  of  Nature  there  wants  a  known  and  indifferent  judge,  with 
authority  to  determine  all  differences  according  to  the  established  law.  For  every 
one  in  that  state  of  being  both  judge  and  executioner  of  the  law  of  Nature,  men 
being  partial  to  themselves,  passion  and  revenge  is  very  apt  to  carry  them  too  far, 
and  with  too  much  heat  in  their  own  cases,  as  well  as  negligence  and  uncon¬ 
cernedness,  make  them  too  remiss  in  other  men’s. 

Thirdly,  in  the  state  of  Nature  there  often  wants  power  to  back  and  support  the 
sentence  when  right,  and  to  give  it  due  execution.  They  who  by  any  injustice 
offended  will  seldom  fail  where  they  are  able  by  force  to  make  good  their  injustice. 
Such  resistance  many  times  makes  the  punishment  dangerous,  and  frequently 
destructive  to  those  who  attempt  it. 

Thus  mankind,  notwithstanding  all  the  privileges  of  the  state  of  Nature,  being 
but  in  an  ill  condition  while  they  remain  in  it  are  quickly  driven  into  society.  Hence 

Ideasf"vol.C^>(pp^5^54^nn*Ca’  ^  WUliam  Benton’  Publisher,  Chicago,  1952,  The  Great 
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ft  comes  to  pass,  that  we  seldom  ^ 

in  this  state.  The  inconveniences  that  thej  iTthere^n  e  ^  a"y  time  together 
and  uncertain  exercise  of  the  power  even/man  S,  ?  exP°sed  to  by  the  irregular 
of  others,  make  them  take  sanctuary  undeT  the  estahr^'?109  th®  tran9ressions 
and  therein  seek  the  preservation  of7heir  propeL  nt  ?^  ?WS  °f  9°vernment, 
give  up  every  one  his  single  power  of  DurShZ  tth  makes  them  so  widingly 
as  shall  be  appointed  to  hamon^  Si?!  exfrcised  *  such  alone" 
or  those  authorised  by  them  to  that  purpose  shalUnro  83  38  the  community, 
the  or,ginai  right  and  rise  of  both  the  leqislativS  l^9  °a  And  in  this  we  have 
of  the  governments  and  societies  themfelves  *  executlve  Power  as  well  as 

l»  Na,Ure  *>  °"’it «"  i»  ta.  Of  Mgte,  a  ^ 

of  «»  Preservation 

the  socety,  so  far  forth  as  the  preservation  of  Eim^ff  'Tf*  by  laws  made  by 

of  the  SOdiety  in  -y 

force,  whichh^mEeforeempioy Ke^c^8 UP’  ^  en9ages his natural 
own  angle  authority,  as  he  though  fft  to  asiTthe?  °f  ^  law  °f  Nature>  bY  his 
as  the  law  thereof  shall  require  For  beinq  now  ®  T'  *  P°wer  of  the  society 
enjoy  many  conveniences  from  the  labour  ace-  ?  3  nSW  State’  wherein  he  is  to 
the  same  community,  as  well  as  protecS  S?!'  and  socie*  of  others  in 
also  with  as  much  of  his  natural liberty  in^m  S  Wh°'e  Strength-  he  »  to  part 

prospenty,  and  safety  of  the  society  shSl’rea.Sr»VldLn9uf0r  himself-  as  the  good 

just,  since  the  other  members  of  me  society  d °"ly  "6cessary  but 

weaim,  is  bound  to  govern  by  estaMshSstendinq' ^  °f  any  commo"- 
whotoT!’  and  n0t by  extemPOrary  decreed  hS promulgated  a"d  known 

comm  6 -1°  decide  controversies  by  those  laws-  a  "d'fferent  and  upright  judges, 

reZss  f'ty  3t  h°me  °n,y  in  the  execution  of  such  ia  emP'°y  the  force  of  the 
ressto9„,nWesand^^ 


8.  CONTINENTAL  ELECTRIC 
COMPANY 


Case  Introduction 


SYNOPSIS 

_  TJ* 5  C°ntinental  Electric  Company  is  organized  by  relatively  autono- 

of  e^LTriSrprodumTo1  **  manufaCtUre  and  sale  of  a  diverse  number 
which  T°P  company  management  has  a  set  of  goals  on 

j.rp  P  rformance  of  division  managers  is  evaluated  There  is  a 

d^ereno'  of  opinion  between  top  management  and  SSh  rn^agar 

UP  to  afanTd0  Mr  DiVlSi0n-  38  “  WhKh“  *•  -Bvisim 

staff  iefSd  «!'  Pan  L  Same  tlme' Mr- North  ™d  hia  technical 
loid^nnnof*,"  hQ  Ch01Ce  between  three  investments  in  new  techno- 
i  a  ^  n'  ?®  must  recommend  one  of  these  to  meet  perform- 

lU‘r-  Var‘OUS  °pmonS  and  technical  data  are 
sed  to  try  to  choose  which  capital  investment  to  make. 

WHY  THIS  CASE  IS  INCLUDED 

This  case  offers  opportunity  to  look  at  the  philosophy  of  the  decentral- 
nZolo5°ri?  of  organization— what  advantages  it  skouldhave  for  both  tech¬ 
nological  excellence  and  human  motivation.  However,  the  details  of 
making  decentralization  work,  both  from  a  financial  and  a  human  stand¬ 
point,  are  not  so  simple  as  the  philosophy  indicates. 

time^confl ^?lportant  are  conflicts  between  objectives  at  any  one 
time,  conflicts  of  long-  versus  short-run  objectives,  the  perceptions  of 

nrohle”  TgS  °f  'r*  ***  See  in  attaining  objectives 

I611!1?1181  execiJtives  who  balance  objectives  but  who  also 
mij^t  obtain  highly  technical  information  from  staff  specialists 

The  case  offers  opportunity  to  understand  some  concepts  of  financial 
management— the  relation  of  profits,  cash  flows,  and  time— and  the  rela¬ 
tion  of  long-term  to  short-run  profits. 

Finally,  as  an  advanced  project,  this  case  provides  opportunity  to  test 
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(concurrence,  governance1  agreement  quant^cation  in  the  coordination 

— 

of,enttmmt,  authority  o,  person^ 

DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

“  The  author  index 

company  by  product  SvSto^rather th°  by  organizing  ‘he 

(manufacturing,  sales  etc )?  IlWra!^  "  by  functional  divisions 
management  expects  thTs  i;!  Wlth  facts  from  the  case  as  to  how 

Northand  ^  (Sh?ld>  affect  *e  actions  of 

°f  the  Electric  Motor  Division  n°nnc  and  technical  performance 

Read:  Curtice,  “General  Motors  Organization  Ph,w  u  a  o 

ture.”  Shillinelaw  a  8  mzation  Philosophy  and  Struc- 

2.  From  the  viewS  oT'sMHn^’'''"*  PP'  m^S- 
why  do  Richardson  and  Grundy  view  NorthW?*  flnancial  objectives, 
tory,  while  North  views  his  own  Jit rth  SP‘ erformance  as  unsatisfac- 
Read:  trucker  tL  p  T  P^ormance  as  realistic? 

121,  128-31.  °  ^  °f  Mana9ement,  pp.  62-64,  66,  84-87, 

and  y  °f 

patent  to  current  expenses  or  to  charge  it^’ *  ^  the  C0St  of  the 

Head,  W  explanation  of  cat  X( ExiiStfUo  „ 

QuTs'tilT”^  PP  “«*•  «*  «ao  «"a.eT"S: 

°F -structural  and 

,“7  sisr-  " ** 

-  -  U-  and  «chni- 

cause  friction  between  North  and  Gla<? I  /i1  ^rgamz^tl0ns— -what  might 
cepted?  If  we  view  North  as  a  specialist  J thg  latter’s  Project  is  not  ac- 
generalist  over  all  products  is  this  aNn  r"  m°t0rS  and  Richardson  as  a 
executives?  ’  bls  a*so  true  between  these  two  “line” 

63-€5^^77-78^ ^Eteiord^^vr^^'^t^  ^  12~13,  19~21>  61> 

tional  Effectiveness.”  '  ri  y  Structure  and  Organiza- 

the  total  profit  to  the  company  generated6011116^11!6511116111  projects  were 
advantage  would  this  have?  What  limits  *9' u^fe°f  theproiect-  what 
selected?  ‘  What  llmitatlons?  Which  project  would  be 

y-  Suppose  that  the  only  criterion  for  capital  investment  were  the 
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SZZZS  thlT  fZ  rr  fr0m  the  I5™*"-  Manage  would 

ave  over  the  total  dollar  return  (Question  6)?  What  does  averao^ 

wouU  be  seUcS?  *'  PaybaCk  Peri°d  ft”m  each  pr<,J'c,?  Whi*  P»J<« 

StUdy:  ShibiKh2°d4f5r  de,erminln8  ““  Profit,  average  retoro, 

8.  Actually  Dr.  Glass  objected  to  the  average  rate  of  return  as  a  seler 
ion  criterion  for  investment  projects.  Examine  his  project  particularly 

to?,  T  J  ?ifigUf nS  *e  aVCrage- If  you  ™*e  ^  i  shoi  wW  would 

you  object?  What  factor  does  it  leave  out?  7  W0Uld 

Read:  rTcnlr?i0n  haS  to  d°  With  the  limitations  of  an  a^*as 

of  numbers.  Look  at  the  series  of  yfarly 
profits  in  Exhibit  5,  and  see  why  the  average  figure  may  be 
misleading.  For  those  interested,  review  the  use  of  the  average 
as  a  statistical  measure  in  any  introductory  statistics  text.  § 

POLICY  QUESTIONS 

nrni«??hl<Lh  pr°ject  *s  the  best  for  long-run  profits  of  Continental?  Which 
project  is  best  for  shorter-run  profits? 

Supp°se  you  want  a  criterion' for  selecting  investment  projects 

the  thrr^1”6  thC  W°rth  °f  a  Pr°iect— that  would  select  between 
the  three  taking  into  consideration  both  payback  period  and  amounts. 

would  you  use,  and  which  project  would  be  best? 

Head:  Lewis,  Financial  Controls  for  Management,  pp.  82-83. 

365-68*ren'  Accounting  f°r  Management  Control,  pp.  356-63, 

twVJly0U,Wei?  N°r,th’  which  project  would  you  recommend?  Would 
.  .  .  °n  what  is  best  for  the  company  as  a  whole?  (b)  What 

ex^u  ““  <f>  Wha*  “  b“‘  f”  W  “  an  employed 

the  reSst  SS  ^  Pi™ 

whM  lfh"’,'fh'  f  >»th  accuracy  in  the  decision  (deciding  on 

what  is  best  for  the  technology  and  finance  of  the  company)  and  from 

hi?  Q7?r  P°T  °f  human  motivation  (the  morale  and  learning  of  North 
th?  finfnH??  >  management),  what  methods  are  available  for  setting 
the  financial  criteria  for  investments,  and  for  selecting  the  right  project? 
How  would  these  work  in  this  case?  Project.' 

Read.-  Newman  and  Summer ,  The  Process  of  Management:  Concepts, 

fdTnfw  fnd  Practice’  pp-  439~48-  *McGregor,  The  Human 
StanInrTfP7e’  PP.12t31-  172"75-  Ene11  and  Haas,  Setting 

standards  for  Executive  Performance,  pp.  16-18,  31-32. 

andSpol!cyFOR  original  student  work  in  analysis 

13.  While  reflecting  on  case  facts,  what  additional  theories  from  prior 
education  give  you  insights  as  to  “what  is  going  on”  in  Continental  Elec- 
trie  Company?  As  .«  what  might  bo  predicted  to  happen  to Te tfure? 
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14.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag¬ 
matic  ways  can  you  think  of  to  state  the  practical  problems  faced  by 
executives  in  the  case? 


Case  Text* 


COMPANY  BACKGROUND  AND  ORGANIZATION 

Continental  Electric  Company  is  a  leading  producer  of  a  wide  yariety 
of  electrical  products.  Organizationally,  it  is  divided  into  three  major 
product  groups  specializing  in  (1)  consumer  products — television  sets, 
radios,  kitchen  appliances,  etc.;  (2)  industrial  products — generators,  mo¬ 
tors,  transformers,  and  so  on;  and  (3)  military  products — radar  and  com¬ 
munications  equipment,  missile  parts,  and  so  on. 

Each  of  these  major  product  groups,  headed  by  a  vice  president,  is  in 
turn  divided  into  a  number  of  related  product  divisions.  For  example, 
within  the  consumer  product  group  there  is  a  lighting  division  which 
produces  a  wide  range  of  lamps  and  bulbs.  There  are  16  such  product 
divisions  in  the  company,  and  each  is  headed  by  a  division  general  man¬ 
ager. 

Since  1950,  when  this  organization  structure  was  adopted,  the  corpo¬ 
rate  management  of  Continental  has  sought  to  make  each  of  the  16  divi¬ 
sions  a  semiautonomous  business.  (See  Exhibit  1.) 

Edward  M.  Richardson,  company  president,  described  the  philosophy 
of  his  organization’s  structure  as  follows: 

Along  with  the  many  benefits  which  come  with  long-scale  business 
operation  one  of  the  most  serious  drawbacks  can  be  the  loss  of  entre¬ 
preneurial  drive. .  .  .  The  organization  structure  of  Continental  Elec¬ 
tric  is  designed  to  divide  our  big  business  into  sixteen  little  businesses. 
Each  of  my  sixteen  general  managers  thinks  of  himself  as  the  presi¬ 
dent  of  a  small  business.  .  .  . 

Each  is  responsible  for  the  long-run  success  of  his  business. 
***** 

We  guide  the  divisions  by  defining  their  broad  responsibilities,  or 
missions,  in  terms  of  total  corporate  goals.  Within  these  broad  guide¬ 
lines  they  are  on  their  own.  To  be  sure,  division  performance  is  evalu¬ 
ated  regularly  in  terms  of  short-  and  long-range  criteria. 

These  criteria  are: 

1.  Profitability : 

a.  Net  profit  before  taxes :  Each  division  computes  this  for  cor¬ 
porate  review  just  as  the  company  as  a  whole  computes  its 
income  statement  for  stockholders *  review. 

*  Copyright  1964  by  the  Graduate  School  of  Business,  Columbia  University.  This  case  was 
authored  by  E.  Kirby  Warren. 
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EXHIBIT  1 

Continental  Electric  Company 
(Relevant  Portion  of  Organization  Chart) 


b.  Rate  of  return :  Net  income  as  a  percent  of  division  assets . 
Again  top  corporate  management  receives  the  same  kind  of 
figures  from  the  divisions  as  the  corporation  must  present 
to  its  stockholders. 

2.  Market  Share:  The  division's  percent  of  total  industry  sales. 

3.  Product  Leadership:  The  degree  to  which  the  division  main¬ 
tains  and  increases  the  company's  reputation  as  a  technologi¬ 
cal  leader  in  the  electrical  products  industry. 

4.  Utilization  of  Human  Resources:  A  series  of  measures  are  used 
to  determine  the  morale  and  effective  utilization  of  the  divi¬ 
sion  s  work  force. 

5.  Corporate  Citizenship:  A  series  of  measures  are  used  to  deter¬ 
mine  whether  the  division  is  meeting  its  responsibilities  in 
terms  of  local ,  state ,  and  national  needs. 


Mr.  Richardson  went  on  to  explain  that  the  divisions  are  reviewed 
formally  by  their  respective  group  vice  presidents  on  a  quarterly  basis 

uuU\  niuimt 
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and  annually  by  the  corporate  review  board.  Chaired  by  Richardson,  the 
review  board  is  made  up  of  the  company’s  executive  vice  president, 
F.  L.  Taylor,  the  vice  president  of  finance,  George  M.  Rettenbush,  and  the 
vice  president  of  corporate  staff,  Paul  D.  Faust.  The  secretary  of  the  board 
is  William  Lavanger  who  is  also  chief  counsel. 

In  addition  to  reviewing  division  performance,  the  review  board  also 
has  final  say  on  budget  requests.  In  accord  with  the  philosophy  of  decen¬ 
tralization,  each  division  sets  its  own  sales  targets  and  develops  its  re¬ 
quests  for  operating  funds  and  capital  needed  for  more  permanent  divi¬ 
sional  investments.  In  addition  to  a  detailed  one-year  budget,  the 
divisions  also  prepare  three-year  sales  and  profit  forecasts  which  serve 
as  a  backdrop  to  the  annual  plan. 

Sales  targets  and  budget  requests  are  reviewed  by  the  divisions’  re¬ 
spective  group  vice  presidents.  The  group  vice  president  does  not  have 
the  authority  to  change  the  division’s  proposals  but  since  he  does  have 
the  authority  to  change  divisional  personnel  he  can  exert  some  informal 
pressure  if  he  feels  that  sales  goals  or  cash  requirements  are  out  of  line. 
However,  since  the  success  or  failure  of  top  division  management  is 
closely  correlated  to  divisional  performance,  the  group  vice  presidents 
tend  to  interfere  as  little  as  possible  with  division  plans  as  long  as  per¬ 
formance  is  good  and  expectations  promising. 

As  one  group  vice  president  put  it,  “The  proof  of  who’s  right  and  who’s 
wrong  is  profits.  We  try  to  let  the  divisions  run  their  own  show  and  then 
they  stand  or  fall  on  their  own  decisions.” 

ELECTRIC  MOTOR  DIVISION 

The  Electric  Motor  Division  produces  a  variety  of  small  fractional  and 
one-horsepower  motors.  Roughly  40  percent  of  the  division’s  output  is 
sold  to  other  divisions  of  Continental  which  use  small  motors  in  their 
products.  The  remaining  60  percent  is  sold  to  outside  companies  some 
of  which  use  the  motors  in  products  competing  with  Continental  prod¬ 
ucts. 

The  “sales”  within  the  company  are  made  at  a  price  based  on  manu¬ 
facturing  cost  plus  8  percent  markup.  By  way  of  contrast,  the  division’s 
profit  margin  on  sales  to  outside  customers  has  been  between  12  percent 
and  14  percent  over  full  cost  (manufacturing  plus  selling  and  corporate 
overhead). 

The  general  manager  of  the  Electric  Motor  Division,  William  North, 
is  46  years  old.  He  has  been  with  the  company  for  14  years  and  has  been 
manager  of  the  Electric  Motor  Division  for  the  past  five  years.  His  per¬ 
formance  after  three  years  in  this  post  was  regarded  by  Richardson  as 
excellent. 

“We  were  really  pleased  with  the  way  Bill  improved  a  division  that 
had  many  problems  in  the  past,”  Richardson  said,  “and  we  felt  at  that 
time  that  in  a  few  years  Bill  was  slated  for  even  bigger  responsibilities. 
Unfortunately  his  last  two  years  as  divisional  manager  have  not  been  as 
successful.” 
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In  1961  the  division  fell  short  of  realizing  its  estimated  profit  level  by 
18  percent.  Total  sales  were  estimated  at  $12  million,  and  the  profit  fore- 
cast  was  for  $1,250,000.  Actual  sales  came  to  $11,860,000,  but  profit  was 
only  $1,025,000. 

On  the  basis  of  three-quarter  results  it  is  almost  certain  that  the  Elec¬ 
tric  Motor  Division  sales  will  rise  in  1962  to  the  $12,300,000  level  which 
was  forecast  in  the  profit  plan  for  1962.  In  addition,  it  seems  equally  likely 
that  the  profit  objective  of  $1,250,000  will  be  met.  However,  Thomas 
Grundy,  group  vice  president  of  industrial  products,  is  not  overly  pleased 
with  the  division’s  anticipated  performance  in  1962. 

Grundy  stated,  “When  Bill  North  took  over  the  Electric  Motor  Divi¬ 
sion,  we  all  saw  bigger  things  in  store  for  him.  His  performance  from 
1958-60  confirmed  our  confidence  in  him.  However,  in  1961  things 
seemed  to  turn  sour,  and  this  year  it  looks  as  though  he  will  meet  his 
profit  forecast  only  by  virtue  of  having  reduced  division  expectations 
below  what  they  should  have  been.  While  his  sales  and  profits  goals  are 
higher  than  last  year’s  results,  they  are  not  high  enough.  I  warned  him 
when  he  submitted  his  1962  plan  that  I  thought  he  should  set  his  sights 
higher,  but  the  bad  year  in  1961  must  have  scared  him. 

“Therefore,  I  can’t  get  very  excited  about  his  1962  results  for  even  if 
he  reaches  his  objectives,  I  feel  they  were  too  conservative  to  begin  with. 
I  hope  Bill  is  willing  to  present  a  more  optimistic  profit  outlook  for  his 
division  in  1963.  If  he  sets  his  goals  high  enough  and  reaches  them,  he 
may  find  himself  promoted  in  1964.  If  he  plays  it  too  conservatively  or 
fails  to  show  a  better  profit  picture,  we’ll  be  forced  to  reconsider  his 
future  with  Continental.” 

When  asked  whether  he  had  informed  North  about  his  feelings, 
Grundy  replied,  “I  think  Bill  knows  where  he  stands.  Of  course,  I  can’t 
promise  him  anything  if  he  does  a  good  job  nor  do  I  want  to  unnerve  him 
with  threats.  However,  if  he  is  the  kind  of  executive  we  hope  he  is,  he 
should  understand  his  position.” 

When  questioned  about  his  division’s  performance  over  the  past  two 
years,  North  made  the  following  observations: 

Our  sales  and  profit  forecasts  for  1961  reflected  an  anticipation  on 
our  part  of  wide  acceptance  of  a  new  half  horsepower  motor  designed 
especially  for  use  in  lawn  mowers .  Doug  Glass ,  division  director  of 
research,  and  Ralph  Hulnick,  director  of  engineering,  did  a  wonderful 
job  on  the  design  and  development  of  the  motor  Unfortunately,  in 
order  to  reach  projected  sales  targets  we  had  to  spend  more  than 
anticipated  to  get  market  acceptance.  This,  along  with  a  three-week 
work  stoppage  due  to  a  wildcat  strike,  pushed  our  operating  costs 
above  our  estimates  and  accounted  for  most  of  the  18  percent  discrep¬ 
ancy  between  projected  and  actual  profits. 

I  explained  this  to  the  review  board  and  indicated  that  the  in¬ 
creased  marketing  expenditures  would  pay  off  in  future  years  sales 
and  that  the  stoppage  was  a  result  of  a  labor  problem  I  had  inherited 
from  the  previous  general  manager.  They  seemed  to  accept  my  posi- 
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tion,  but  Mr .  Richardson  also  reminded  me  that  “you  can’t  run  a 
business  on  tomorrow’s  profits  or  yesterday’s  mistakes .  "  Somehow  1 
don’t  think  I  got  through  to  them. 

Our  1962  profit  forecast  may  have  been  lower  than  Tom  Grundy 
would  have  liked,  but  I  think  results  showed  our  estimates  to  be  realis¬ 
tic. 

DIVISION  PLANS  FOR  1963 

In  developing  the  1963  profit  plan  for  the  Electric  Motor  Division,  Mr. 
North  is  faced  with  a  decision  on  three  proposals  for  substantial  capital 
investment  put  to  him  by  his  staff.  Because  of  the  size  of  the  outlays, 
North  feels  he  cannot  propose  more  than  one  of  these  projects  to  corpo¬ 
rate  management. 

Proposal  No.  1:  Purchase  of  a  Patent  on  Component  Part.  The  first 
proposal  under  consideration  is  one  of  several  submitted  by  Ralph  Hul- 
nick,  divisional  director  of  engineering.  All  of  Hulnick’s  proposals  at  this 
time  have  been  included  in  the  operating  budget  except  this  one,  which 
will  involve  an  outlay  of  $210,000  to  acquire  patent  rights  on  a  new 
component  part.  Hulnick  estimates  that  this  new  component  part,  which 
would  be  used  in  the  assembly  of  motors,  would  reduce  manufacturing 
costs  about  $110,000  a  year. 

Unfortunately,  the  inventors  of  the  part  have  tried  for  many  years  to 
find  a  way  of  producing  it  at  a  cost  low  enough  to  make  its  use  economi¬ 
cally  feasible;  as  a  result,  Continental’s  legal  department  estimates  that 
the  patents  have  but  three  years  of  protection  remaining.  The  inventors 
have  recently  solved  the  production  problems,  but  lack  the  capital 
needed  to  take  advantage  of  their  discovery.  They  are,  therefore,  willing 
to  sell  their  rights  to  Continental  for  $210,000. 

Based  on  engineering  estimates  of  cost  savings,  Hulnick  and  the  divi¬ 
sion  controller,  Amos  Linz,  have  prepared  the  figures  summarized  in 
Exhibit  2. 

In  submitting  these  estimates,  Linz  told  Mr.  North  that  he  did  not 
think  it  would  be  wise  to  propose  this  project  to  corporate  management 
even  though  it  showed  a  good  rate  of  return. 

“There  is  a  slight  chance,”  Linz  stated,  “that  Donat  (the  corporate 
controller)  will  make  us  treat  the  $210,000  paid  for  the  patent  as  a  period 
expense  thus  forcing  us  to  absorb  the  cost  in  one  year.  This  would  help 
the  company’s  cash  position  by  reducing  taxable  income  and  taxes  paid 
next  year,  but  it’ll  really  knock  our  reported  profit  down  for  1963.” 

North  requested  Linz  to  expand  on  this  point.  Linz  prepared  a  set  of 
tables,  accompanied  by  explanatory  notes,  showing  what  would  happen 
to  cash  flows  and  reported  profits  if  the  patent  purchase  price  was  treated 
either  as  a  capital  investment  or  an  operating  expense.  These  are  pre¬ 
sented  in  Exhibit  3. 

“As  you  can  see,”  Linz  explained,  “as  long  as  overall  corporate  profits 
are  good  enough  to  keep  the  stockholders  happy,  Donat  is  probably  going 
to  insist  that  we  expense  the  $210,000  since  it’ll  almost  double  the  availa¬ 
ble  cash  flow  for  next  year.  But  we’re  not  going  to  see  a  penny  of  this  cash 
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EXHIBIT  2 

Financial  Projections  for  Investment  in  Patent  (Project  No.  1) 


Additional  Additional 

Cost  Savings  Deprecia-  Taxable  after 

Year  before  Taxes  tion*  Income  Taxest  Tax  Income 

1963  . $110,000  $70,000  $40,000  $20,000  $20,000 

1964  .  110,000  70,000  40,000  20,000  20,000 

1965  .  110,000  70,000  40,000  20,000  20,000 

$60,000 


*  If  the  $210,000  payment  for  the  patent  is  treated  as  a  capital  investment  and  depreciated  over  three  years,  the 

annual  depreciation  would  be  $70,000  ($210,000  3  =  $70,000). 

tUsing  a  50%  tax  rate  to  simplify  estimates. 

Profit  Summary 

Total  profit  over  life  of  patent  =  $  60,000 
Average  annual  profit  =  20,000 

Average  investment  =  105,000* 

*  Average  capital  tied  up  in  1963  (with  annual  depreciation  of  $70,000)  =  $175,000 

Average  capital  tied  up  in  1964  (with  annual  depreciation  of  $70,000)  =  105,000 

Average  capital  tied  up  in  1965  (with  annual  depreciation  of  $70,000)  =  35,000 

Average  capital  tied  up  during  project  life  =  $315,000 

Average  capital  tied  up  per  year,  $315,000  -5-  3  =  $105,000 

$  20,000 

Average  rate  of  return  = - =  19.00% 

$105,000 


EXHIBIT  3 

Purchase  of  Patents  (Project  No.  1) 

Implications  of  Treating  Purchase  Price  as  Investment  or  Current  Expense  Alterna¬ 
tive  1  —  Capitalizing  the  $210,000  Expenditure  (assumes  the  company  treats  the 
outlay  as  a  capital  expenditure  and  thus  “writes  it  off”  over  three  years) 


( 1 ) 

Extra  Cost 
Savings 
before 
Taxes  and 

Year  Depreciation 

0 . $  0 

0-1 .  110,000 

1-2 .  110,000 

2-3 .  110,000 


(2) 

(3) 

(4) 

Taxes  (at 

Depre¬ 

Taxable 

50% 

ciation 

Income 

Rate) 

$  0 

$  0 

$  0 

70,000 

40,000 

20,000 

70,000 

40,000 

20,000 

70,000 

40,000 

20,000 

(5) 

Cash  Flow; 
Increase  or 

After 

Decrease  in 

Tax 

Cash  Available 

Profit 

Col .  (1)~~Col.  (4) 

$  0 

$-210,000* 

20,000 

+  90,000+ 

20,000 

+  90,000 

20,000 

+  90,000 

$  +  60,000 

*At  point  in  time  zero  when  the  $210,000  is  paid  out,  the  only  impact  is  $210,000  less  in  the  “cash  box." 
tFrom  point  zero  to  one  (calendar  year  1963),  an  extra  $110,000  is  saved.  The  $70,000  in  Col.  (2)  is  not  an  actual 
outflow  since  depreciation  is  merely  a  partial  delayed  tax  credit  for  the  $210,000  that  actually  left  the  “cash  box" 
earlier.  Thus  the  company  actually  has  an  extra  $1 10,000  it  saves,  minus  the  $20,000  in  taxes  it  pays,  or  a  net  cash 
increase  of  $90,000  ($110,000  -  $20,000  =  $90,000). 
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EXHIBIT  3  (continued) 

Alternative  2- Expensing  the  $210,000  expenditure  (assumes  entire  $21 0,000  is 
charged  off  in  1963,  and  that  taxable  income  from  other  division  operations  will  be 
sufficient  to  offset  losses  reported  from  this  project) 


Extra 

Cost  Expense  Extra  Cash  Fiow 

Savings  to  Taxes  After  ( Increase  or 

before  Purchase  Taxable  Saved  Tax  Decrease  in 

Year  Taxes  Patent  Income  or  Paid  Profit  Cash  Available) 

0 . $  0  $0  $0  $0  $0  $-210,000* 

0-1..... .  110,000  210,000  -100,000  -50,000  -50,000  +160,000t 

1- 2 .  110,000  0  4-110,000  +55,000  +55,000  +  55,000$ 

2- 3 .  110,000  0  +110,000  +55,000  +55,000  +  55,000 

$+  60,000 


*As  in  Alternative  Treatment  1,  at  point  in  time  zero  when  the  $210,000  is  paid  out  the  only  impact  is  $210,000 
less  in  the  “cash  box.” 

tFrom  zero  to  one  (calendar  year  1963),  an  extra  $110,000  is  saved,  but  if  the  $210,000  is  treated  as  an  expense, 
the  division  has  $210,000  worth  of  tax  credit,  $1 10,000  of  this  credit  is  used  to  offset  the  extra  income  so  the  division 
“pays”  no  taxes  on  it  and  all  $1 10,000  stays  in  the  cash  box. 

In  addition  the  division  has  $100,000  ($210,000 -$110,000=  $100,000)  worth  of  tax  credit  left  to  apply  to  other 
division  income.  Thus  (using  a  50%  tax  rate)  the  division  “pays”  $50,000  less  taxes  on  its  other  income  and  has  an 
extra  $50,000  left  in  the  “cash  box.”  The  total  effect  of  this  first  year  is  to  have  an  extra  $160,000  in  the  cash  box: 

$110,000  extra  income 
50,000  taxes  saved 
$160,000 

tin  years  two  and  three,  $110,000  is  saved  each  year.  There  is  no  deduction  for  depreciation  so  $55,000  is 
“paid  out”  in  extra  taxes,  and  the  division  ends  each  year  with  an  extra  $55,000  in  cash  having  been  generated. 


Comparison  of  Alternatives  1  and  2 

Note:  At  the  end  of  the  three  years  (December  31, 1965),  no  matter  which  alternative 
is  used,  the  company  has  a  calculated  net  gain  of  $60,000. 

In  First  Year  (1963):  Alternative  1  shows  higher  profit  but  lower  cash  available  for 
other  company  uses  than  Alternative  2. 

in  Second  and  Third  Years  (1964,  1965):  Alternative  1  shows  lower  profit,  higher 
available  cash  than  Alternative  2. 


Summarizing  Results  for  End  of  1963 


Alternative 

1963  Cash  Flow 

Treatment  of 

(1963) 

Available  for 

the  Expenditure 

1.  ($210,000 

Net  Profit  after  Taxes 

Reinvestment 

treated  as 
investment) 

2.  ($210,000 

$+20,000 

$+90,000 

treated  as 
an  expense) 

$-50,000 

$+160,000 

Note:  Under  Alternative  2,  the  company  will  have  an  extra  $70,000  ($160,000-$90,000  = 
$70,000)  working  for  it  for  a  full  year,  which  it  would  not  have  under  Alternative  1 .  While  it  is  true 
the  company  will  recoup  this  $70,000  during  1964  and  1965,  at  least  one  year’s  income  on  $70,000 
will  be  lost  to  the  company. 
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until  we  come  in  with  our  1964  budget.  By  then  it’s  not  our  cash,  but  just 
part  of  the  entire  company's  cash  account,  and  we're  but  one  of  sixteen 
divisions  trying  to  get  our  hands  on  some  of  it.'' 

“In  a  nutshell,  Bill,''  Linz  concluded,  “if  we  propose  the  patent  pur¬ 
chase  we  may  end  up  having  to  work  just  that  much  harder  to  show  a 
good  profit  picture.  Certainly,  if  they  treat  the  $210,000  as  an  expense,  our 
profits  in  1964  and  1965  will  be  even  better.  But,  remember  Richardson’s 
comment  about  not  being  able  to  run  a  business  on  next  year’s  profits. 
It’s  the  1963  results  they’re  going  to  judge  us  by.” 

North  questioned  this  reasoning  by  asking,  “Look  Amos,  don’t  you 
think  that  if  they  request  us  to  expense  the  $210,000  outlay  at  the  start 
of  the  year,  they’ll  remember  at  the  end  of  the  year  why  our  profits  are 
a  little  lower?” 

Linz’  reply  was:  “Don’t  count  on  it,  Bill.  Don’t  forget  this  is  only  one 
of  many  many  factors  that  is  going  to  influence  our  divisional  profits. 
And  if  we  show  lower  profit  forecasts  because  we  expect  them  to  treat 
the  $210,000  as  an  expense,  then  Grundy  [group  vice  president]  will  be 
all  over  us  for  not  being  more  aggressive.  If  we  come  up  with  a  more 
optimistic  forecast  and  don’t  make  it,  the  review  board  will  treat  any 
explanations  on  our  part — as  far  as  the  $210,000  expense  is  concerned 
— as  simply  an  alibi.  If  I  were  you  I  wouldn’t  take  the  chance  on  this  one 
and  put  my  money  on  Kirkpatrick’s  request.” 

Proposal  No.  2:  Purchase  of  New  Wiring  Equipment  North  stated  that 
he  was  not  completely  convinced  by  Amos  Linz’  reasoning  but  that  he 
had  a  great  deal  of  respect  for  Linz’  judgment  particularly  in  financial 
matters  such  as  this.  In  addition,  Linz  has  been  with  the  company  for 
41  years  and  knows  as  much  about  company  politics  as  anyone  in  the 
firm.  Having  started  with  the  company  in  the  accounting  department  as 
a  clerk  after  graduation  from  high  school,  he  worked  his  way  up  from 
the  bottom.  Linz  is  well  regarded  in  the  company,  and  his  opinion  is  often 
sought  by  younger  executives  like  North. 

The  project  Linz  advised  North  to  include  in  the  budget  was  made  by 
Owen  Kirkpatrick,  director  of  manufacturing.  Kirkpatrick  has  seen  a 
piece  of  equipment  known  as  the  Margot-Toledo  Wirer  demonstrated 
and  feels  “that  it  could  be  used  to  automate  the  attachment  of  wire  coils 
in  the  one-horsepower  motors.  Such  automatic  attachment  would  permit 
a  more  efficient  assembly  line  operation,  and  should  reduce  manufactur¬ 
ing  costs  between  $80,000  and  $100,000  a  year.” 

The  cost  of  purchasing  the  Margot-Toledo  equipment  is  estimated  at 
$250,000,  but  Kirkpatrick  stated  that  “even  in  the  face  of  rapid  changes 
in  such  automated  equipment  and  technology,  I  am  sure  that  this  equip¬ 
ment  will  have  at  least  a  five-year  economic  life. 

“I’d  love  to  see  us  get  that  patent  Ralph  Hulnick’s  after,  but  if  what 
Linz  says  is  right  and  in  light  of  my  proposal’s  five-year  life  compared 
to  the  three-year  life  of  Ralph’s  patent,  I  think  we  ought  to  put  our  money 
in  the  new  equipment.” 

Working  with  Linz,  Kirkpatrick  submitted  a  summary  of  the  financial 
estimates  to  North  (Exhibit  4). 

Proposal  No.  3:  Research  on  Insulation  Materials.  A  third  proposal  un¬ 
der  consideration  has  been  put  forth  by  Dr.  Douglas  Glass,  division  direc- 
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EXHIBIT  4 

Financial  Projections  for  Investment  in  New  Equipment  (Project  no.  2) 


Additional  Additional 

Cost  Savings  Depre-  Taxable  after 

Year  before  Taxes  ciation*  Income  Taxes f  Tax  Income 

1  . $  80,000  $50,000  $30,000  $15,000  $15,000 

2  .  90,000  50,000  40,000  20,000  20,000 

3  .  100,000  50,000  50,000  25,000  25,000 

4  .  90,000  50,000  40,000  20,000  20,000 

5  .  90,000  50,000  40,000  20,000  20,000 

$100,000 


‘Assuming  the  equipment  will  have  a  five-year  economic  life,  depreciation  will  be  $50,000  per  year 
($250,000-;-  5  =  $50,000). 

tllsing  a  50%  tax  rate  to  simplify  estimates. 

Profit  Summary 

Total  profit . $100,000 

Average  profit .  20,000 

Average  investment .  125,000 

20,000 

Average  rate  of  return .  125000  = 


tor  of  research.  Dr.  Glass  who  is  42,  joined  the  company  three  years  ago. 
After  having  taught  electrical  engineering  at  a  major  eastern  university 
for  ten  years,  he  joined  the  research  staff  of  one  of  Continental’s  principal 
competitors  where  he  worked  for  two  years. 

North  states  that  he  was  quite  happy  to  get  Glass  to  join  the  company 
three  years  ago  but  soon  recognized  that  while  he  had  acquired  the  tal¬ 
ents  of  a  brilliant  research  engineer  he  had  also  taken  on  a  strong- 
minded  and  impatient  individual. 

Glass  explained  his  reasons  for  accepting  Continental’s  offer  as  fol¬ 
lows:  “I  took  this  job  because  the  people  I  worked  with  on  my  former  job 
should  be  managing  a  rocking  chair  company.  They  are  painfully  con¬ 
servative,  scared  stiff  by  corporate  management,  and  haven’t  listened  to 
a  new  idea  in  ten  years.  I  can’t  work  in  an  environment  like  that.  Things 
change  too  swiftly  to  sit  around  milking  yesterday’s  good  ideas.” 

Dr.  Glass’  largest  proposal  for  this  year’s  budget  is  the  third  project 
being  considered  by  North.  It  involves  embarking  upon  a  research  pro¬ 
gram  designed  to  develop  a  new  insulation  material  for  use  under  ex¬ 
tremely  high  and  low  temperature  conditions.  Success  in  this  venture 
would  give  the  division  a  motor  which  would  find  wide  use  in  industry. 

Dr.  Glass  has  requested  that  $75,000  a  year  be  allocated  for  this  project 
for  the  next  three  years.  Then  if  all  goes  well,  an  investment  of  about 
$100,000  will  be  necessary  in  the  fourth  year  to  begin  production. 

Mr.  North  has  consulted  with  the  group  vice  president  of  military 
products  and  the  general  managers  of  several  divisions  within  his  own 
group,  and  they  are  all  very  enthusiastic  about  such  a  breakthrough. 
However,  none  are  willing  to  contribute  to  the  cost  of  the  project. 
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“After  all,”  said  the  general  manager  of  one  division,  “your  division 
has  the  responsibility  for  updating  technology  in  small  motors.  This  is 
one  of  the  five  major  criteria  by  which  any  division  performance  is 
evaluated.  As  much  as  we  would  like  to  see  you  come  through  on  this 
project  we  can’t  see  why  we  should  subsidize  you  on  it.” 

Dr.  Glass,  however,  has  taken  a  very  strong  stand  for  the  research 
project. 

“These  other  proposals  are  nothing  but  short-run  cost  cutting  solu¬ 
tions  to  a  profit  problem  which  has  long-run  implications.  As  a  division, 
we  are  dead,  competitively,  if  we  don’t  start  moving  ahead  into  new 
products  and  new  technologies.  This  research  cost  is  peanuts  compared 
to  its  potential  value  to  the  company,”  he  said,  “and  don’t  forget  that 
product  leadership  is  one  of  the  goals  set  for  us  by  top  management.” 

Dr.  Glass  and  his  staff,  however,  are  the  only  ones  who  support  the 
project  within  the  division.  As  Linz  points  out,  “this  project  would  take 
almost  six  years  before  we  begin  to  get  into  the  black  on  it.  It’s  fine  for 
Glass  to  talk  about  the  long-run,  but  none  of  us  are  going  to  be  here  in 
the  long  run  if  we  don’t  do  something  about  our  short-term  profit  pic¬ 
ture.” 

Based  on  Glass’  estimates,  Linz  has  summarized  the  financial  outlook 
for  the  research  project  in  Exhibit  5. 


EXHIBIT  5 

Financial  Projections  for  Research  Program  (Project  No.  3) 


Added 

Addh 

Addh 

Income 

t/onal 

tional 

before 

Research 

Depre- 

Taxable 

Taxes 

after  Tax 

Year 

Taxes 

Cost * 

ciation\ 

Income 

Paid% 

Income 

1 . 

$  0 

$75,000 

$  0 

$—75,000 

$—37,500 

$—37,500 

2 . 

0 

75,000 

0 

—75,000 

—37,500 

—37,500 

3 . 

0 

75,000 

0 

—75,000 

—37,500 

—37,500 

4 . 

50,000 

0 

20,000 

30,000 

15,000 

15,000 

5 . 

75,000 

0 

20,000 

55,000 

27,500 

27,500 

6 . 

175,000 

0 

20,000 

155,000 

77,500 

77,500 

7 . 

200,000 

0 

20,000 

180,000 

90,000 

90,000 

8 . 

200,000 

0 

20,000 

180,000 

90,000 

90,000 

$187,500 

*  Assuming  research  cost  will  have  to  be  treated  as  an  expense  and  charged  to  period  income, 
t  Assuming  the  $100,000  investment  in  the  fourth  year  has  a  five-year  economic  life,  depreciation  will  be  $20,000  per 
year  ($100,000  +  5  =  $20,000). 

t  Using  50%  tax  rate  to  simplify  estimates  and  assuming  other  taxable  earnings  will  be  offset 

Profit  Summary 


Total  profit .  $187,500 

Average  profit .  $  23,438  ($1 87,500  r8  =  $23,438) 

Average  Investment .  $162,500  ($225,000  4-  $100,000  =  $325,000 

$325,000  4-  2  =  $162,500) 

$  23,438 

Average  rate  of  return .  . =  14.42% 

$162,500 
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Dr.  Glass  feels  that  the  benefits  from  his  project  should  go  well  beyond 
eight  years,  but  Mr.  Linz  is  unwilling  to  develop  financial  forecasts 
beyond  that  period.  In  addition,  Dr.  Glass  feels  that  the  use  of  averages 
to  compute  rate  of  return  when  comparing  projects  such  as  these  is 
deceptive.  He  told  North  in  the  midst  of  a  stormy  budget  meeting,  “I’m 
no  financial  expert  but  I’m  sure  that  all  these  figures  Amos  throws 
around  are  not  true  measure  of  these  projects’  value.” 

When  Amos  Linz  suggested  that  Glass  stick  to  his  research  business 
and  not  meddle  with  financial  analysis,  Glass  stated  that  “this  is  the  same 
kind  of  ostrich  thinking”  he  had  been  forced  to  deal  with  when  working 
for  Continental’s  competition. 

A  heated  exchange  followed,  and  North  thought  it  best  to  call  a  halt 
to  the  meeting.  As  Linz  left  he  turned  to  North  and  said,  “Young  man, 
you’ve  got  a  real  future  in  this  company  if  you  use  your  head.  Every 
warning  I  gave  you  about  the  patent  proposal  goes  double  on  this  re¬ 
search  project. 

“Backing  the  research  project  means  sacrificing  between  $15,000  and 
$25,000  of  extra  profits  by  passing  up  the  savings  on  new  equipment.  In 
addition,  it  sticks  us  with  a  $37,500  loss  per  year  for  the  next  three  years. 
I  cannot  see  why  anyone  striving  for  a  better  profit  picture  should  want 
to  start  off  by  throwing  away  roughly  $60,000  in  profits  a  year  for  three 
years.” 

A  summary  of  the  financial  projects  for  the  three  projects  prepared 
by  Linz  for  North  is  shown  below: 

Comparative  Financial  Projections  for  Three  Proposals 


Average 
Total  Profit  Rate  of 

Project  Payback  Period*  after  Taxes  Return 

No.  1  Patent .  2  years,  4  months  $  60,000  1 9.00% 

No.  2  New  equipment .  3  years,  7  months  100,000  16.00 

No.  3  Research  project .  6  years,  4  months  187,500  14.42 


*  Using  cash  flow  (after  tax  income  +  depredation),  this  is  the  length  of  time  it  takes  to  recover  the  cash  outlays. 
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Selected  Readings 


From 

THE  PRACTICE  OF  MANAGEMENT* 

By  Peter  F.  Druckerf 

Most  of  today’s  lively  discussion  of  management  by  objectives  is  concerned 
with  the  search  for  the  one  right  objective.  This  search  is  not  only  likely  to  be  as 
unproductive  as  the  quest  for  the  philosopher’s  stone;  it  is  certain  to  do  harm  and 
to  misdirect 

To  emphasize  only  profit,  for  instance,  misdirects  managers  to  the  point  where 
they  may  endanger  the  survival  of  the  business.  To  obtain  profit  today  they  tend 
to  undermine  the  future.  They  may  push  the  most  easily  saleable  product  lines 
and  slight  those  that  are  the  market  of  tomorrow.  They  tend  to  short-change 
research,  promotion  and  the  other  postponable  investments.  Above  all,  they  shy 
away  from  any  capital  expenditure  that  may  increase  the  in  vested-capital  base 
against  which  profits  are  measured;  and  the  result  is  dangerous  obsolescence  of 
equipment  In  other  words,  they  are  directed  into  the  worst  practices  of  manage¬ 
ment. 

To  manage  a  business  is  to  balance  a  variety  of  needs  and  goals.  This  requires 
judgment.  The  search  for  the  one  objective  is  essentially  a  search  for  a  magic 
formula  that  will  make  judgment  unnecessary.  But  the  attempt  to  replace  judgment 
by  formula  is  always  irrational;  all  that  can  be  done  is  to  make  judgment  possible 
by  narrowing  its  range  and  the  available  alternatives,  giving  it  clear  focus,  a  sound 
foundation  in  facts  and  reliable  measurements  of  the  effects  and  validity  of  actions 
and  decisions.  And  this,  by  the  very  nature  of  business  enterprise,  requires  multiple 
objectives. 

What  should  these  objectives  be,  then?  There  is  only  one  answer:  Objectives 
are  needed  in  every  area  where  performance  and  results  directly  and  vitally  affect 
the  survival  and  prosperity  of  the  business.  These  are  the  areas  which  are  affected 
by  every  management  decision  and  which  therefore  have  to  be  considered  in 
every  management  decision.  They  decide  what  it  means  concretely  to  manage 
the  business.  They  spell  out  what  results  the  business  must  aim  at  and  what  is 
needed  to  work  effectively  toward  these  targets. 

*  *  *  *  * 


*  From  The  Practice  of  Management  by  Peter  F.  Drucker.  Copyright  1954  by  Peter  F. 
Drucker.  Reprinted  with  permission  of  Harper  &  Row,  Publishers,  Inc.  (Excerpts  from  pp. 
62-64,  66,  84-87,  121,  128-31.) 

t  The  author  is  Professor  in  the  Graduate  School  of  Business,  New  York  University. 
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There  are  eight  areas  in  which  objectives  of  performance  and  results  have  to 
be  set: 

Market  standing;  innovation;  productivity;  physical  and  financial  resources;  prof¬ 
itability;  manager  performance  and  development;  worker  performance  and  atti¬ 
tude;  public  responsibility. 

*  *  *  *  * 

Yet,  even  if  managing  were  merely  the  application  of  economics,  we  would 
have  to  include  these  three  areas  and  would  have  to  demand  that  objectives  be 
set  for  them.  They  belong  in  the  most  purely  formal  economic  theory  of  the 
business  enterprise.  For  neglect  of  manager  performance  and  development, 
worker  performance  and  public  responsibility  soon  results  in  the  most  practical 
and  tangible  loss  of  market  standing,  technological  leadership,  productivity  and 
profit— and  ultimately  in  the  loss  of  business  life.  That  they  look  so  different  from 
anything  the  economist— especially  the  modern  economic  analyst — is  wont  to  deal 
with,  that  they  do  not  readily  submit  to  quantification  and  mathematical  treatment, 
is  the  economist’s  bad  luck;  but  it  is  no  argument  against  their  consideration. 

The  very  reason  for  which  economist  and  accountant  consider  these  areas 
impractical — that  they  deal  with  principles  and  values  rather  than  solely  with  dol¬ 
lars  and  cents — makes  them  central  to  the  management  of  the  enterprise,  as 
tangible,  as  practical — and  indeed  as  measurable — as  dollars  and  cents. 

***** 

We  don  t  care  what  share  of  the  market  we  have,  as  long  as  our  sales  go  up,” 
is  a  fairly  common  comment.  It  sounds  plausible  enough;  but  it  does  not  stand 
up  under  analysis.  By  itself,  volume  of  sales  tells  little  about  performance,  results 
or  the  future  of  the  business.  A  company’s  sales  may  go  up— and  the  company 
may  actually  be  headed  for  rapid  collapse.  A  company’s  sales  may  go  down— and 
the  reason  may  not  be  that  its  marketing  is  poor  but  that  it  is  in  a  dying  field  and 
had  better  change  fast. 

A  maker  of  oil  refinery  equipment  reported  rising  sales  year  after  year. 
Actually  new  refineries  and  their  equipment  were  being  supplied  by  the  com¬ 
pany  s  competitors.  But  because  the  equipment  it  had  supplied  in  the  past  was 
getting  old  and  needed  repairs,  sales  spurted;  for  replacement  parts  for  equip¬ 
ment  of  this  kind  have  usually  to  be  bought  from  the  original  supplier.  Sooner 
or  later,  however,  the  original  customers  were  going  to  put  in  new  and  efficient 
equipment  rather  than  patch  up  the  old  and  obsolescent  stuff.  Then  almost 
certainty  they  were  going  to  go  to  the  competitors  designing  and  building  the 
new  equipment  The  company  was  thus  threatened  with  going  out  of  busi¬ 
ness — which  is  what  actually  happened. 

***** 


The  Time-Span  of  Objectives 

For  what  time-span  should  objectives  be  set?  How  far  ahead  should  we  set 
our  targets? 

The  nature  of  the  business  clearly  has  a  bearing  here.  In  certain  parts  of  the 
garment  business  next  week’s  clearance  sale  is  “long-range  future.”  It  may  take 
four  years  to  build  a  big  steam  turbine  and  two  more  to  install  it;  in  the  turbine 
business  six  years  may  be  “immediate  present”  therefore.  And  Crown  Zellerbach 
is  forced  to  plant  today  the  trees  it  will  harvest  fifty  years  hence. 
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Different  areas  require  different  time-spans.  To  build  a  marketing  organization 
takes  at  least  five  years.  Innovations  in  engineering  and  chemistry  made  today 
are  unlikely  to  show  up  in  marketing  results  and  profits  for  five  years  or  longer. 
On  the  other  hand  a  sales  campaign,  veteran  sales  managers  believe,  must  show 
results  within  six  weeks  or  less;  “Sure,  there  are  sleepers,”  one  of  these  veterans 
once  said,  “but  most  of  them  never  wake  up.” 

This  means  that  in  getting  objectives  management  has  to  balance  the  immedi¬ 
ate  future — the  next  few  years — against  the  long  range:  five  years  or  longer.  This 
balance  can  best  be  found  through  a  “managed-expenditures  budget.”  For  practi¬ 
cally  all  the  decisions  that  affect  the  balance  are  made  as  decisions  on  what  the 
accountant  calls  “managed  expenditures” — those  expenditures  that  are  deter¬ 
mined  by  current  management  decision  rather  than  by  past  and  irrevocable  deci¬ 
sions  (like  capital  charges),  or  by  the  requirements  of  current  business  (like  labor 
and  raw  material  costs).  Today’s  managed  expenditures  are  tomorrow’s  profit:  but 
they  may  also  be  today’s  loss. 

Every  second-year  accountancy  student  knows  that  almost  any  “profit”  figure 
can  be  turned  into  a  “loss”  by  changing  the  basis  of  depreciation  charges;  and 
the  new  basis  can  usually  be  made  to  appear  as  rational  as  the  old.  But  few 
managements — including  their  accountants — realize  how  many  such  expenditures 
there  are  that  are  based,  knowingly  or  not,  on  an  assessment  of  short-range  versus 
long-range  needs,  and  that  vitally  affect  both.  Here  is  a  partial  list: 

Depreciation  charges;  maintenance  budgets;  capital  replacement,  moderniza¬ 
tion  and  expansion  costs;  research  budgets;  expenditures  on  product  develop¬ 
ment  and  design;  expenditures  on  the  management  group,  its  compensation  and 
rewards,  its  size,  and  on  developing  tomorrow’s  managers;  cost  of  building  and 
maintaining  a  marketing  organization;  promotion  and  advertising  budgets;  cost  of 
service  to  the  customer;  personnel  management,  especially  training  expenditures. 

Almost  any  one  of  these  expenditures  can  be  cut  back  sharply,  if  not  eliminated; 
and  for  some  time,  perhaps  for  a  long  time,  there  will  be  no  adverse  effect.  Any 
one  of  these  expenditures  can  be  increased  sharply  and  for  good  reasons,  with 
no  resulting  benefits  visible  for  a  long  time.  By  cutting  these  expenditures  immedi¬ 
ate  results  can  always  be  made  to  look  better.  By  raising  them  immediate  results 
can  always  be  made  to  look  worse. 

s|s  sjs 

Balancing  the  Objectives 

In  addition  to  balancing  the  immediate  and  the  long-range  future,  management 
also  has  to  balance  objectives. -What  is  more  important:  an  expansion  in  markets 
and  sales  volume,  or  a  higher  rate  of  return?  How  much  time,  effort  and  energy 
should  be  expended  on  improving  manufacturing  productivity?  Would  the  same 
amount  of  effort  or  money  bring  greater  returns  if  invested  in  new-product  design? 

There  are  few  things  that  distinguish  competent  from  incompetent  manage¬ 
ment  quite  as  sharply  as  the  performance  in  balancing  objectives.  Yet,  there  is. 
no  formula  for  doing  the  job.  Each  business  requires  its  own  balance — and  it  may 
require  a  different  balance  at  different  times.  .  .  . 

*  *  *  *  * 

Any  business  enterprise  must  build  a  true  team  and  weld  individual  efforts  into 
a  common  effort.  Each  member  of  the  enterprise  contributes  something  different, 
but  they  must  all  contribute  toward  a  common  goal.  Their  efforts  must  all  pull  in 
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the  same  direction,  and  their  contributions  must  fit  together  to  produce  a  whole — 
without  gaps,  without  friction,  without  unnecessary  duplication  of  effort. 

Business  performance  therefore  requires  that  each  job  be  directed  toward  the 
objectives  of  the  whole  business.  And  in  particular  each  manager’s  job  must  be 
focused  on  the  success  of  the  whole.  .  .  . 

***** 

By  definition,  a  manager  is  responsible  for  the  contribution  that  his  component 
makes  to  the  larger  unit  above  him  and  eventually  to  the  enterprise.  His  perform¬ 
ance  aims  upward  rather  than  downward.  This  means  that  the  goals  of  each 
manager’s  job  must  be  defined  by  the  contribution  he  has  to  make  to  the  success 
of  the  larger  unit  of  which  he  is  a  part.  The  objectives  of  the  district  sales  manager’s 
job  should  be  defined  by  the  contribution  he  and  his  district  sales  force  have  to 
make  to  the  sales  department.  ... 

***** 

This  requires  each  manager  to  develop  and  set  the  objectives  of  his  unit 
himself.  Higher  management  must,  of  course,  reserve  the  power  to  approve  or 
disapprove  these  objectives.  But  their  development  is  part  of  a  manager’s  respon¬ 
sibility;  indeed,  it  is  his  first  responsibility.  It  means,  too,  that  every  manager  should 
responsibly  participate  in  the  development  of  the  objectives  of  the  higher  unit  of 
which  his  is  a  part. ...  He  must  know  and  understand  the  ultimate  business  goals, 
what  is  expected  of  him  and  why,  what  he  will  be  measured  against  and  how.  There 
must  be  a  “meeting  of  minds’’  within  the  entire  management  of  each  unit.  This 
can  be  achieved  only  when  each  of  the  contributing  managers  is  expected  to  think 
through  what  the  unit  objectives  are,  is  led,  in  other  words,  to  participate  actively 
and  responsibly  in  the  work  of  defining  them.  And  only  if  his  lower  managers 
participate  in  this  way  can  the  higher  manager  know  what  to  expect  of  them  and 
can  make  exacting  demands. 

***** 


Self-Control  through  Measurements 

The  greatest  advantage  of  management  by  objectives  is  perhaps  that  it  makes 
it  possible  for  a  manager  to  control  his  own  performance.  Self-control  means 
stronger  motivation:  a  desire  to  do  the  best  rather  than  just  enough  to  get  by.  It 
means  higher  performance  goals  and  broader  vision.  Even  if  management  by 
objectives  were  not  necessary  to  give  the  enterprise  the  unity  of  direction  and 
effort  of  a  management  team,  it  would  be  necessary  to  make  possible  manage¬ 
ment  by  self-control. 

So  far  in  this  book  I  have  not  talked  of  “control”  at  all;  I  have  talked  of  “mea¬ 
surements.”  This  was  intentional.  For  “control”  is  an  ambiguous  word.  It  means 
the  ability  to  direct  oneself  and  one’s  work.  It  can  also  mean  domination  of  one 
person  by  another.  Objectives  are  the  basis  of  “control”  in  the  first  sense;  but  they 
must  never  become  the  basis  of  “control”  in  the  second,  for  this  would  defeat  their 
purpose.  Indeed,  one  of  the  major  contributions  of  management  by  objectives  is 
that  it  enables  us  to  substitute  management  by  self-control  for  management  by 
domination.  .  .  . 
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From 

AUTHORITY  STRUCTURE  AND 
ORGANIZATIONAL  EFFECTIVENESS* 

By  Amitai  Etzioni\ 


.  .  .  Managers  are  generally  considered  as  those  who  have  the  major  (line) 
authority  because  they  direct  the  major  goal  activity.  Experts  deal  only  with  means, 
with  secondary  activities.  Therefore  it  is  functional  for  them  to  have  none,  or  only 
limited  (staff),  authority. 

.  .  .  Managers  and  experts  may  be  differentiated  from  four  points  of  view:  (a) 
role  structure,  (b)  personality,  (c)  background,  mainly  in  terms  of  educational  and 
occupational  experience,  and  (d)  normative  orientations. 

The  role  of  the  expert  is  to  create  and  institutionalize  knowledge.  The  role  of 
the  manager  is  to  integrate  (create  or  maintain)  organizational  systems  or  sub¬ 
systems  from  the  point  of  view  of  the  institutional  goals  and  needs.1  The  expert 
typically  deals  with  symbols  and  materials  (although  there  are  many  who  disagree 
with  this  point  of  view).2  The  manager  deals  with  people.  The  two  role  types  require 
different  personality  types.  The  expert  who  has  intensive  knowledge  in  a  limited 
area,  tends  to  have  a  restricted  perspective.  The  manager  has  extensive,  though 
limited,  knowledge  of  many  areas,  and  the  resulting  broad  perspective  is  essential 
for  his  role.  Experts  are  committed  to  abstract  ideas  and  therefore  tend  to  be 
unrealistic,  whereas  managers  are  more  practical.  Managers  are  skilled  in  human 
relations;  experts  are  temperamental.3 

Managers  and  experts  differ  in  background.  Experts  usually  have  higher  educa¬ 
tions  than  managers  and  tend  to  enter  their  first  job  at  a  later  age  and  at  higher 
initial  salaries.  They  often  start  at  relatively  high  positions  in  the  hierarchy  but  are 
limited  in  the  range  of  their  mobility.  Managers  enter  their  first  job  at  a  younger 
age,  with  less  education,  and  at  lower  positions,  but  they  move  upward  faster  than 
the  experts  and  some  of  them  eventually  get  higher  than  any  expert.4  Whereas 
many  experts  remain  more  or  less  restricted  to  the  same  organizational  functions, 
the  typical  manager  is  assigned  to  a  large  variety  of  tasks  in  what  is  called  the 
process  of  broadening. 

Managers’  orientations  differ  considerably  from  those  of  experts.  Managers  are 


*  Reprinted  by  permission  of  The  Graduate  School  of  Business  and  Public  Administration, 
Cornell  University,  Ithaca,  N.Y.  (. Administrative  Science  Quarterly,  June  1959,  pp.  45-47). 

t  Dr.  Etzioni  is  Professor  of  Sociology  in  Columbia  University. 

1  The  roles  of  managers  will  be  discussed  here  only  with  regard  to  the  internal  functions 
of  the  organization.  Their  roles  with  regard  to  environment  will  be  disregarded  because  of 
space  limitations. 

2  Experts  can  be  arranged  in  a  continuum  from  the  less  to  the  more  skilled  in  human 
relations.  Chemists,  for  instance,  are  on  the  average  less  skilled  from  this  point  of  view  than 
labor  relations  experts.  See  L.  E.  Danielson,  “Management’s  Relations  with  Engineers  and 
Scientists,”  Proceedings  of  Industrial  Relations  Research  Association,  Tenth  Annual  Meeting, 
1957,  pp.  314-321. 

3  See  Robert  Dubin,  Human  Relations  in  Administration  (New  York,  1951),  pp.  113-138. 

4  For  a  comparison,  see  M.  Dalton,  “Conflicts  between  Staff  and  Line  Managerial  Officers,” 
American  Sociological  Review,  15  (1950),  342-351;  and  C.  A.  Myers  and  J.  G.  Turnbull,  Line 
and  Staff  in  Industrial  Relations,  Harvard  Business  Review,  34  (July-Aug.  1956),  113-124. 
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more  committed  or  loyal  to  their  specific  organization  than  are  experts.®  Experts 
are  often  primarily  oriented  toward  their  professional  reference  and  membership 
groups.  While  managers  are  often  committed  to  the  organization’s  particular  goals, 
experts  are  committed  to  the  scientific  and  professional  ethos  regardless  of  the 
particular  needs  and  goals  of  their  institution.6 

Obviously  though  there  is  a  high  correlation  among  these  four  variables,  they 
are  not  inevitably  associated.  Two  major  mechanisms  explain  how  the  correlation 
is  maintained.  First  of  all  there  is  selective  recruitment.  People  with  managerial 
personalities  and  background  are  recruited  to  managerial  roles,  and  those  with 
the  personalities  and  education  of  experts  tend  to  enter  staff  positions.  The  sec¬ 
ond  mechanism  is  role  adaptation.  People  who  enter  roles  which  are  initially 
incompatible  with  their  personalities  often  adjust  to  their  new  roles.  . 


From 

FINANCIAL  CONTROLS 
FOR  MANAGEMENT* 

By  Ralph  B.  Lewis\ 


The  Theory  of  Investment  and  Return 

From  the  standpoint  of  pure  theory,  there  is  only  one  true  method  (for  determin¬ 
ing  rate  of  return  on  an  investment).  This  is  the  investor’s  method.  It  is  also  called 
the  discount  method,  or  present  value  method.  All  the  money  that  is  to  be  laid 
out  prior  to  the  start  of  operations  is  measured.  This  includes  payments  for  plant, 
property  and  equipment  and  working  capital  as  well  as  expenditures  for  research 
and  development  and  other  preparatory  expenses.  On  the  other  hand,  all  of  the 
money  to  be  returned  as  profit  or  depreciation,  i.e.,  cash  throw-off,  is  likewise 
projected,  perhaps  for  as  long  as  fifteen  or  twenty  years.  The  date  for  the  start 
of  operations  is  the  significant  key  to  the  calculation,  because  this  is  the  date  used 
in  computing  present  value.  A  number  of  probable  rates  are  selected.  Then  using 
a  financial  table  one  converts  all  of  the  outlays  and  returns  into  present  values: 
And  that  interest  rate  at  which  the  present  value  of  the  outlays  offsets  the  present 
value  of  the  return  is  the  true  rate  of  return. 


^orkS.°Ut  P°lnt’  ^  ^  M'  S'  SchwartZ’  The 

“  AnalYSiS  °f  ^  ****  R°leS’ 
Ralph  B-  Lewis-  ©  ^  Prentice-Hall,  Inc.,  Engle- 
Accoun^ntsth°r  ^  hGad  °f  management  services  for  Author  Young  &  Co.,  Certified  Public 
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From 

ACCOUNTING  FOR 
MANAGEMENT  CONTROL* 

By  Charles  T  Horngren\ 


DEFINITION  OF  CAPITAL  BUDGETING 

Capital  budgeting  is  long-term  planning  for  making  and  financing  proposed 
capital  outlays.  Most  expenditures  for  plant,  equipment,  and  other  long-lived  as¬ 
sets  affect  operations  over  a  series  of  years.  They  are  large  permanent  commit¬ 
ments  that  influence  long-run  flexibility  and  earning  power.  Decisions  in  this  area 
are  among  the  most  difficult,  primarily  because  the  future  to  be  foreseen  is  distant 
and  hard  to  perceive.  Because  the  unknowable  factors  are  many,  it  is  imperative 
that  all  the  knowable  factors  be  collected  and  properly  measured  before  a  decision 
is  reached. 

Tho  problem  of  measuring  the  potential  profit  of  long-range  investments  has 
been  receiving  increased  attention  by  management  accountants.  This  trend  is 
likely  to  grow  as  industrial  mechanization  and  automation  grow. 

The  profitability  of  a  business  decision  depends  on  two  vital  factors:  (1)  future 
net  increases  in  cash  inflows  or  net  savings  in  cash  outflows;  and  (2)  required 
investment.  Thus,  a  chance  to  receive  an  annual  return  of  $5,000  on  a  bond  or 
stock  can  be  judged  only  in  relationship  to  how  much  money  need  be  committed 
to  obtain  the  $5,000.  If  the  required  capital  is  $10,000,  the  $5,000  (50  per  cent) 
return  may  be  extremely  appealing.  If  the  required  investment  is  $1  million,  the 
$5,000  (1/2  per  cent)  return  probably  will  be  unappealing.  Depending  on  risk  and 
available  alternatives,  individuals  and  corporate  investors  usually  have  some  no¬ 
tion  of  a  minimum  rate  of  return  that  would  make  various  projects  desirable  invest¬ 
ments. 

The  quantitative  approach  to  management  problem-solving  is,  generally,  to 
estimate  the  effect  of  the  alternatives  on  cash  flows  in  relation  to  the  required 
investments.  Thus,  all  projects  whose  rate  of  return  exceeds  the  minimum  rate 
of  return  would  be  desirable,  and  vice  versa.  A  project  which  promises  a  return 
of  25  per  cent  would  ordinarily  be  more  desirable  than  one  which  promises  a  return 
of  12  per  cent.  The  problem  of  choosing  the  minimum  acceptable  rate  of  return 
(more  a  problem  of  finance  than  of  accounting)  is  extremely  complex.  .  .  . 

There  are  several  different  ways  of  approaching  the  capital  budgeting  decision. 
Although  we  shall  discuss:  (a)  discounted  cash  flow;  (b)  payback;  and  (c)  the 
unadjusted  rate  of  return,  we  shall  concentrate  on  discounted  cash  flow  because 
it  is  conceptually  superior  to  the  others. 


*  Charles  T.  Horngren,  Accounting  for  Management  Control;  An  Introduction,  ©  1965, 
excerpts  from  pp.  356-63,  365-68.  Reprinted  by  permission  of  Prentice-Hall,  Inc.,  Englewood 
Cliffs,  N.J. 

t  The  Author  is  Professor  of  Accounting  at  the  Graduate  School  of  Business,  Stanford 
University. 
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DISCOUNTED  CASH  FLOW 


Time  Value  of  Money 

The  old  adage  that  a  bird  in  the  hand  is  worth  two  in  the  bush  is  applicable 
to  the  management  of  money.  A  dollar  in  the  hand  today  is  worth  more  than  a 
dollar  to  be  received  (or  spent)  five  years  from  today.  This  is  because  the  use  of 
money  has  a  cost  (interest),  just  as  the  use  of  a  building  or  an  automobile  may 
have  a  cost  (rent).  Because  the  discounted-cash-flow  method  explicitly  and  au¬ 
tomatically  weighs  the  time  value  of  money  it  is  the  best  method  to  use  for 
long-range  decisions. 

Another  major  aspect  of  the  cash-flow  method  is  its  focus  on  cash  inflows  and 
outflows  rather  than  on  net  income  as  computed  in  the  conventional  accounting 
sense.  .  .  . 

There  are  two  main  variations  of  the  discounted-cash-flow  method:  (a)  time- 
adjusted  rate  of  return;  and  (b)  net  present  value.  .  .  . 

The  following  example  will  be  used  to  illustrate  the  concepts: 

Example  1 

A  manager  is  contemplating  the  rearrangement  of  assembly  line  facilities.  Be¬ 
cause  of  rapid  technological  changes  in  the  industry,  he  is  using  a  four-year 
planning  horizon  as  a  basis  for  deciding  whether  to  invest  in  the  facilities  for 
rearrangement,  which  should  result  in  cash  operating  savings  of  $2,000  per  year. 
In  other  words,  the  useful  life  of  this  project  is  four  years,  after  which  the  facilities 
will  be  abandoned  or  rearranged  again. 

Required: 

1.  If  the  plant  rearrangement  will  cost  $6,074  now,  that  is  the  time-adjusted 
rate  of  return  on  the  project? 

2.  If  the  minimum  desired  rate  of  return  is  10  per  cent,  and  the  planned 
rearrangement  will  cost  $6,074,  what  is  the  project’s  net  present  value? 
How  much  more  would  the  manager  be  willing  to  invest  and  still  earn  10 
per  cent  on  the  project? 

Requirement  1  deals  with  the  time-adjusted  rate  of  return,  which  we  shall 
consider  first. 

Time-adjusted  Rate  of  Return 

The  time-adjusted  rate  of  return  has  been  defined  as  “the  maximum  rate  of 
interest  that  could  be  paid  for  the  capital  employed  over  the  life  of  an  investment 
without  loss  on  the  project.”1  This  rate  corresponds  to  the  effective  rate  of  interest 
so  widely  computed  for  bonds  purchased  or  sold  at  discounts  or  premiums.  Alter¬ 
natively,  the  rate  of  return  can  be  defined  as  the  discount  rate  that  makes  the 
present  value  of  a  project  equal  to  the  cost  of  the  project. 

1  Return  on  Capital  as  a  Guide  to  Managerial  Decisions,  National  Association  Account¬ 
ants,  Research  Report  No.  35  (New  York,  December,  1959),  p.  57. 
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The  cash  flows  relating  to  our  rearrangement  problem  are  shown  in  Exhibit 
14-2.  The  discounted  cash  flow  analysis  of  these  cash  flows  is  shown  in  Exhibit 
1 4-3.The  exhibit  shows  that  $6,074  is  the  present  value,  at  a  rate  of  return  of  1 2 
per  cent,  of  a  four-year  stream  of  inflows  of  $2,000  in  cash.  Twelve  per  cent  is 
the  rate  that  equates  the  amount  invested  ($6,074)  with  the  present  value  of  the 
cash  inflows  ($2,000  per  year  for  four  years).  In  other  words,  if  money  were 


EXHIBIT  14-3 

Two  Proofs  of  Time-adjusted  Rate  of  Return 

Original  investment,  $6,074 
Useful  life,  4  years 

Annual  cash  inflow  from  operations,  $2,000 
Rate  of  return  (selected  by  trial-and-error  methods),  12  per  cent 


’Present  values  from  Table  1,  Appendix  II  to  Chapter  14  (p.  378). 

^Present  values  of  annuity  from  Table  2,  Appendix  II  to  Chapter  14  (p.  380). 
tSum  is  really  $6,076,  but  is  rounded. 
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borrowed  at  an  effective  interest  rate  of  12  per  cent,  the  cash  inflow  produced 
by  the  project  would  exactly  repay  the  hypothetical  loan  plus  the  interest  over  the 
four  years.  If  the  cost  of  capital  (minimum  desired  rate  of  return  on  the  capital) 
is  less  than  1 2  per  cent,  the  project  will  be  desirable.  If  the  cost  of  capital  exceeds 
12  per  cent,  the  cash  inflow  will  be  insufficient  to  pay  the  interest  and  repay  the 
principal  of  the  hypothetical  loan.  Therefore,  12  per  cent  is  the  time-adjusted  rate 
of  return  for  this  project. 

***** 


Explanation  of  Compound  Interest 

The  time-adjusted  rate  of  return  is  computed  on  the  basis  of  the  cash  in  use 
from  period  to  period,  rather  than  on  the  original  investment.  Exhibit  14-4  shows 
that  the  return  is  1 2  per  cent  of  the  cash  invested  during  the  year.  After  1 2  per 
cent  of  the  cash  invested  is  deducted,  the  remainder  is  the  recovery  of  the  original 
investment.  Over  the  four  years  the  cash  inflow  equals  the  recovery  of  the  original 
investment  plus  annual  interest,  at  the  rate  of  12  per  cent  of  the  unrecovered 
capital. 


Depreciation  and  Discounted  Cash  Flow 

Students  are  often  mystified  by  the  apparent  exclusion  of  depreciation  from 
discounted-cash-flow  computations.  A  common  homework  error  is  to  deduct  de¬ 
preciation.  This  is  a  misunderstanding  of  one  of  the  basic  ideas  involved  in  the 
concept  of  the  time-adjusted  rate  of  return.  Discounted-cash-flow  techniques  and 
tables  automatically  provide  for  recoupment  of  the  principal.  Therefore,  it  is  un¬ 
necessary  to  deduct  depreciation  from  operating  cash  inflows  before  consulting 
present  value  tables. 

In  Exhibit  14-4,  at  the  end  of  Year  1,  the  $2,000  cash  inflow  represents  a  12 
per  cent  ($729)  return  on  the  $6,074  unrecovered  investment  at  the  beginning  of 
Year  1  plus  a  $1,271  recovery  of  principal.  The  latter  is  similar  to  the  depreciation 
provision  in  conventional  accounting. 

This  difficult  point  warrants  another  illustration.  Assume  that  a  company  is 
considering  investing  in  a  project  with  a  two-year  life  and  no  residual  value.  Cash 

EXHIBIT  14-4 

Rationale  of  Time-adjusted  Rate  of  Return 


$2  0M lit  uri9inal  lnv®stment*  $6-074=  Useful  life,  4  years;  Annual  cash  inflow  from  operations 
R  ,  f  ®tUT’ 12  ***  cent  Unrecov0red  investment  at  the  beginning  of  each  year  earns  interest  for  the  whole 
year.  Annual  cash  inflows  are  received  at  the  end  of  each  year. 


Year 


(a) 

Unrecovered 
Investment 
at  Beginning 
of  Year 


(b) 

Annual 

Cash 

Inflow 


(c) 

Return: 
12%  per 
Year 

(a)  X  12% 


(d)  Amount  of 
Investment 
Recovered 
at  End  of  Year 
(b)  —  (c) 


(e) 

Unrecovered 
Investment 
at  End  of  Year 
(a)  ~  (d) 


$6,074 

$2,000 

$729 

$1,271 

4,803 

2,000 

576 

1,424 

3,379 

2,000 

405 

1,595 

1,784 

2,000 

216* 

1,784 

$4,803 

3,379 

1,784 

0 


*  Rounded. 
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inflow  will  be  equal  payments  of  $4,000  at  the  end  of  each  of  the  two  years.  How 
much  would  the  company  be  willing  to  invest  to  earn  a  time-adjusted  rate  of  return 
of  8  per  cent?  A  quick  glance  at  the  table  for  either  the  present  value  of  $1  or 
the  present  value  of  an  ordinary  annuity  of  $1 .00  will  reveal: 

Present  Value  of  $4,000  at  end  of  Year  1:  $4,000  X  .926  =  $3,704 

Present  Value  of  $4,000  at  end  of  Year  2:  $4,000  X  .857  =  3,428  $7,132 

Present  Value  of  annuity  of  $4,000  for  2  years  at  8  per  cent:  $4,000  X  1.783  =  $7,132 

The  following  is  an  analysis  of  the  computations  that  are  automatically  consid¬ 
ered  in  the  construction  of  present  value  tables. 


Year 

Investment 

at 

Beginning 
of  Year 

Oper¬ 

ating 

Cash 

Inflow 

Return. 

@  8%  per  Year 

Amount  of  Investment 
Received  at  End  of  Year 

Unrecovered  Investment 
at  End  of  Year 

1 

$7,132 

$4,000 

.08  X  $7,132  =  $571 

$4,000  -  $571  =  $3,429 

$7,132-  $3,429  =  $3,703 

2 

3,703 

4,000 

.08  X  $3,703  =  $297 

$4,000  -  $297  =  $3,703 

$3,703  -  $3,703  =  0 

A  study  of  the  above  calculations  will  demonstrate  that  discounted-cash-flow 
techniques  and  tables  have,  built  into  them,  the  provisions  for  recovery  of  invest¬ 
ment. 

Net  Present  Value 

Another  type  of  discounted-cash-flow  approach  may  be  called  the  net  present 
value  method.  Computing  the  exact  time-adjusted  rate  of  return  entails  trial-and- 
error  and,  sometimes,  cumbersome  hand  calculations  and  interpolations  within  a 
compound  interest  table.  In  contrast,  the  net  present  value  method  assumes  some 
minimum  desired  rate  of  return.  All  expected  future  cash  flows  are  discounted  to 
the  present,  using  this  minimum  desired  rate.  If  the  result  is  positive,  the  project 
is  desirable,  and  vice  versa. 

Requirement  (2)  of  Example  1  (p.  358)  will  be  used  to  demonstrate  the  net 
present  value  approach.  The  problem  assumes  that  the  rearrangement  will  cost 
$6,074.  Exhibit  14-5  shows  a  net  present  value  of  $264,  so  the  investment  is 
desirable.  The  manager  would  be  able  to  invest  $264  more,  or  a  total  of  $6,338 
(i.e.,  $6,074  +  $264),  and  still  earn  10  per  cent  on  the  project. 

The  higher  the  minimum  desired  rate  of  return,  the  less  the  manager  would  be 
willing  to  invest  in  this  project.  At  a  rate  of  16  per  cent,  the  net  present  value  would 
be  $—478  (i.e.,  $2,000  X  2.798  =  $5,596,  which  is  $478  less  than  the  required 
investment  of  $6,074).  (Present  value  factor,  2,798  is  taken  from  Table  2,  p.  380.) 
When  the  desired  rate  of  return  is  1 6  per  cent,  rather  than  1 0  per  cent,  the  project 
is  undesirable  at  a  price  of  $6,074. 

***** 

Solution 

A  difficult  part  of  long-range  decision  making  is  the  structuring  of  the  data.  We 
want  to  see  the  effects  of  each  alternative  on  future  cash  flows.  The  focus  here 
is  on  bona  fide  cash  transactions,  not  on  opportunity  costs.  .  .  . 
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EXHIBIT  14-5 

Net  Present  Value  Technique 

Original  investment,  $6,074;  Useful  life,  4  years;  Annual  cash  inflow  from  opera 
tions,  $2,000;  Minimum  desired  rate  of  return,  10  per  cent 

Approach  1 :  Discounting  Each  Year's  Cash  Inflow  Separately* 

Present 

Value 

of$1,  Total 


Discounted  Present 
@  10%  Value 


End  of  Year 
Cash  flows: 


Annual  savings 

.909 

$  1,818 

.826 

1,652 

.751 

1,502 

.683 

1,366 

Present  value  of 

future  inflows 

$  6,338 

Initial  outlay 

1.000 

(6,074) 

Net  present  value 

$  264 

Approach  2:  Using 

Annuity  Tablet 

Annual  savings 

3.170 

$  6,340 

Initial  outlay 

1.000 

(6,074) 

Net  present  value 

$  264t 

Sketch  of  Cash  Flows 


0  12  3  4 


$2,000 

$2,000 

$2,000 

$2,000 


$(6,074) 


$2,000  $2,000  $2,000  $2,000 

$(6,074) 


'Present  values  from  Table  1,  Appendix  II  to  Chapter  14,  p.  378. 
tPresent  annuity  values  from  Table  2,  p.  380. 

^Rounded. 


The  following  steps  are  likely  to  be  the  clearest 

Step  1-  Arrange  the  relevant  cash  flows  by  project,  so  that  a  sharp  distinction  is 
made  between  total  project  flows  and  incremental  flows.  The  incremental  flows 
are  merely  algebraic  differences  between  two  alternatives.  (There  are  always  at 
least  two  alternatives.  One  is  the  status  quo,  the  alternative  of  doing  nothing.) 
Exhibit  14-6  shows  how  the  cash  flows  for  each  alternative  are  sketched. 

Step  2.  Discount  the  expected  cash  flows  and  choose  the  project  with  the  least 
cost  or  the  greatest  benefit.  Both  the  total  project  approach  and  the  incremental 
approach  are  illustrated  in  Exhibit  14-6.  Which  approach  you  use  is  a  matter  of 
preference.  However,  to  develop  confidence  in  this  area,  you  should  work  with 
both  at  the  start.  In  this  example,  the  $8,425  net  difference  in  favor  of  replacement 
is  the  ultimate  result  under  either  approach. 


Analysis  of  Typical  Items  under  Discounted  Cash  Flow 

1.  Future  Disposal  Values.  The  disposal  value  at  the  date  of  termination  of 
a  project  is  an  increase  in  the  cash  inflow  in  the  year  of  disposal.  Errors  in 


EXHIBIT  14-6 
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forecasting  disposal  value  are  usually  not  crucial  because  the  present  value  is 
usually  small. 

2.  Current  Disposal  Values  and  Required  Investment.  There  are  a  number 

of  correct  ways  to  analyze  this  item,  all  of  which  will  have  the  same  ultimate  effect 
on  the  decision. .  .  .  Generally,  the  required  investment  is  most  easily  measured 
by  offsetting  the  disposal  value  of  the  old  assets  against  the  gross  cost  of  the  new 
assets. 

3.  Book  Value  and  Depreciation.  Depreciation  is  a  phenomenon  of  accrual 
accounting  that  entails  an  allocation  of  cost,  not  a  specific  cash  outlay.  Deprecia¬ 
tion  and  book  value  are  ignored  in  discounted-c'ash-flow  approaches  for  the  rea¬ 
sons  mentioned  earlier  in  this  chapter. 

4.  Income  Taxes.  In  practice,  comparison  between  alternatives  is  best  made 
after  considering  tax  effects,  because  the  tax  impact  may  alter  the  picture.  . 

5  Overhead  Analysis.  In  relevant  cost  analysis,  only  the  overhead  that  will 
differ  between  alternatives  is  pertinent.  There  is  need  for  careful  study  of  the  fixed 
overhead  under  the  available  alternatives.  In  practice,  this  is  an  extremely  difficult 

phase  of  cost  analysis,  because  it  is  difficult  to  relate  the  individual  costs  to  anv 
single  project. 

6.  Unequal  Uves.  Where  projects  have  unequal  lives,  comparisons  may  be 
made  either  over  the  useful  life  of  the  longer-lived  project  or  over  the  useful  life 
of  the  shorter-lived  project.  For  our  purposes,  let  us  estimate  what  the  residual 
values  will  be  at  the  end  of  the  longer-lived  project.  We  must  also  assume  a 
reinvestment  at  the  end  of  the  shorter-lived  project.  This  makes  sense  primarily 
because  the  decision  maker  should  extend  his  time  horizon  as  far  as  possible 
If  he  is  considering  a  longer-lived  project,  he  should  give  serious  consideration 
to  what  would  be  done  in  the  time  interval  between  the  termination  dates  of  the 
shorter-lived  and  longer-lived  projects. 


[7.]  The  General  Guide  to  Capital  Budgeting  Decisions.  The  following 
decision  rule,  subject  to  the  cautionary  words  just  stated,  should  guide  the  selec- 
tion  of  projects:  The  net  present  value  method  should  be  used,  and  any  project 
that  has  a  positive  net  present  value  should  be  undertaken.  When  the  projects 

fIL?tUa!ytKeXC'.fV!’  S°  th3t  th®  accePtance  of  one  automatically  entails  the 
ejection  of  the  other  (e.g.,  buying  Dodge  or  Ford  trucks)  the  project  which  maxi¬ 
mizes  wealth  measured  in  net  present  value  in  dollars  should  be  undertaken. 


OTHER  APPROACHES  TO  ANALYZING  LONG-RANGE  DECISIONS 

***** 


Payback  Method 

in  or  payoff’ is  the  measure  of  the  time  it  will  take  to  recoup 

9  non  1  l0W  from  °Perations>  the  initial  dollars  invested.  Assume  that 

$1 2,000  is  spent  for  a  machine  with  a  an  estimated  useful  life  of  eight  years.  Annual 

T “I""0"  “•  exp9<:ted  ,r°m  OW*™-  tAwctotJ* 

ignored.  The  payback  calculations  follow: 


p_  /  _  $12,000 

O  $4,000 


years 


(1) 
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Where  P  is  the  payback  time;  /  is  the  initial  incremental  amount  invested;  and  O 
is  the  uniform  annual  incremental  cash  inflow  from  operations. 

The  payback  method,  by  itself,  does  not  measure  profitability;  it  measures  how 
quickly  investment  dollars  may  be  recouped.  This  is  its  major  weakness,  because 
a  shorter  payback  time  does  not  necessarily  mean  that  one  project  is  preferable 
to  another. 

For  instance,  assume  that  an  alternative  to  the  $12,000  machine  is  a  $10,000 
machine  whose  operation  will  also  result  in  a  reduction  of  $4,000  annually  in  cash 
outflow.  Then 


Pi  = 


$12,000 

$4,000 


=  3.0  years 


i>2  = 


$10,000 

$4,000 


=  2.5  years 


The  payback  criterion  indicates  that  the  $10,000  machine  is  more  desirable. 
However,  one  fact  about  the  $10,000  machine  has  been  purposely  withheld.  Its 
useful  life  is  only  2.5  years.  Ignoring  the  impact  of  compound  interest  for  the 
moment,  the  $10,000  machine  results  in  zero  benefit,  while  the  $12,000  machine 
generates  cash  inflows  for  five  years  beyond  its  payback  period. 

The  main  objective  in  investing  is  profit,  not  the  recapturing  of  the  initial  outlay. 
If  a  company  wants  to  recover  its  outlay  fast,  it  need  not  spend  in  the  first  place. 
Then  no  waiting  time  is  necessary;  the  payback  time  is  zero. 


From 

THE  HUMAN  SIDE  OF  ENTERPRISE* 

By  Douglas  McGregor t 


Participation  is  one  of  the  most  misunderstood  ideas  that  have  emerged  from 
the  field  of  human  relations.  It  is  praised  by  some,  condemned  by  others,  and  used 
with  considerable  success  by  still  others.  The  differences  in  point  of  view  between 
its  proponents  and  its  critics  are  about  as  great  as  those  between  the  leaders  of 
Iron  Curtain  countries  and  those  of  the  Free  World  when  they  use  the  term  “de¬ 
mocracy.” 

Some  proponents  of  participation  give  the  impression  that  it  is  a  magic  formula 
which  will  eliminate  conflict  and  disagreement  and  come  pretty  close  to  solving 
all  of  management’s  problems.  These  enthusiasts  appear  to  believe  that  people 
yearn  to  participate,  much  as  children  of  a  generation  or  two  ago  yearned  for 
Castoria.  They  give  the  impression  that  it  is  a  formula  which  can  be  applied  by 
any  manager  regardless  of  his  skill,  that  virtually  no  preparation  is  necessary  for 

*  By  permission  from  The  Human  Side  of  Enterprise,  by  Douglas  McGregor.  Copyright 
1960.  McGraw-Hill  Book  Company,  Inc.  (Excerpts  from  124-31,  172-75.) 

t  The  late  author  was  Professor  in  the  School  of  Industrial  Management  at  the  Massa¬ 
chusetts  Institute  of  Technology. 
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its  use,  and  that  it  can  spring  full-blown  into  existence  and  transform  industrial 
relationships  overnight. 

Some  critics  of  participation,  on  the  other  hand,  see  it  as  a  form  of  managerial 
abdication.  It  is  a  dangerous  idea  that  will  undermine  management  prerogatives 
and  almost  certainly  get  out  of  control.  It  is  a  concept  which  for  them  fits  the 
patterm  of  “soft”  management  exclusively.  It  wastes  time,  lowers  efficiency,  and 
weakens  management’s  effectiveness. 

A  third  group  of  managers  view  participation  as  a  useful  term  in  their  bag  of 
managerial  tricks.  It  is  for  them  a  manipulative  device  for  getting  people  to  do  what 
they  want,  under  conditions  which  delude  the  “participators”  into  thinking  that  they 
have  had  a  voice  in  decision  making.  The  idea  is  to  handle  them  so  skillfully  that 
they  come  up  with  the  answer  which  the  manager  had  in  the  first  place,  but 
believing  it  was  their  own.  This  is  a  way  of  “making  people  feel  important”  which 
these  managers  are  quick  to  emphasize  as  a  significant  motivational  tool  of  man¬ 
agement.  (It  is  important  to  note  the  distinction  between  making  people  feel  impor¬ 
tant  and  making  people  important.) 

Naturally,  there  are  severe  critics  of  this  manipulative  approach  to  participation, 
and  they  tend  to  conceive  of  all  participation  as  taking  this  form. 

A  fourth  group  of  managers  makes  successful  use  of  participation,  but  they 
don’t  think  of  it  as  a  panacea  or  magic  formula.  They  do  not  share  either  the 
unrestrained  enthusiasm  of  the  faddists  or  the  fears  of  the  critics.  They  would  flatly 
refuse  to  employ  participation  as  a  manipulative  sales  device. 

Among  all  of  these  these  groups  is  a  rather  general  but  tacit  agreement— incor¬ 
rect,  I  believe— that  participation  applies  to  groups  and  not  to  individuals  None 
of  them  appears  to  view  it  as  having  any  relationship  to  delegation.  After  all,  it  has 
a  different  name!  Many  of  the  strong  proponents  of  delegation  have  no  use 
whatever  for  participation. 


In  the  light  of  all  this  it  is  not  surprising  that  a  fair  number  of  thoughtful  managers 
view  this  whole  subject  with  some  skepticism. 

•  The,ef!eCtlve  use  of  partic|Pation  is  a  consequence  of  a  managerial  point  of 
view  which  includes  confidence  in  the  potentialities  of  subordinates,  awareness 
of  management’s  dependency  downwards,  and  a  desire  to  avoid  some  of  the 
negative  consequences  of  emphasis  on  personal  authority. 

m  'Vs  f3e.rhaps  most  useful  t0  consider  participation  in  terms  of  a  range  of 

dedSnr'makCtl0nS'  At  °ne  6nd  °f  th®  ran9e  the  exercise  of  authority  in  the 
decision-making  process  is  almost  complete  and  participation  is  negligible  At  the 

is  midmum  Th^96  e*erdse  of  authority is  relative|y  small  and  participation 
ri  ,  ‘  *[here  ls  n0  imP|ication  that  more  participation  is  better  than  less.  The 
in  ?  w  of 'Participation  which  will  be  suitable  depends  upon  a  variety  of  factors 

°T *  ,he  a““8s  M  £!h“ 

nates,  the  managers  skill,  and  the  point  of  view  alluded  to  above. 


sor  and  It  t0  the  relationshiP  b^een  a  first-line  supervi- 

tee  Moreover  sfnra  °CCUr  between  a  president  and  his  executive  commit- 
subordinate  it  k.on  ^  6  &T,e  many  mana9erial  decisions  which  affect  a  single 
Darticinatinn  h-  .  9uf  ^  aPPl|cable  to  the  individual  or  to  the  group.  The  kind  of 

zationPas  welTa'^  M '  bth  Uti,'Zed  Wl1' Vary  dependin9  upon  the  level  of  the  organi¬ 
zation  as  well  as  upon  the  other  factors  mentioned  above. 
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Since  one  of  the  major  purposes  of  the  use  of  participation  is  to  encourage  the 
growth  of  subordinates  and  their  ability  to  accept  responsibility,  the  superior  will 
be  concerned  to  pick  appropriate  problems  or  issues  for  discussion  and  decision. 
These  will  be  matters  of  some  significance  to  subordinates;  otherwise  they  will 
see  little  point  in  their  involvement.  .  .  . 

Of  course,  there  are  some  risks  connected  with  the  use  of  participation.  All 
significant  managerial  activities  involve  risk,  and  this  is  no  exception.  The  usual 
fear  is  that  if  employees  are  given  an  opportunity  to  influence  decisions  affecting 
them,  they  will  soon  want  to  participate  in  matters  which  should  be  none  of  their 
concern.  Managements  who  express  this  fear  most  acutely  tend  to  have  a  very 
narrow  conception  of  the  issues  which  should  concern  employees.  If  manage¬ 
ment’s  concern  is  with  the  growth  of  employees  and  their  increasing  ability  to 
undertake  responsibility,  there  will  of  course  be  an  expectation  that  employees 
will  become  involved  in  an  increasing  range  of  decision-making  activities. 

*  *  *  *  * 

In  any  event,  there  are  now  so  many  instances  of  the  successful  use  of  partici¬ 
pation  which  has  not  in  any  discernible  way  weakened  management’s  ability  to 
manage  that  I  can  see  little  basis  for  anxiety  over  the  issue  of  management 
prerogatives.  The  only  conclusion  I  would  draw  is  that  the  managements  who  are 
primarily  concerned  to  protect  their  power  and  authority  had  better  leave  the  whole 
matter  alone. 

...  In  view  of  the  interdependence  characteristic  of  industrial  organizations 
there  is  reason  for  modifying  the  typical  unilateral  nature  of  the  decision-making 
process.  Participation,  used  judiciously,  and  in  many  different  ways,  depending 
upon  the  circumstances,  offers  help  along  these  lines.  It  is  a  process  which  differs 
very  little  from  delegation  in  its  essential  character.  In  fact,  participation  is  a  special 
case  of  delegation  in  which  the  subordinate  gains  greater  control,  greater  freedom 
of  choice,  with  respect  to  his  own  responsibility.  The  term  participation  is  usually 
applied  to  the  subordinate’s  greater  influence  over  matters  within  the  sphere  of 
his  superior’s  responsibilities.  When  these  matters  affect  him  and  his  job — when 
interdependence  is  involved— it  seems  reasonable  that  he  should  have  the  oppor¬ 
tunity  to  exert  some  influence.  .  .  . 

Participation  .  .  .  offers  substantial  opportunities  for  ego  satisfaction  for  the 
subordinate  and  thus  can  affect  motivation  toward  organizational  objectives.  It  is 
an  aid  to  achieving  integration.  In  the  first  place,  the  subordinate  can  discover  the 
satisfaction  that  comes  from  tackling  problems  and  finding  successful  solutions 
for  them.  This  is  by  no  means  a  minor  form  of  satisfaction.  It  is  one  of  the  reasons 
that  the  whole  do-it-yourself  movement  has  grown  to  such  proportions  in  recent 
years.  Beyond  this  there  is  a  greater  sense  of  independence  and  of  achieving 
some  control  over  one’s  destiny.  Finally,  there  are  the  satisfactions  that  come  by 
way  of  recognition  from  peers  and  superiors  for  having  made  a  worth-while  contri¬ 
bution  to  the  solution  of  an  organizational  problem.  At  lower  levels  of  the  organiza¬ 
tion,  where  the  opportunities  for  satisfactions  like  these  are  distinctly  limited, 
participation  in  departmental  problem  solving  may  have  considerable  significance 
in  demonstrating  to  people  how  they  can  satisfy  their  own  needs  best  by  working 
toward  organizational  objectives. 

Viewed  thus,  participation  is  not  a  panacea,  a  manipulative  device,  a  gimmick, 
or  a  threat.  Used  wisely,  and  with  understanding,  it  is  a  natural  concomitant  of 
management  by  integration  and  self-control. 
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*•*  *  * 

In  order  to  create  a  climate  of  mutual  confidence  surrounding  staff-line  relation¬ 
ships  within  which  collaboration  in  achieving  organizational  objectives  will  become 
possible,  several  requirements  must  be  met: 

1.  The  inadequacy  of  the  conventional  principles  of  unity  of  command  and  of 

equality  of  authority  and  responsibility  must  be  recognized.  Not  only  are  these 
principles  unrealistic  in  the  modern  industrial  corporation,  they  are  the  source  nl 
many  of  the  difficulties  we  are  trying  to  correct  Y  source  of 

2.  The  primary  task  of  any  staff  group  is  that  of  providing  specialized  help  to 
3U  levels  of  management,  not  just  to  the  level  at  which  the  group  reports 

3  The  proper  role  of  the  staff  member  is  that  of  the  professional  Lavis  his 
clients.  The  genuinely  competent  professional  recognizes  (a)  that  hPin  ic  J, 
definsd  by  to  rbcipto,  and  <„,  to,  ha  can  nelto, «  estto 

organ, zat, on  nor  maintain  proper  ethical  standards  of  conduct  if  he  is  placed  in 
a  position  which  involves  conflicting  obligations  to  his  managerial  “clien  s 

4.  The  central  principle  of  managerial  control  is  the  principle  of  sel"  control 
This  principle  severely  limits  both  staff  and  line  use  of  data  and  infnrmlt  , 
letod  ,cr  conbo,  putosas  aa  „a„  as  to  so-ca,  la? »o^aSS»as  o,  sS 
groups.  If  the  principle  of  self-control  is  violated,  the  staff  ineuit^hiu  il  t  f 
involved  in  conflicting  obligations,  and  in  addition  is  rem  »> oh  te  t3b y  becomes 
Patible  roles  of  professional  helper  and  ^7'  °CCUpy  the  inCOm' 

It  may  seem  impractical  to  attempt  to  create  a  climate  of  staff  lino  miotic  k- 

one  in  which  neither  typicallyPexercises  authnrihle^'0?^^  'S  3n  interdePendent 
influence  in  both  directs  ^  over  the  other  althou9h  there  is 

knowledge  and  skill  of  the  professional  but  ifheatf^61 ?e"dent  on  the  specialized 
by  authoritative  methods  he  will  defeat  hie  n  att  mpts  t0  get  the  he|P  he  needs 
by  command  the  imaginative^ Iff  "0t  possible  to  obtain 

professional  from  the  glorified  clerk  The  blstin9ulshes  the  competent 

as  flunkies  to  carry  out  te  o"21wiii  n  ®  o  Wh°  P6rCeives  staff  me^bers 

other  hand,  the  pr°  ess/onal^  help.  On  the 

and  skill  of  professional  specLlists  Sl  not  atteintln  f"2'"9  ^  knowled9e 
relying  on  his  authority  over  them.  *  tt  pt  t0  achieve  this  purpose  by 

use  his  help,  he  has  notva"ueStoethenoraanUP°tn  ^  C'lents’  Unless  they  accept  and 
for  employing  him.  If,  however  he  attemnt*  *1  ^ therefore  there  is  n0  reason 

(whether  directly  or  by  acceDtina’assinnn^t*  f  lmpose  helP”  authoritatively 
abilities  from  his  superiors!  ffni  9n™ents  of  control  and  coordinative  respon- 

oomptetely  incompatible  whh  the  pmtsSl  ST  ° f  P°liCeman’  Which  is 

thorttaZfiJmswfoh  tTJrhil°  **  of  staff-"'ne  relationships  in  au- 
which  will  achieve  organizational  objectives  adequately.  Waste 
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. . ■«  - . . ^3KEHJ5522*,*,,,,,p- 

t,,,";;;::':t:«' :::Tr  *  -  ^t£2tr2£.««  „  has 

i 1  ,  ,t  h r  I  \  Tr,m  w,th,n  *h0  context  of  Theory  Y  will  estab- 

m  1.  *1*  V . »  ‘  ‘,Hhf tllfuU,,fi* f,,s  suporiors,  and  his  colleagues  which 
ti  ..  J  ,i ,  ■.  ‘iT,?’  l'Irt,'Nfil0nal  VIS^V'8  h«  clients.  He  will  become  more 

r”,hor  ,han  speciaii2ed  «**> 

H  ,  ,h' 1  *».»  tntti .with  whi,  h  they  aw  related,  for  example),  but  not  particularly 
»»  term*,  el  »*..  iMd.henal  Hum  staff  distinction,  All  managers,  whether  lino  o?staff 
haw  »mi,.uM,it, mm  0(hor  *of  tho  organa  ion  i 

achieving  r4il»«:t,v»s  t  ar-h  is  concerned  with  (1)  making  his  own 

r;"1; . Mail,  and  experience  avaHable  to  others;  (2)  obtaining 

heip  h.m,  .-she,..  ;n  *g!Wi„i,,  t„s  own  responsibilities;  and  (3)  controlling  his  own 
jet»  I  a*  h  ha*.  />,  tfh  him  ,md  staff  responsibilities,  ' 

Urn.  .'1(ns»HjM»rtn  «  .»f  this  approach  is  the  greater  significance  which  the 
manage) m(  ,,  gum.-,  at  each  ley,,)  of  organization,  Much  of  the  manager's 
work  tie  fie  ,iim  ...»  staff  wiieifos  tits  collaboration  with  other  managers' in  n 
relations, tip-  *h«ie  per, .trial  ■u/thrinty  aruf  power  must  ho  subordinated  to  the 
regutremants  „f  the  ?,isa  if  orgammttorinl  objectives  are  to  bo  achieved.  Effoe. 
live  seHahna!,.  ,ii  „t  this  tend  .s  hinder, id,  nut  helped,  by  the  traditional  distinctions 
between  ini,,  air)  staff  the  goal  is  tti  utilize  thrt  contributions  of  all  the  available 
human  w»;«.  es  m  washing  the  best  decisions  er  problem  solutions  or  action 


lfi»*  me- lew  .ndiistfiat  unjam/ntiun  m  a  vast  complex  of  interdependent  rela- 
tiurish.ps  up  dawn  m  w,,-,.  ami  won  ihagemilly  "  In  fact,  die  interdependence 
IS  great  tfut  only  .  uiUbrrdw*  hum  efforts  can  make  the  system  work  effoc- 
tiwly  it  is  pi-*bau«>  that ,  nm  day  we  shall  begin  to  draw  organization  charts  as 
1  '  't  :  ’  -  -  a  hierarchical  structure  of  individual 


9.  AB  THORSTEN  (A-C,  R) 


Case  Introduction 


SYNOPSIS 

The  President  of  AB  Thorsten,  Swedish  subsidiary  of  a  large  Belgian 
company,  proposes  to  build  a  plant  in  Sweden  for  the  production  of  XL-4, 
a  chemical  used  in  the  paper  industry.  He  uses  modern  methods  of  finan¬ 
cial  management  (and  management  science)  to  forecast  results  over 
seven  years.  The  investment  was  approved  by  the  Thorsten  board.  Later, 
opposition  to  the  investment  develops  in  the  headquarters  of  the  parent 
company  in  Belgium.  The  Belgian  corporate  staff  use  methods  similar 
to  those  used  in  Sweden  and  arrive  at  the  decision  that  XL-4  should  be 
produced  in  Belgium  and  exported  to  Sweden.  There  follows  a  series  of 
moves  between  Belgian  and  Swedish  managements  which  shows  that 
they  (1)  disagree  on  basic  technical  and  financial  matters  and  (2)  tend 
to  become  involved  in  “personal”  and  “national  interests”  kinds  of  con¬ 
flict,  in  addition  to  conflict  over  rational  financial  matters.  The  president 
of  the  worldwide  Belgian  multinational  company  must  decide  where  the 
plant  is  to  be  built,  or  how  to  get  others  to  make  this  decision. 


WHY  THIS  CASE  IS  INCLUDED 

The  case  offers  opportunity  to  see  how  basic  technical-economic  fac- 
tors  can  often  be  the  root  of  human  conflict  within  any  system.  In  this 
case  the  subsystem  company  happens  to  be  across  a  national  boundary, 
which  magnifies  such  technical  conflicts.  The  Swedish  subsidiary  man¬ 
agement  conflicts  with  the  Belgian  management  not  only  because  of  a 
basic  economic  conflict  which  occurs  within  any  complex  company,  but 
also,  superimposed  on  this  is  the  national  culture  factor:  the  large  (par¬ 
ent)  company  is  in  Belgium  and  the  smaller  (subsidiary)  company  is  in 
Sweden.  The  way  “identification”  and  “loyalty”  are  affected  by  economic 
factors  is  also  evident. 
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One  can  also  see  in  clear  perspective  the  dilemma  in  choosing  a  cen¬ 
tralized  organization  structure  versus  a  decentralized  structure,  includ¬ 
ing  the  advantageous  and  disadvantageous  outcomes  that  result  regard¬ 
less  of  which  solution  is  chosen.  The  final  decision  represents  a  trade-off 
decision  process — how  much  human  motivation  and  learning  factors 
trade  off  against  financial  efficiency  factors. 

As  a  byproduct,  one  might  learn  some  substantive  long-range  plan¬ 
ning  techniques  for  capital  budgeting  and  strategic  resource  allocation 
problems,  some  theories  of  multinational  company  loyalty,  and  some 
theories  for  motivation  of  managers. 

DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 

1.  Notice  that  both  Ekstrom  (Sweden)  and  Bols  (vice  president,  fi¬ 
nance,  Belgium)  used  a  number  of  decision-making  tools  to  help  them 
evaluate  the  consequences  of  a  particular  alternative  (whether  to  pro- 
duce  in  Sweden  or  Belgium).  Why  did  they  approach  the  decision  in  this 
way? 

Read:  Horngren,  Accounting  for  Management  Control ,  pp.  356-363, 
365-368.  Those  who  wish  additional  insight  into  the  answer  to 
this  question  may  consult  in  the  library,  The  Systems  Ap¬ 
proach ,  by  C.  West  Churchman,  Dell  Publishing  Company, 
1968,  pp.  3-5. 

2.  The  techniques  used  (in  Question  1)  show  that,  from  the  Roget  S.A. 
point  of  view,  it  is  preferable  to  prevent  the  Swedish  subsidiary  from 
maximizing  its  own  growth  or  its  own  internal  efficiency.  Why  is  this 
necessary  if  one  accepts  that  Roget  is  the  system  to  be  studied  (that  it  is 
the  most  important  system  for  analysis  or  action)? 

Read:  *Starr,  Management:  A  Modern  Approach,  pp.  673-676.  *Rich- 
mond,  Operations  Research  for  Management  Decisions,  pp. 
16-20. 

3.  From  a  systems  point  of  view,  there  is  a  conflict  between  the  “scien¬ 
tific  truth”  discovered  by  Bols  in  Belgium  and  the  “scientific  truth”  dis¬ 
covered  by  Ekstrom.  Both  have  analyzed  and  quantified  the  question  of 
where  to  build  an  XL-4  plant,  yet  each  came  up  with  different  answers. 
Is  there  not  one  correct  answer  which  some  qualified  expert  could  dis¬ 
cover  which  would  be  “true”  or  “right”? 

Read:  Simon,  The  New  Science  of  Management  Decisions,  pp.  15-18 
40-49. 

4.  Do  you  see  why  the  technical  conflict  between  the  Roget  production 
system  and  the  Thorsten  production  system  might  be  one  important 
cause  of  the  later  human  conflict  between  the  two  managements  of  these 
companies?  Explain. 

5.  Assuming  away  for  the  moment  any  personal  or  empire  building 
motives  on  the  part  of  either  Belgian  or  Swedish  managers,  why  is  there 
a  technological-economic  reason  for  centralizing  the  investment  loca¬ 
tion  in  Brussels?  That  is,  why  should  the  Roget  headquarters  staff  decide 
where  plants  should  be  built? 
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Review  readings  for  Questions  2  and  3  above. 

6.  Some  economists  might  view  Ekstrom  or  Bols  as  entrepreneurial 
types,  motivated  by  certain  factors  peculiar  to  men  who  build  businesses. 
What  would  be  causing  them  to  make  the  arguments  they  make?  Use 
quotations  to  show  your  reasoning. 

Read:  Schumpeter,  The  Theory  of  Economic  Development,  pp.  84-94. 

7.  Read  Juvet  s  statement  at  the  beginning  of  the  case  starting  with 
“another  thing  we  achieve  in  the  new  organization.  .  .  Do  you  see  why 
he  hopes  for  a  decentralized  organization  structure?  Look  at  the  state¬ 
ments  of  Ekstrom  in  the  case.  What  motivates  him  to  develop  XL-4  and 
devote  so  much  energy  to  his  plan? 

Read:  Maslow,  “A  Theory  of  Human  Motivation,”  pp.  80-94.  *Simon, 
Administrative  Behavior  {2nd  ed.),  pp.  110-116, 118-119.  Those 
who  wish  additional  insight  into  the  answer  to  this  question 
may  consult  in  the  library,  Exchange  and  Power  in  Social  Life, 
by  Peter  M.  Blau,  John  Wiley  and  Sons,  Inc.,  1967,  pp.  22-24.' 

8.  What  about  the  morale  and  motivation  of  Bols  and  Lavanchy  at 
Roget  headquarters? 

Review  the  readings  in  Question  7  above.  Show  how  they  apply  to  the 
Belgian  executives  as  well  as  to  Ekstrom  and  his  management. 

9.  What  are  the  organizational  identifications  of  Ekstrom  and  Bols- 
Lavanchy?  Explain  how  these  cause  the  men  to  behave  as  they  do  regard¬ 
ing  the  plant  location  decision. 

Read:  *March  and  Simon,  Organizations,  pp.  65-66,  70-77. 

10.  What  special  organizational  identifications  (loyalties)  do  Ekstrom 
and  Bols  have  by  virtue  of  the  fact  that  Roget  S.A.  is  a  multinational 

firm ? 

Read:  *Perlmutter,  “The  Tortuous  Evolution  of  the  Multinational 
Corporation,”  pp.  10-14. 

11.  What  kind  of  conflict  situation  resulted  from  the  proposals  of  Ek- 
strom  and  Bols?  Is  the  conflict  a  win-lose  situation,  or  does  it  result  from 

perceptual  differences?  Can  the  situation  be  viewed  as  constructive  con¬ 
flict? 


Read:  Leavitt,  Managerial  Psychology,  pp.  27-33.  Follett,  “Construc¬ 
tive  Conflict,”  pp.  30-49.  Litterer,  “Conflict  in  Organization:  A 
Re-examination,”  pp.  178-186. 

12.  Is  there  logic  in  Ekstrom’s  statement,  “if  you  can  manufacture  it 
for  us  m  Sweden  until  we  learn.  .  .”?  Do  you  see  how  AB  Thorsten  might 
e  thought  of  as  an  “underdeveloped  company”  just  as  the  Congo  can  be 
thought  of  as  an  “underdeveloped  nation”?  If  the  decision  is  to  manufac- 
ure  in  Belgium,  how  is  the  Roget  top  management  governing  the  eco- 
nomic  development  of:  (1)  Thorsten,  (2)  Sweden  as  a  nation,  and  (3)  the 
world  as  a  whole? 


POLICY  QUESTIONS 

alternative  for  M.  Juvet  to  consider  for  solving  his  plant  loca- 

aries  to  f ' eTallowing  Thorsten  and  other  worldwide  subsidi- 

uild  plants  when  they  think  necessary.  List  the  advantages  of 
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this  alternative.  The  readings  of  Questions  1  through  12  above  will  help 
in  seeing  these  advantages. 

14.  One  organization  structure  which  is  similar  to  decentralization  is 
the  “profit  center”  form  of  organization.  What  are  the  basic  requirements 
if  this  form  is  to  be  successful?  What  would  Juvet  have  to  adjust  in  the 
present  practices  of  the  two  companies  to  make  Thorsten  a  true  profit 
center? 

Read:  *  Anthony,  “Note  on  Responsibility  Centers.”  See  readings  for 
Questions  7  through  11  above. 

15.  Do  you  see  a  possibility  of  an  arrangement  under  which  “every¬ 
body  wins,”  similar  to  Mary  Parker  Follett’s  “integration,”  rather  than 
“compromise”? 

See  the  reading  in  Question  11  for  the  concept  of  integration.  Hint: 

possibility  in  setting  the  transfer  price — the  price  at  which  Belgium 

would  sell  to  Sweden. 

16.  Another  alternative  for  Juvet  would  be  to  centralize  the  plant  loca¬ 
tion  decision  in  Brussels.  What  advantages  and  disadvantages  would 
result  from  such  a  decision? 

See  readings  for  Questions  1  through  3  above. 

17.  Assume  you  are  M.  Juvet,  an  informed  manager  who  has  studied 
all  facets  of  this  case.  What  would  you  do  regarding  the  Thorsten 
proposal  and  the  Bols  counterproposal? 

18.  Do  you  think  that  M.  Juvet  should  make  an  economically  reasona- 
ble  decision  about  XL-4,  a  politically  reasonable  decision,  or  both? 

Read:  *Diesing,  Reason  in  Society:  Five  Types  of  Reason  and  Their 
Social  Conditions ,  pp.  20-21, 56, 170-71, 177-78, 198-99,  227-28, 
231-32. 


QUESTIONS  FOR  ORIGINAL  STUDENT  WORK  IN  ANALYSIS 
AND  POLICY 

19.  While  reflecting  on  case  facts,  what  additional  theories  from  prior 
education  give  you  insights  as  to  “what  is  going  on”  in  AB  Thorsten?  As 
to  what  might  be  predicted  to  happen  in  the  future? 

20.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag¬ 
matic  ways  can  you  think  of  to  state  the  practical  problems  faced  by 
executives  in  the  case? 
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Case  Text* 


This  case  deals  with  an  investment  proposal  made  by  Anders  Ekstrom, 
president  of  AB  Thorsten,  a  firm  engaged  in  the  production  and  sale  of 
chemicals,  with  headquarters  in  Stockholm,  Sweden.  This  proposal  was 
made  to  the  management  of  Roget  S.A.,  in  Brussels,  Belgium.  AB  Thors¬ 
ten  is  a  100-percent  owned  subsidiary  of  Roget  S.A. 

SUMMARY  OF  OPERATIONS:  ROGET  S.A. 

Roget  S.A.  is  one  of  the  largest  industrial  companies  in  Belgium. 
Founded  40  years  ago,  the  company  originally  produced  a  line  of  simple 
products  for  sale  in  Belgium.  Today  it  has  expanded  to  produce  208 
complex  chemical  products  in  21  factories. 

Mr.  Andre  Juvet,  president  of  Roget,  states  that  the  organization  of  the 
company  (Exhibit  1)  is  the  result  of  careful  planning: 

Until  five  years  ago,  we  were  organized  with  one  large  manufactur¬ 
ing  division  here  in  Belgium,  and  one  large  sales  division.  One  depart¬ 
ment  of  the  sales  division  was  devoted  to  export  sales.  However,  ex¬ 
ports  grew  so  fast,  and  domestic  markets  became  so  complex,  that  we 
created  three  main  product  divisions,  each  with  its  own  manufactur¬ 
ing  plants  and  sales  organizations.  In  addition,  we  have  created  for¬ 
eign  subsidiaries  to  take  over  the  business  in  certain  areas.  For  exam¬ 
ple,  in  Industrial  Chemicals  we  have  two  subsidiaries — one  in  the  U.K. 
and  one  in  Sweden  which  serves  all  Scandinavia.  At  the  same  time 
the  domestic  department  of  the  Industrial  Chemicals  Division  ex¬ 
ports  to  the  rest  of  Europe.  The  U.K.  and  Sweden  account  for  9  percent 
and.  5  percent  of  sales  in  that  division,  but  14  percent  added  to  total 
sales  is  very  important. 

Another  thing  we  achieve  in  the  new  organization  is  individual 
profit  responsibility  of  all  executives  at  all  levels.  Mr.  Gillotis  respon¬ 
sible  for  profits  for  all  industrial  chemicals,  Mr.  Lambert  is  responsi¬ 
ble  for  profits  from  domestic  operations  (manufacturing  and  sales) 
and  export  sales  to  countries  where  we  do  not  have  subsidiaries  or 
factories,  and  Mr.  Ekstrom  is  responsible  for  profits  in  Scandinavia. 

This,  together  with  a  policy  of  promotion  from  within,  helps 
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stimulate  managers  in  Roget  to  a  degree  not  enjoyed  by  some  of  our 
competitors.  It  also  helps  to  keep  men  in  an  industry  where  experi¬ 
ence  is  of  great  importance.  Most  of  our  executives  have  been  in  the 
starch  chemicals  business  all  of  their  lives.  It  is  a  complex  business , 
and  we  feel  that  it  takes  many  years  to  learn  it. 

We  have  developed  certain  policies — rules  of  the  game — which  gov¬ 
ern  relationships  with  our  subsidiary  company  presidents.  These  are 
intended  to  maintain  efficiency  of  the  whole  Roget  complex \  while  at 
the  same  time  to  give  subsidiary  managers  autonomy  to  run  their 
own  businesses.  For  example  a  subsidiary  manager  can  determine 
what  existing  Roget  products  he  wants  to  sell  in  his  part  of  the  world 
market.  Export  Sales  will  quote  him  the  same  price  as  they  quote 
agents  in  all  countries.  He  is  free  to  bargain,  and  if  he  doesn't  like  the 
price  he  needn't  sell  the  product.  Second,  we  encourage  subsidiaries 
to  propose  to  division  management  in  Brussels  the  development  of 
new  products.  If  these  are  judged  feasible  we  manufacture  them  in 
Belgium  for  supply  to  world  markets.  Third,  the  subsidiary  president 
can  build  his  own  manufacturing  plants  if  he  can  justify  the  invest¬ 
ment  in  his  own  market. 


EXHIBIT  1 
Organization  Chart 
Roget  S.A. 
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COMPANY  BACKGROUND:  AB  THORSTEN 

AB  Thorsten  was  purchased  by  Roget  S.A.  eight  years  ago.  Since  that 
time  the  same  four  men  have  constituted  Thorsten’s  board  of  directors: 
Ekstrom;  Mr.  Michael  Gillot,  senior  vice  president  in  charge  of  Roget’s 
Industrial  Chemical  Products  Division;  Mr.  Ingve  Norgren,  a  Swedish 
banker;  and  Mr.  Ove  Svensen,  a  Stockholm  industrialist.  Swedish  corpo¬ 
ration  law  requires  any  company  incorporated  in  Sweden  to  have  Swed¬ 
ish  directors,  and  the  Roget  management  felt  fortunate  in  finding  two 
men  as  prominent  as  Norgren  and  Svensen  to  serve  on  the  Thorsten 
board. 

During  the  first  four  years  of  Roget’s  ownership,  Thorsten’s  sales  fluc¬ 
tuated  between  Skr.  5  and  7  million,  but  hit  a  low  at  the  end  of  that 
period.1  The  board  of  AB  Thorsten  decided  at  that  time  that  the  company 
was  in  serious  trouble,  and  that  the  only  alternative  to  selling  the  com¬ 
pany  was  to  hire  a  totally  different  management  to  overhaul  and  stream¬ 
line  the  entire  company  operation. 

On  advice  of  the  Swedish  directors,  Mr.  Anders  Ekstrom,  a  38-year-old 
graduate  of  the  Royal  Institute  of  Technology,  was  hired.  He  had  had  16 
years  of  experience  in  production  engineering  for  a  large  machinery 
company,  as  marketing  manager  of  a  British  subsidiary  in  Sweden,  and 
as  division  manager  responsible  for  profits  in  a  large  paper  company. 
Ekstrom  states  his  experience: 

My  experience  with  the  paper  company  was  particularly  valuable 
to  me.  It  was  the  European  subsidiary  of  a  large  U.S.  firm.  Before  I 
worked  there,  I  knew  very  little  of  modern  financial  methods  and 
strategic  planning  methods.  In  fact,  the  American  business  schools 
have  been  teaching  these  things  for  at  least  15  years,  but  our  educa¬ 
tional  system  in  Europe  does  not  include  but  one  or  two  places  where 
this  kind  of  thing  is  learned.  The  company  I  worked  for  sent  over  from 
time  to  time  men  who  attended  Wharton,  Columbia,  and  Harvard.  I 
said  to  myself,  these  are  the  kinds  of  things  I  need  to  be  successful, 
and  they  are  the  kinds  Sweden  needs  to  operate  our  industry  with 
maximum  productivity.  Sure  enough,  they  have  been  invaluable  to 
me  and  to  Thorsten.  A  few  men  in  Roget  know  them,  but  even  there 
such  methods  are  relatively  unknown  among  managers.  With  all  of 
its  other  faults,  we  owe  the  U.S.  a  debt  of  gratitude  for  teaching  Euro¬ 
pean  executives  such  things.  One  day,  everyone  here  will  know  these 
methods,  and  we  will  be  competitive  or  even  superior  to  the  U.S.  in 
management,  i  am  proud  to  have  learned  such  management  tech¬ 
niques  and  they  give  me  confidence  in  managing  Thorsten— for  the 
benefit  of  the  company  and  for  the  benefit  of  Sweden’s  productive 
capacity. 

Ekstrom  has  been  president  of  AB  Thorsten  for  the  past  four  years. 
In  that  time,  sales  have  increased  to  Skr.  20  million  and  profits  have 

‘ To  avoid  confusion,  all  monetary  figures  in  this  case  series  are  stated  in  Swedish  kroner, 
even  though  some  of  the  actual  transactions  are  made  in  Belgian  francs. 
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reached  levels  that  Roget’s  management  finds  highly  satisfactory.  Both 
Ekstrom  and  Norgren  (a  director)  attribute  this  performance  to:  (a)  an 
increase  in  industrial  activity  in  Scandinavia;  (b)  changes  in  production 
methods,  marketing  strategy,  and  organization  structure  made  by  Ek¬ 
strom;  (c)  the  hiring  of  competent  staff;  and  (d)  Ekstrom’s  own  ambition 
and  hard  work.  To  these  reasons  the  case  writer  also  adds  Ekstrom’s 
knowledge  of  modem  planning  techniques — rather  sophisticated  market 
research  methods,  financial  planning  by  use  of  discounted  cash  flows 
and  incremental  analysis,  and,  as  Ekstrom  puts  it,  “all  those  things  my 
former  company  had  learned  from  the  American  companies.” 

Ekstrom  says  that  at  the  time  he  joined  Thorsten,  he  knew  it  was  a 
risk.  “I  like  the  challenge  of  building  a  company.  If  I  do  a  good  job  here 
I  will  have  the  confidence  of  Norgren  and  Svenson  as  well  as  of  the  Roget 
management  in  Brussels.  Deep  down  inside,  succeeding  in  this  situation 
will  teach  me  things  that  will  make  me  more  competent  as  a  top  execu¬ 
tive.  So  I  chose  this  job  even  though  I  had  at  the  time  (and  still  have) 
offers  from  other  companies.” 

INITIAL  PROPOSAL  FOR  MANUFACTURE  OF  XL-4 

Two  years  ago,  Ekstrom  informed  the  Thorsten  board  of  directors  that 
he  proposed  to  study  the  feasibility  of  constructing  a  factory  in  Sweden 
for  the  manufacture  of  XL-4,  a  product  used  in  paper  converting.  He 
explained  that  he  and  his  customer  engineers  had  discovered  a  new  way 
of  helping  large  paper  mills  convert  their  machines  at  little  cost  so  that 
they  could  use  XL-4  instead  of  competitors’  products.  Large  paper  mill 
customers  would  be  able  to  realize  dramatic  savings  in  material  han¬ 
dling  and  storage  costs  and  to  shorten  drying  time  substantially.  In  his 
judgment,  Thorsten  could  develop  a  market  in  Sweden  almost  as  big  as 
Roget’s  present  worldwide  market  for  XL-4.  XL-4  was  then  being  pro¬ 
duced  in  Roget’s  Domestic  Division  at  the  rate  of  600  tons  a  year,  but  none 
of  this  was  going  to  Sweden. 

Ekstrom  outlines  his  position: 

At  that  meeting  Mr.  Gillot  and  the  other  directors  seemed  en¬ 
thusiastic.  Gillot  said ,  “Of  course — go  ahead  with  your  study  and 
when  you  have  a  proposed  plan,  with  the  final  return  on  investment, 
send  it  in  and  we  will  consider  it  thoroughly.  ” 

During  the  next  six  months,  we  did  the  analysis.  My  market  re¬ 
search  department  estimated  the  total  potential  in  Sweden  at  800 
tons  of  XL-4  per  year.  We  interviewed  important  customers  and  con¬ 
ducted  trials  in  the  factories  of  three  big  companies  which  proved 
that  with  the  introduction  of  our  machine  designs  the  large  cost  sav¬ 
ing  would  indeed  materialize.  We  determined  that  if  we  could  sell  the 
product for  Skr.  1,850 per  ton,  we  could  capture  one  half  of  the  market 
within  a  three-year  period,  or  400  tons  d  year. 

At  the  same  time,  I  called  the  head  of  the  Corporate  Engineering 
Division  in  Brussels  (see  Exhibit  1)  asking  his  help  in  designing  a 
plant  to  produce  400  tons  per  year,  and  in  estimating  the  cost  of  the 
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investment  This  is  a  routine  thing.  The  central  staff  divisions  are 
advisory  and  always  comply  with  requests  for  help.  He  assigned  a 
project  manager  and  four  other  engineers  to  work  on  the  design  of 
factory  and  machinery ',  and  to  estimate  the  cost  At  the  same  time  I 
assigned  three  men  from  my  staff  to  work  on  the  project  In  three 
months  this  joint  task  group  reported  that  the  necessary  plant  could 
be  built  for  Skr.  700,000. 

All  of  this  we  summarized  in  a  pro  forma  calculation  (Exhibits  2 
through  5).  This  calcualtion,  together  with  a  complete  written  expla¬ 
nation y  was  mailed  18  months  ago  to  Mr.  Gillot  I  felt  rather  excited , 
as  did  most  of  my  staff.  We  all  know  that  introduction  of  new  prod¬ 
ucts  is  one  of  the  keys  to  continued  growth  and  profitability.  The  yield 
of  this  investment  (15  percent)  was  well  above  the  minimum  8  per¬ 
cent  established  as  a  guideline  for  new  investment  by  the  Roget  vice 
president  of  finance.  We  also  knew  that  it  was  a  good  analysis ,  done 
by  modern  tools  of  management  In  the  covering  letter ,  I  asked  that 
it  be  put  on  the  agenda  for  the  next  board  meeting. 

The  minutes  of  the  next  board  meeting  held  in  Stockholm  three  weeks 
later  show  on  the  agenda,  “A  Proposal  for  Investment  in  Sweden,”  to  be 
presented  by  Mr.  Ekstrom,  using  a  series  of  charts  (Exhibits  2  through 
5).  The  minutes  also  quote  his  remarks  as  he  explained  the  proposal  to 
other  directors: 

You  will  see  from  the  summary  table  (Exhibit  2)  that  this  project 
is  profitable.  On  an  initial  outlay  of  Skr.  700,000  for  equipment  and 
Skr.  56,000 for  working  capital,  we  get  a  rate  of  return  of  15  percent 
and  a  present  value  of  Skr.  246,000. 

Let  me  explain  some  of  the  figures  underlying  this  summary  table. 
My  second  chart  (Exhibit  3)  summarizes  the  operating  cash  flows  that 
we  expect  to  get  from  the  XL-4  project.  The  sales  forecast  for  the  first 
seven  years  is  shown  in  Column  2.  The  forecast  was  not  extended 
beyond  seven  years  because  our  engineers  estimate  that  the  tech¬ 
nology  of  starch  manufacture  will  improve  gradually,  so  that  major 
plant  renovations  will  become  economical  at  about  the  end  of  the 
seventh  year.  Actually,  we  see  no  reason  why  this  particular  product, 
XL-4,  will  decline  in  demand  after  seven  years. 

The  estimated  variable  cost  of  Skr.  1,000  per  ton  shown  in  Column 
3  is  our  estimate  of  the  full  operating  cost  of  manufacturing  XL-4  in 
Sweden,  including  out-of-pocket  fixed  costs  such  as  plant  manage¬ 
ment  salaries,  but  excluding  depreciation. 

As  Column  4  shows,  we  feel  certain  that  we  can  enter  the  market 
initially  with  a  selling  price  of  Skr.  2,000  a  ton,  but  full  market  pene¬ 
tration  will  require  a  price  reduction  to  Skr.  1,850  at  the  beginning 
of  the  second  year. 

The  variable  profit  resulting  from  these  figures  is  shown  in  Col¬ 
umns  5  and  6.  Column  7  then  lists  the  market  development  and  pro¬ 
motion  expenditures  that  are  needed  to  launch  the  product  and 
achieve  the  forecasted  sales  levels.  Column  8  contains  the  net  operat- 
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EXHIBIT  2 

AB  Thorsten — Proposal  for  Manufacture  of  XL-4  in  Sweden  — 
Financial  Summary  (all  figures  in  Skr.) 


After-Tax 

Present  Value 

Year 

Description 

Cash  Flows* 

at  8% 

0 

Equipment . 

-700,000 

Working  capital . 

-  56,000 

Total . 

-756,000 

-756,000 

1 

Cash  operating  profit . 

+105,000 

Working  capital . 

-  2,000 

Total 

+103,000 

+  95,000 

2 

Cash  operating  profit . 

+160,000 

Working  capital . 

-  7,000 

Total . 

+153,000 

+131,000 

3 

Cash  operating  profit . 

+215,000 

+171,000 

4 

Cash  operating  profit . 

+215,000 

+158,000 

5 

Cash  operating  profit . 

+215,000 

+146,000 

6 

Cash  operating  profit . 

+145,000 

+  91,000 

7 

Cash  operating  profit . 

+145,000 

Recovery  value  of  equipment  and 

working  capital  (Exhibits) . 

+215,000 

Total . 

+360,000  ‘ 

+210,000 

Grand  Total . 

+650,000 

+246,000 

*From  Exhibits  3,  4,  and  5 


Net  present  value . Skr.  246,000 

Payback  period  (before  tax) . 4  years 

Internal  rate  of  return . 15% 


ing  cashflows  before  tax ,  based  on  figures  in  the  preceding  columns. 
This  is  the  amount  which  this  project  will  contribute  to  profit  of 
Thorsten  and  our  parent  company. 

The  cost  of  the  plant  can  be  written  off  for  tax  purposes  over  a 
five-year  period ,  at  the  rate  of  20  percent  of  original  cost  each  year. 
Subtracting  this  amount  from  the  before-tax  cash  flow  would  yield 
the  taxable  income  (column  not  shown  in  the  table).  The  tax  in  Col¬ 
umn  10  is  then  subtracted  from  the  before-tax  cash  flow  to  yield  the 
after-tax  cashflow  in  Column  11.  This  is  the  final  profit  after  taxes 
which  the  project  would  make  for  both  Thorsten  and  Roget. 

A  proposal  of  this  kind  also  requires  some  investment  in  working 
capital  My  third  chart  (Exhibit  4)  summarizes  our  estimates  on  this 
element.  Well  need  about  Skr.  80,000  to  start  with,  but  some  of  this 
can  be  deducted  immediately  from  our  income  taxes.  Swedish  law 
permits  us  to  deduct  60  percent  of  the  cost  of  inventories  from  taxable 
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EXHIBIT  4 

AB  Thorsten  -  Estimated  Working  Capital  Required  for  Manufacture  and  Sale  of 
XL-4  in  Sweden  (Skr.  000)* 


1 

2 

3 

4 

5 

6 

Inventory 

Other  Current 
Assets  less 
Current  Lia- 

Working 

Capital 

Change 

from 

Previous 

Tax  Credit 
(30%  of 
Change 

Net 

Funds 

Required 

at  Cost 

bilities 

1+2 

Year 

in  1) 

4-5 

Year  0 . 

...  80 

0 

80 

+80 

24 

56 

Year  1 . 

...  90 

-5 

85 

+  5 

3 

2 

Year  2 . 

...100 

-5 

95 

+10 

3 

7 

Year  3 
and  later .. 

...100 

-5 

95 

0 

0 

0 

Total . 

...100 

-5 

95 

95 

30 

65 

‘These  figures  are  in  addition  to  the  estimated  equipment  cost  of  Skr.  700,000. 


income .  For  this  reason ,  we  can  get  an  immediate  reduction  of  Skr. 
24,000  in  the  taxes  we  have  to  pay  on  our  other  income  in  Sweden. 
This  is  shown  in  Column  5.  The  net  investment  in  working  capital 
is  thus  only  Skr.  56,000 \  the  figure  we  show  in  Column  6. 

Well  need  small  additional  amounts  of  working  capital  in  the  next 
two  years,  and  these  amounts  are  also  shown  in  Column  6.  Altogether, 
our  working  capital  requirements  will  add  up  to  Skr.  65,000  by  the 
end  of  our  second  full  year  of  operations. 

Now  let's  look  at  one  last  chart  (Exhibit  5).  Seven  years  is  a  very 
conservative  estimate  of  the  life  of  the  product.  If  we  limit  the  anal¬ 
ysis  to  seven  years,  well  be  overlooking  the  value  of  our  assets  at  the 
end  of  that  time.  At  the  very  worst,  the  plant  itself  should  be  worth 
Skr.  300,000  after  seven  years.  We'd  have  to  pay  tax  on  that,  of  course, 
because  the  plant  would  be  fully  depreciated,  but  this  would  still  leave 
us  with  Skr.  150,000  for  the  plant. 

The  working  capital  should  be  fully  recoverable,  too.  After  paying 

EXHIBIT  5 

AB  Thorsten  —  Estimated  End-of-Life  Value  of  Swedish  Assets 


Plant . Skr.300,000 

Less  tax  on  gain  if  sold 

at  this  price .  150,000 

Net  value  of  plant . . . 

Working  capital . Skr.  95,000 

Less  payment  of  deferred  tax 

on  special  inventory  reserves .  30,000 

Net  value  of  working  capital . 

Net  Value  of  Swedish  Assets 

After  7  Years . 


Present  Value  (Skr.215,000  discounted  for  7  years 
at  8%) . 


Skr.150,000 


65,000 

Skr.215,000 

Skr.134,000 
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the  deferred  taxon  inventories ,  we’d  still  get  Skr.  65,000  back  on  that 
The  total  value  at  the  end  of  seven  years  would  thus  he  Skr.  215,000 . 

Mr.  Ekstrom  ended  this  opening  presentation  by  saying,  “Gentlemen, 
it  seems  clear  from  these  figures  that  we  can  justify  this  investment  in 
Sweden  on  the  basis  of  sales  to  the  Swedish  market.  The  group  vice 
president  for  finance  has  laid  down  the  policy  that  any  new  investment 
should  yield  at  least  8  percent.  This  particular  proposal  shows  a  return 
of  15  percent.  My  management  and  I  strongly  recommend  this  project.” 
(The  Thorsten  vice  presidents  for  production,  sales,  and  finance  had  been 
called  into  the  board  meeting  to  be  present  when  this  proposal  was 
made.) 

Ekstrom  told  the  case  writer  that  while  he  was  making  this  proposal 
he  was  sure  that  it  would  be  accepted. 

Gillot  said  that  it  seemed  to  him  to  be  a  clear  case.  He  asked  inter¬ 
esting  questions,  mainly  about  the  longer  term  likelihood  that  we 
could  see  more  than  400  tons  a  year,  and  about  how  we  would  get  the 
money.  I  explained  that  we  in  Sweden  were  very  firm  in  our judgment 
that  we  would  reach  400  tons  a  year  even  before  one  year,  but  felt 
constrained  to  show  a  conservative  estimate  of  a  three-year  transition 
period.  We  also  showed  him  how  we  could  finance  any  expansion  by 
borrowing  in  Sweden.  That  is,  ifRoget  would  furnish  the  initial  capi¬ 
tal,  and  if  our  400  tons  were  reached  quickly,  any  further  expansion 
would  easily  be  lent  by  banks.  The  two  Swedish  directors  confirmed 
this.  The  board  voted  unanimously  to  construct  the  plant. 

DISAGREEMENT  BETWEEN  PARENT  AND  SUBSIDIARY 


About  a  week  later,  Gillot  telephoned  Ekstrom.  “Since  my  return  to 
Brussels  I  have  been  through  some  additional  discussions  with  the  pro¬ 
duction  and  marketing  people  here  in  the  domestic  department.  They 
think  the  engineering  design  and  plant  cost  is  accurate,  but  that  you  are 
too  optimistic  on  your  sales  forecast.  It  looks  like  you  will  have  to  justify 
this  more.” 

I  pushed  him  to  set  up  a  meeting  the  following  week,  Ekstrom  says. 
This  meeting  was  attended  by  myself  and  my  marketing  and  produc¬ 
tion  directors,  from  Sweden,  and  four  people  from  Belgium — Gillot, 
Lavanchy  (director  of  manufacturing),  Gachoud  (director  of  sales), 
and  Lambert  (vice  president  for  domestic  and  export). 

That  was  one  of  the  worst  meetings  of  my  life.  It  lasted  all  day. 
Gachoud  said  that  they  had  sales  experience  from  other  countries  and 
that  in  his  judgment  the  market  potential  and  our  share  were  too 
optimistic.  Then  Lavanchy  said  that  the  production  of  this  product 
is  complicated,  and  that  he  had  difficulties  producing  it  in  Belgium, 
even  with  trained  workers  who  have  long  experience.  I  told  him  I  only 
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needed  five  trained  production  workers  and  that  he  could  send  me 
two  men  for  two  months  to  train  Swedes  to  do  the  job.  I  impressed 
on  him  that  if  you  can  manufacture  it  in  Belgium  you  can  manufac¬ 
ture  it  for  us  in  Sweden  until  we  learn  if  you  don't  have  confidence 
in  Swedish  technology. 

At  6  P.M.  everyone  was  tired.  Lambert  had  backed  up  his  two  pro¬ 
duction  and  sales  officials  all  day ,  repeating  their  arguments.  Gillot 
seemed  to  me  to  just  sit  there  and  listen,  occasionally  asking  ques¬ 
tions.  I  cannot  understand  why  he  didn't  back  me  up.  He  seemed  so 
easy  to  get  along  with  at  the  prior  board  meeting  in  Stockholm — and 
he  seemed  decisive.  Not  so  at  this  meeting.  He  seemed  distant,  indeci¬ 
sive,  and  an  ineffective  executive. 

He  stopped  the  meeting  without  a  solution,  and  said  that  he  hoped 
all  concerned  would  do  more  investigation  of  this  subject.  He  vaguely 
referred  to  the  fact  that  he  would  think  about  it  himself  and  let  us 
know  when  another  meeting  would  be  held. 

OBJECTION  FROM  A  SWEDISH  DIRECTOR 

Ekstrom  states  that  he  returned  to  Stockholm  and  reported  the  meet¬ 
ing  to  his  own  staff,  and  to  the  two  Swedish  members  of  his  board.  “They, 
like  I,  were  really  disgusted.  Here  we  were  operating  with  initiative  and 
with  excellent  financial  techniques.  Roget  management  had  often  made 
talks  in  which  they  emphasized  the  necessity  for  decentralized  profit 
responsibilities,  authority,  and  initiative  on  the  part  of  foreign  subsidiary 
presidents.  One  of  my  men  told  me  that  they  seem  to  talk  decentraliza¬ 
tion  and  act  like  tin  gods  at  the  same  time.” 

Mr.  Norgren,  the  Swedish  banker  on  Thorsten’s  board,  expressed  sur¬ 
prise: 


“I  considered  this  carefully.  It  is  sound  business  for  AB  Thorsten, 
and  XL-4  will  help  to  build  one  more  growth  company  in  the  Swedish 
economy.  Somehow,  the  management  in  Brussels  has  failed  to  study 
this,  or  they  don't  wish  the  Swedish  subsidiary  to  produce  it.  I  have 
today  dictated  a  letter  to  Mr.  Gillot  telling  him  that  I  don't  know  why 
the  project  is  rejected,  that  Roget  has  a  right  to  its  own  reasons,  but 
that  I  am  prepared  to  resign  as  a  director.  It  is  not  that  I  am  angry, 
or  that  I  have  a  right  to  dictate  decisions  for  the  whole  worldwide 
Roget  S.A.  It  is  simply  that,  if  I  spend  my  time  studying  policy  deci¬ 
sions,  and  those  decisions  do  not  serve  the  right  function  for  the 
business,  then  it  is  a  waste  of  time  to  continue. 

Finally,  Ekstrom  states,  “while  I  certainly  wouldn’t  bring  these  mat¬ 
ters  out  in  a  meeting,  I  think  those  Belgian  production  and  Sales  people 
simply  want  to  build  the  empire  and  make  the  money  in  Roget  Belgium. 
They  don’t  care  about  Thorsten  and  Sweden.  That’s  a  smooth  way  to 
operate.  We  have  the  ideas  and  initiative,  and  they  take  them  and  get  the 
payoff.” 
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FURTHER  STUDY 

After  Mr.  Gillot  received  Norgrerfs  letter,  he  contacted  Messrs.  La- 
vanchy,  Gachoud,  and  Bols  (vice  president,  finance,  Roget  corporate 
staff).  He  told  them  that  the  Swedish  XL-4  project  had  become  a  matter 
of  key  importance  for  the  whole  Roget  group,  because  of  its  implications 
for  company  profits,  and  for  the  morale  and  autonomy  of  the  subsidiary 
management.  He  asked  them  to  study  the  matter  and  report  their  recom¬ 
mendations  in  one  month.  Meanwhile,  he  wrote  Ekstrom,  “Various  mem¬ 
bers  of  the  corporate  headquarters  are  studying  the  proposal.  You  will 
hear  from  me  within  about  six  weeks  regarding  my  final  decision.” 

REPORT  OF  ROGET’S  DIRECTOR  OF  MANUFACTURING 

A  month  after  he  was  asked  to  study  the  XL-4  project,  Lavanchy  gave 
Gillot  a  memorandum  explaining  his  reasons  for  opposing  the  proposal: 

At  your  request ,  I  have  reexamined  thoroughly  all  of  the  cost  fig¬ 
ures  that  hear  on  the  XL-4  proposal  I  find  that  manufacture  of  this 
product  in  Sweden  would  be  highly  uneconomical ,  for  two  reasons: 
(1)  overhead  costs  would  be  higher ;  and  (2)  variable  costs  would  be 
greater. 

As  to  the  first,  we  can  produce  XL-4  in  Belgium  with  less  overhead 
cost  Suppose  that  Thorsten  does  sell  400  tons  a  year  so  that  our  total 
worldwide  sales  rise  to  1,000  tons.  We  can  produce  the  whole  1,000  tons 
in  Belgium  with  essentially  the  same  capital  investment  we  have 
now.  If  we  produce  1,000  tons,  our  fixed  costs  will  decrease  by  Skr.  120 
a  ton.1  That  means  Skr.  72,000  in  savings  on  production  for  domestic 
and  export  to  countries  other  than  Sweden  (600  tons  a  year),  and  Skr. 
120,000 for  worldwide  production  including  Sweden  (1,000  tons). 

Second,  we  could  save  on  variable  costs.  If  we  were  to  produce  the 
extra  400  tons  in  Belgium,  the  total  production  of  1,000  tons  a  year 
would  give  us  longer  production  runs,  lower  setup  costs,  and  larger 
raw  material  purchases,  thus  allowing  mass  purchasing  and  material 
handling  and  lower  purchase  prices.  My  accounting  department  has 
studied  this  and  concludes  that  our  average  variable  costs  will  de¬ 
crease  from  Skr.  950  a  ton  to  Skr.  930  (Exhibit  6).  This  Skr.  20  per  ton 
difference  means  a  savings  of  Skr.  12,000  on  Belgian  domestic  produc¬ 
tion  or  Skr.  20,000 for  total  on  worldwide  production,  assuming  that 
Sweden  takes  400  tons  a  year. 

Taxes  on  these  added  profits  are  about  the  same  in  Belgium  as  in 
Sweden — about  50  percent  of  taxable  income. 

In  conclusion,  that  plant  should  not  be  built.  Ekstrom  is  a  bright 
young  man,  but  he  does  not  know  the  adhesives  business.  He  would 
be  head  over  heels  in  costly  production  mistakes  from  the  very  begin¬ 
ning.  I  recommend  that  you  inform  the  Thorsten  management  that 


2  Total  fixed  cost  in  Belgium  is  the  equivalent  of  Skr.  180,000  a  year.  Divided  by  600,  this 
equals  Skr.  300  a  ton.  If  it  were  spread  over  1,000  tons,  the  average  fixed  cost  would  be  Skr. 
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EXHIBIT  6 

Roget  S.A.- Estimated  Variable  Cost  of  Manufacturing  XL-4  in  Belgium  for  Shipment 

to  Sweden 


Variable  costs  per  ton: 

Manufacturing . Skr.  930 

Shipping  from  Belgium  to  Sweden .  50 

Swedish  import  duty .  400 

Total  variable  cost  per  ton . Skr.  1,380 

Total  Variable  Cost,  400  tons  to  Sweden  Skr.552,000 


it  is  in  the  company’s  interest ,  and  therefore  it  is  Roget  policy,  that 
he  must  buy  from  Belgium. 


REPORT  OF  VICE  PRESIDENT,  FINANCE  TO  THE  PRESIDENT  OF 
ROGET  S.A. 

The  same  day,  Eric  Bols,  chief  financial  officer  for  Roget  corporate 
headquarters,  sent  the  following  memorandum  to  Mr.  Juvet,  president 
of  Roget  S.A.,  with  copies  to  Gillot,  Lavanchy,  and  Ekstrom. 

Dear  Mr.  Juvet: 

I  am  sending  you  herewith  a  complete  economic  study  of  the  two 
alternatives  which  have  been  raised  for  producing  XL-4  within  the 
Roget  group.  The  Swedish  management  has  proposed  constructing  a 
plant  in  Sweden,  while  Messrs.  Lavanchy  and  Lambert  on  our  Belgian 
staff  have  proposed  producing  here  in  Belgium. 

I  have  talked  with  Michael  Gillot.  We  both  agree  that  this  hind  of 
matter  must  be  resolved  by  highest  authority,  since  any  precedent  set 
would  also  apply  to  the  food  group  and  the  textile  group.  Industrial 
chemicals  is  not  the  only  group  within  the  company  which  has  such 
location  problems. 

After  thorough  analysis  by  the  most  advanced  financial  methods, 
it  is  clear  that  Roget,  S.A.,  will  benefit  substantially  by  producing  total 
world  demand  for  XL-4  in  Belgium,  including  the  400  tons  per  year 
which  Swedish  management  estimates  it  will  need  over  the  next 
seven  years.  Exhibit  12  shows  this.  Not  only  will  the  Roget  group  of 
companies  gain  Skr.  16,000  (the  difference  between  Skr.  246,000  pro¬ 
duced  in  Sweden  and  Skr.  263,000  produced  in  Belgium).  The  really 
important  factor  is  that  in  Belgium  we  would  have  to  furnish  only 
Skr.  72,000  in  initial  capital  funds,  while  in  Sweden  it  cost  Skr.  764,- 
000  to  build  the  plant. 

The  importance  of  this  factor  can  be  demonstra ted.  Notice  from 
Exhibit  (12)  that  the  internal  rate  of  return  on  invested  capital  is  60 
percent  in  Belgium  because  of  the  low  initial  investment,  while  the 
same  rate  of  return  in  Sweden  is  only  15  percent  because  of  the  high 
initial  investment. 

Stated  in  another  way,  Sweden  is  asking  us  to  invest  Skr.  692,000 
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more  than  necessary  ( their  required  initial  investment  less  ours).  If 
this  amount  were  invested  even  in  Eurodollar  bank  certificates , 
which  have  averaged  6  percent  over  the  last  ten  years,  it  would  have 
grown  to  Skr.  1,040,491  after  seven  years.  This  shows  the  opportunity 
cost  of  committing  needless  money  in  Sweden.  Such  money  is,  in 
effect,  wasted,  because  the  internal  rate  of  return  is  so  much  lower  in 
Sweden. 

Another  way  to  see  the  importance  of  initial  capital  is  to  look  at 
the  payback  period.  It  would  take  the  group  four  years  to  get  its 
money  back  in  Sweden  but  only  two  and  one-half  years  in  Belgium. 

Exhibit  7  is  the  next  most  revealing  logic.  It  summarizes  all  of  the 
funds,  flowing  into  the  Roget  group,  and  flowing  out  of  the  Roget 
group,  that  would  result  if  we  produced  in  Belgium.  Exhibits  8 
through  10  are  constructed  exactly  as  Mr.  Ekstrom  performed  his 
analysis,  and  provide  the  subsidiary  figures  that  are  summarized  in 
Exhibit  7.  Exhibit  8  shows  operating  profits,  9  the  working  capital 
required,  10  the  salvage  value  of  assets  at  the  end  of  seven  years,  and 
11  the  salvage  value  of  Belgium  assets.  You  already  have  from  Paul 
Lavanchy  the  variable  cost  of  manufacture  and  shipping  [Exhibit  6] 
which  are  incorporated  into  Exhibit  8. 

Finally,  I  must  call  attention  to  my  position  as  compared  with  that 


EXHIBIT  7 

Roget  S.A.- Proposal  for  Manufacture  of  XL-4  in  Belgium  for  Export  to  Sweden  and 


Other  World  Wide  Markets  (all  figures  in  Skr.) 

After-Tax 

Present  Value 

Year 

Description 

Cash  Flows* 

at  8% 

0 . 

...Working  capital . 

. -  54,000 

_ 

54,000 

1 . 

...Cash  operating  profit . 

. +  3,000 

Working  capital . 

. -  10,000 

Total . 

. -  7,000 

— 

6,000 

2 . 

...Cash  operating  profit . 

. +  39,000 

Working  capital . 

. -  10,000 

+  29,000 

+ 

25,000 

3 . 

...Cash  operating  profit . 

. +  75,000 

+ 

60,000 

4 . 

...Cash  operating  profit . 

. +  75,000 

+ 

55,000 

5 . 

...Cash  operating  profit . 

. +  75,000 

+ 

51,000 

6 . 

...Cash  operating  profit . 

. +  75,000 

+ 

47,000 

7 . 

...Cash  operating  profit . 

. +  75,000 

Recovery  value  of  working 

capital . 

. +  70,000 

Total . 

. +145,000 

+ 

85,000 

Projected  grand  total .  +263,000 


•From  Exhibits 8,  9,  10,  and  11 


Net  present  value  to  the  corporation . Skr.263,000 

Payback  period . 2\  years 

Internal  rate  of  return . 60% 
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of  Mr.  Lavanchy.  He  and  I  are  agreed  on  the  most  important  issue — 
that  it  would  be  much  more  profitable  to  manufacture  in  Belgium. 
But  we  differ  on  one  point.  He  stresses  that  we  would  save  Skr.  120,000 
per  year  on  fixed  costs  if  we  manufacture  total  production  here \  be¬ 
cause  our  existing  plant  would  produce  400  tons  more  per  year,  thus 
lowering  cost  per  ton  and  depreciation  charges  per  ton.  This  is  not 
correct.  The  plant  is  already  built  here.  There  would  be  no  actual 


EXHIBIT  9 

Roget  S.A.- Estimated  Working  Capital  Required  for  Manufacture  of  XL-4  in  Belgium  for 
Sale  in  Sweden  (Skr.  000) 


1 

2 

3 

4 

5 

6 

inventory 
at  Cost 

Other  Current 
Assets  less 

Current  Liabilities 

Working 

Capital 

1  +2 

Change 

from 

Previous 

Year 

Tax  Credit 
(30%  of 
change 
in  1) 

Net 

Funds 

Required 

4-5 

Year  0 . 

Year  1 . 

Year  2 . 

Year  3 

...50 

...55 

...60 

10 

15 

20 

60 

70 

80 

+60 

+10 

+10 

6* 

0 

0 

54 

10 

10 

and  later.. 

...60 

20 

80 

0 

0 

0 

Total . 

...60 

20 

80 

80 

6 

74 

*  Based  on  finished  goods  inventory  of  Skr.  20,000  in  Sweden. 


EXHIBIT  10 

Roget  S.A.-  Present  Value  of  Working 
Capital  Required  to  Manufacture  XL-4  in 

Belgium 


Net  New  Funds 

Present  Value 

Year 

Required* 

at  8% 

0 . 

. Skr.  54,000 

Skr.  54,000 

1 . 

10,000 

9,000 

2 . 

10,000 

9,000 

Skr.  74,000 

Skr.  72,000 

Rounded  to  nearest  (000),  including  inventory  and 
other  current  assets  less  current  liabilities,  and  after  deduc¬ 
tion  of  Belgian  taxes. 


EXHIBIT  11 

Estimated  End-of-Life  Value  of  Belgian  Assets 


Working  capital . . skr.  80  000 

Less  Belgium  tax  on  liquidating  inventory .  10,000 

Net  funds  realized,  end  of  7  years . Skr.  70,000 

Present  value  (70,000  Discount  at  8%) .  42,000 


- --  - - -  F'am  nut  muiuuea  Decause  tnese  funds 

would  be  the  same  whether  or  not  ROGET  manufactures  XL-4  for  Sweden.  Such 
increase  in  funds  would  occur  if  we  did  not  increase  production -and  therefore 
are  not  incremental  to  the  proposed  alternative. 
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EXHIBIT  12 

Roget  S. A.— Comparison  of  Economic  Gains  between  Two  Alternative  Projects 
for  Manufacture  of  XL-4 


Made  in  Belgium  Made  in  Sweden 


Present  value  of  investment 

(Exhibit  10) . 

Present  value  of  operating  profit 

(Exhibit  8) . 

Present  value  of  residual  sale  of 

assets  (Exhibit  11) . 

Final  economic  gain . 

Payback  period . 

Internal  rate  of  return . 

Final  decision  for  economic 
and  financial  reasons . 


Skr.  -764,000 


Skr.  -  72,000 


+876,000 


+293,000 


+134,000 
Skr.  246,000 

. 4  years 

. 15% 


+  42,000 
Skr.  263,000 
21/2  years 
60% 


Manufacture  in  Belgium 


money  costs  one  way  or  the  other  for  our  plant  under  either  of  three 
alternatives:  produce  in  Belgium,  produce  in  Sweden,  or  simply  not 
produce  additional  XL-4  at  all.  You  will  notice,  therefore,  that  I  do  not 
include  any  depreciation  cost  in  Exhibit  8. 

I  hope  that  this  analysis  is  of  help  to  you  in  formulating  a  com¬ 
panywide  policy  on  construction  of  manu factu ring  plants  around 
the  world.  It  seems  to  me  that  it  should  be  the  policy  of  Roget  S.A,  to 
construct  plants  whenever  and  wherever  the  group  as  a  whole  will 
gain  most  benefits,  taking  into  considera tio n  worldwide  supply  and 
demand,  rather  than  supply  and  demand  in  one  country  or  one  part 
of  the  group.  That  is,  we  should  produce  at  the  point  where  the  cost 
of  production  is  lowest 

We  in  finance  have  the  highest  respect  for  the  Swedish  manage¬ 
ment.  Mr.  Ehstrom,  particularly,  is  an  outstanding  manager  with 
great  financial  expertise  himself.  In  this  case,  he  has  simply  not  had 
the  complete  information  for  our  total  group.  I  trust  that  he  will 
understand  that  this  is  not  a  personal  rejection,  but  one  that  is  for 
the  good  of  the  group  as  a  whole — the  parent  company  and  Thorsten ’s 
sister  companies  in  other  countries. 

Sincerely  yours, 

Eric  Bols,  Vice  President,  Finance. 


COMMENT  BY  M.  LAVANCHY 

Later,  M.  Lavanchy,  director  of  manufacturing,  in  Brussels,  sent  a 
memorandum  to  Messrs.  Gillot  and  Bols  regarding  fixed  costs  in  the  XL-4 
project: 

lam  still  certain  that  if  a  plant  costing  Bfr.  1 00, 000  produces  100,- 
000  pairs  of  shoes,  that  is  one  franc  infixed  cost  for  each  pair.  If  you 
double  the  production  from  the  same  plant  to  200,000  pairs  of  shoes, 
that  is  only  one-half  franc  for  each  pair  in  fixed  costs. 

I,  too,  am  opposed  to  manufacturing  in  Sweden.  I  simply  think  that 
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Eric  Bols  figure  ofSkr.  263,000  of  -profits generated  by  our  production 
of  1,000  tons  of  XL-4  should  be  increased  by  a  total  ofSkr.  120,000  per 
year  or  Skr.  840,000  savings  over  the  seven  year  period.  That  makes 
it  even  more  essential  that  we  produce  in  Belgium. 


POSITION  OF  M.  JUVET 

As  of  the  present  time,  M.  Juvet  states  that  he  is  “quite  concerned 
about  the  XL-4  affair.  It  has  been  dragging  on  for  a  number  of  months 
now  and  all  parties  are  entitled  to  a  clear  and  firm  decision.  I  also  recog¬ 
nize  that  Roget  S.A.  is  becoming  a  large  multinational  firm  and  that  we 
must  deal  with  many  of  this  same  kind  of  decision  over  the  years.  In  fact, 
just  the  other  day  our  food  company  in  the  United  Kingdom  sent  in  an 
objection  to  our  building  one  frozen  food  plant  in  Holland  which  would 
supply  all  of  the  U.K.,  Holland,  Belgium  and  Scandinavia.  About  the 
same  time,  our  senior  vice  president  for  food  products  was  approached 
by  his  director  of  manufacturing  who  suggested  that  we  either  build  the 
central  frozen  food  plant  in  Belgium,  or  that  we  build  an  additional  plant 
m  Belgium  to  supply  our  domestic  Benelux  market.” 


Selected  Readings 


From 

MANAGEMENT:  A  MODERN  APPROACH* 

By  Martin  K.  Starr  t 


There  is  a  natural  compulsiveness  to  push  analysis  toward  segmentation  on 
the  finest  possible  scale  if  a  deterministic  philosophy  prevails.  But  organizational 
parameters  lose  their  meaning  at  fine  scale.  Only  systems  methods  can  dictate 
how  fine  the  analysis  should  be  and  this  decision  must  be  based  on  hypotheses 
for  synthesis  that  precede  analysis. 

.  ® I  the  mid-twentieth  century,  large  systems  began  to  preempt  the  analyst’s 

terest.  This  trend  appears  in  the  analysis  of  production  systems,  financial  anal¬ 
ysis  market  studies,  and  industrial  relations.  Yet  the  precedents,  apparatus  and 
background  for  detail  had  been  previously  set,  and  management’s  use  of  com¬ 
puter  systems  emphasized  what  “had  been”  rather  than  what  was  “likely  to  be  ” 
Accounting  detail  was  one  major  focus.  Use  of  many  independent  measures  in 
great  detail  and  refinement  continues  to  be  in  style.  The  issues  that  are  raised  by 
the  concept  of  independence  are  not  unlike  those  of  analytic  electrocardiograph 

In na9emfn t:  A  Modem  Approach  by  Martin  K.  Starr,  ©  1971  by  Harcourt  Brace 
Jovanovich,  Inc.,  and  reprinted  with  their  permission.  Excerpts  from  pp.  673-676. 

t  The  author  is  a  Professor  in  the  Graduate  School  of  Business,  Columbia  University. 
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methods,  which  have  been  monitoring  an  increasing  number  of  control  points  as 
medical  technology  has  improved.  But  synthesis  is  required  to  relate  these  mea¬ 
sures.  A  synergistic  result  usually  occurs  when  such  synthesis  is  achieved.  In 
general,  the  interrelatedness  of  information  monitored  at  adjacent  control  points 
requires  a  theory  of  related  combinations.  When  such  theory  exists,  we  can  begin 
to  study  what  is  happening  at  each  of  several  control  points,  not  in  isolation  from 
one  another,  but  with  an  awareness  of  the  simultaneity  of  systems  measures. 

Management  has  been  properly  concerned  with  little  systems  because  these 
process  I/O' s  are  fundamental  units  of  organization.  But  the  most  important  issue 
is  how  to  assemble  and  assess  larger  systems  configurations  composed  of  these 
simple  units.  Analysis  of  basic  process  modules  is  used  by  the  manager  to  explain 
what  is  going  on  in  terms  that  are  organically  and  organizationally  separable.  He 
is  readily  able  to  think  about  a  particular  job,  a  specific  machine,  or  a  given  function. 
The  manager  expects  that  the  detailed  analysis  will  be  followed  by  suggestions 
for  improvement  in  the  little  subsystem.  For  example,  he  increases  the  servicing 
capacity  of  a  unit,  changes  the  load  on  the  subsystem  or  the  rate  of  demand  for 
specific  transformations.  When  the  improved  subsystems  are  reassembled  into 
the  body  of  the  total  system,  the  expectation  is  that  overaH'mproyemenX  will  result 
But,  as  we  have  had  occasion  to  indicate  before,  integration  does  not  follow 
so  easily.  The  subsystem  improvements  may  actually  backfire  and  (in  the  short 
or  long  run)  result  in  a  real  decrease  of  the  total  system’s  performance.  Some 
systems  are  more  characteristically  prone  to  this  effect  than  others.  As  a  rule,  the 
higher  the  management  area  involved \  the  less  likely  it  is  that  subsystem  analysis 
can  provide  overall  systems  improvement  We  can  readily  appreciate  why  Eero 
Saarinen  said,  in  1960,  “We  should  stop  thinking  of  our  individual  buildings — al¬ 
ways  look  at  the  next  larger  thing.”  Or,  on  a  behavioral  level,  we  have  a  statement 
by  Mary  Parker  Follett: 

Thus  we  see  that .  .  .  unintegrated  difference  is  pathological,  difference  itself 
is  not  pathological.  .  .  .  what  I  think  we  should  do  in  business  organization  is 
to  try  to  find  the  machinery  best  suited  for  the  normal  appearing  and  uniting 
of  diversity  so  that  the  difference  does  not  stay  too  long  crystalized,  so  that 
the  pathological  stage  shall  not  be  reached.1 

Motivations  for  Smaller  Systems.  ...  A  major  force  for  subsystem  plan¬ 
ning  is  the  unwillingness  to  let  others  interfere  when  planning  one’s  own  domain. 
Also,  by  enlarging  the  system,  many  new  and  dominant  restrictions  arise  that  can 
severely  alter  what  would  have  been  done  without  such  constraints.  Consequently, 
by  ignoring  the  additional  restrictions  of  large  systems,  the  degrees  of  freedom 
for  planning  are  substantially  greater. 

sfc  sfs  sje  sfe 

One  large  systems  approach  is  for  management  to  require  communication 
between  subsystem  managers  to  facilitate  coordination.  A  second  approach  is  to 
specify  a  policy  broad  enough  to  cover  all  the  segmented  systems.  .  .  .  Manage¬ 
ment  policies  might  be  formulated  in  terms  of  inventory  restrictions,  capital  expend¬ 
itures,  and  operating  budget  constraints.  All  such  policies  can  play  a  major  role 
in  the  attempt  to  coordinate  activities  without  establishing  the  communication 

1  Mary  Parker  Follett,  “Constructive  Conflict  from  Dynamic  Administration,”  from  H.  C. 
Metcalf  and  L.  Urwick,  eds.,  The  Collected  Papers  of  Mary  Parker  Follett  { New  York:  Harper 
&  Row,  1941),  p.  4. 
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At  some  point,  these  forces  balance  to  produce  an  optimal  value.  Various  systems 
exist  in  which  the  equality  would  hold  in  the  equation  above.  In  such  cases,  the 
subsystems  are  sufficiently  independent  of  one  another  to  be  studied  and  im¬ 
proved  without  consideration  for  the  other  subsystems.  But,  for  the  most  part,  such 
sufficiently  independent  systems  occur  only  at  low  levels  in  the  management 
hierarchy. 

.  .  .  Natural  and  nonintentional  conflict  will  result  from  following,  with  honesty 
and  singleminded  purpose,  one  design  in  ignorance  of  the  others.  So  a  strong 
coordinator  with  sufficient  authority  is  needed  if  the  big  system  is  to  be  treated 
optimally.  Directing,  judging,  and  coordinating  are  all  vital  aspects  of  managing  a 
large  system.  Everything  we  have  been  talking  about  comes  together  here.  Lead¬ 
ership  runs  like  a  thread  throughout  the  aggregation.  To  achieve  large  system 
synthesis  we  must  first  bring  together  intuition,  knowledge  of  the  behavioral 
sciences,  and  quantitative  methods.  Second,  we  must  relate  planning  and  policy 
to  the  objectives  of  the  organization  and  to  managerial  ability  to  control.  And,  third, 
we  must  tie  together  the  lines  that  cross  functional  area  boundaries.  Responsible 
managers  cannot  tolerate  arbitrary  compartmentalization,  which  creates  the  illu¬ 
sion  that  separate  marketing,  finance,  and  production  decisions  can  combine  to 
enhance  the  achievement  of  organizational  objectives.  Unequivocally,  they  can¬ 
not. 


From 

OPERATIONS  RESEARCH  FOR 
MANAGEMENT  DECISIONS* 

By  Samuel  B.  Richmond t 


The  Objectives  of  Decision.  Typically  in  a  management  science  model,  the 
output  of  the  model  is  some  measure  of  effectiveness  somehow  selected  and 
defined.  We  shall  see  that  the  specification  of  this  objective  function  is  one  of  the 
most  difficult  problems  in  the  construction  of  these  models  in  the  real  world. 

.  .  .  Our  view  of  decision  making  is  that  it  is  a  rational  information-using  proc¬ 
ess — not  an  emotional  process.  Thus,  whenever  anyone  makes  a  wrong  decision 
or  has  difficulty  in  making  a  decision,  these  difficulties  can  be  attributable  to  either: 

1 .  Inadequate  information;  incorrect  or  incomplete  information  about  the  var¬ 
ious  possible  alternative  courses  of  action  and  about  their  implications  with 
respect  to  the  ultimate  outcome;  or 

2.  Inadequately  specified  objectives;  failure  to  specify  which  outcomes  are 
more  desirable  than  others. 


*  Samuel  B.  Richmond,  Operations  Research  for  Management  Decisions.  Copyright  © 
1968,  The  Ronald  Press  Company.  (Excerpts  from  pp.  16-20.) 

t  The  author  is  a  Professor  in  the  Graduate  School  of  Business,  Columbia  University. 
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Often  there  are  conflictng  objectives,  and  the  decision  maker  must  resolve  the 
conflict  He  must,  as  we  shall  see  below,  emerge  with  a  single  objective  func¬ 
tion.  .  .  . 

Value  measurement  is  one  of  the  most  vexing  problems  facing  the  social 
scientist  today.  The  current  attempts  to  peer  into  the  human  mind  and  to  analyze 
and  quantify  subjective  value  systems,  and  to  describe  and  explore  valuation 
systems  which  may  be  generally  applicable  to  a  range  of  individuals  will  receive 
only  brief  treatment  here.  This  is  due  not  to  the  lack  of  importance  of  the  problem, 
but  rather  to  the  complexity  of  the  subject  matter,  and  the  inadequacy  of  the 
present  state  of  knowledge.  In  this  volume,  we  shall  be  dealing  primarily  with 
business  problems,  where,  hopefully,  the  various  conflicting  objectives  can  be 
expressed  in  comparable,  usually  monetary,  terms. 

***** 

The  typical  manufacturing  company  provides  an  excellent  illustration  of  internal 
conflict,  i.e.  of  conflicting  goals  among  its  various  functions.  The  sales  manager 
typically  wants  a  wide  product  line  with  large  inventories  so  that  all  customers  may 
be  served,  and  served  rapidly.  The  production  manager  wants  a  restricted  product 
line  and  long  production  runs  to  minimize  production  costs.  The  finance  manager 
wants  small  inventories  and  short  production  runs  to  minimize  production  costs. 
The  finance  manager  wants  a  small  inventories  and  short  production  runs  to 
minimize  financing  costs.  The  company  president,  who  must  make  company-wide 
decisions  about  the  product  line  and  inventory  levels  must  look  beyond  the  in¬ 
dividual  departmental  preferences,  because  what  is  best  for  the  company  as  a 
whole  is  probably  not  the  best  for  any  individual  department  as  considered  alone. 
The  company-wide  optimal  course  of  action  is  probably  some  kind  of  a  middle 
course  between  the  preferences  of  the  individual  departments. 

Optimizing  on  individual  departments  or  on  individual  phases  of  a  system  is 
referred  to  as  suboptimization,  and  it  typically  does  not  yield  the  best  system-wide 
policy.  It  is  the  function  of  each  higher  level  executive  to  consider  a  larger  system 
and  broader  horizons  than  his  subordinates.  It  is  almost  a  truism  that  every  deci¬ 
sion  involves  suboptimization,  when  it  is  regarded  from  the  vantage  point  of  a 
larger  system.  The  sales  department  suboptimizes  with  respect  to  the  firm  the 
firm  suboptimizes  with  respect  to  the  industry,  the  industry  suboptimizes  ’with 

respect  to  the  national  economy,  and  the  nation  suboptimizes  with  respect  to  the 
world. 

Nevertheless,  it  is  not  yet  feasible  to  optimize  on  the  universe,  and,  for  any  real 
decision,  the  decision  maker  must  identify  the  scope  of  his  real-world  system 
determine  his  objectives  and  how  to  measure  them,  and  then  choose  his  optima! 
course  of  action  within  that  framework.  The  identification  and  measurement  of  the 
true  objective  function  is  often  the  most  difficult  aspect  of  a  decision  problem. 

***** 

.  .  .  We  shall  at  the  outset  make  the  assumption  that  decision  makers  act 
rationally  according  to  our  definition,  and  we  define  a  rational  decision  as  the 
selection  of  that  course  of  action  which,  in  the  light  of  the  available  information 
yields  the  optimal  expected  value  of  the  objective  function.  ... 

Thus,  the  result  that  emerges  from  our  analysis  is  the  course  of  action  that  the 
decision  maker  should  accept,  not  necessarily  the  one  he  does  accept  “Should” 

^■/!feurS  t0  What  he  would  d0  if  he  knew  al1  of  the  implications  of  his  action 
and  if  he  behaved  rationally.  It  is  possible  of  course,  as  we  have  seen  that  at  some 
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higher  level  of  analysis  there  may  be  counterindications  that  render  our  solution 
wrong  and  impossible  to  implement;  in  which  case,  the  problem  to  which  we  are 
addressing  ourselves  is  the  wrong  problem,  or  our  information  is  inadequate.  It 
is  futile  and  absurd  to  bother  with  seeking  information  and  performing  analyses 
toward  the  choice  of  a  course  of  action  unless  the  selected  course  of  action  can 
and  will  be  implemented. 

*  *  *  *  * 

.  .  .  The  rational  decision  for  the  production  manager  does  not  coincide  with 
the  rational  decision  for  the  marketing  manager,  and  neither  of  their  decisions  may 
coincide  with  the  rational  decision  for  their  superior,  who  must  resolve  both  the 
production  and  marketing  objectives.  He  must  know  the  “cost”  in  sates  and  profits 
of  a  smaller  than  optimal  product  line,  and  he  must  set  this  off  against  the  potential 
production-cost  savings.  One  of  the  most  important  aspects  of  a  management 
hierarchy  is  that,  as  we  have  seen,  at  each  level  the  executive  must  work  with 
larger  systems  and  encompass  broader  horizons  than  those  of  his  subordinates. 

As  we  shall  view  it,  the  decision-making  process  consists  of: 

1.  Consideration  of  a  set  of  alternatives,  which  may  be  either  qualitative  or 
quantitative.  The  latter  in  turn  may  be  either  discrete  or  continuous. 

2.  Selection  of  the  best  alternative  in  order  to  achieve  a  goal  or  objective, 
which  may  be  viewed  as  optimizing  (minimizing  or  maximizing,  as  the  case 
may  be)  some  objective  function  such  as  profits,  sales,  costs,  or  any  of 
many  other  possibilities. 

What  is  involved  in  this  simple  phrase  “best  alternative”?  First,  we  must  have 
access  to  this  best  alternative.  That  is,  it  must  be  included  among  those  being 
considered.  This  may  involve  what  is  often  called  creativity.  That  is,  someone  must 
conceive  of  a  possible  course  of  action  before  it  can  be  eligible  or  available  for 
consideration. 

Second,  the  selected  alternative  must  be  “best”  according  to  the  appropriate 
value  system,  taking  into  account  the  possibility  of  conflicting  goals  and  suboptimi¬ 
zation. 

After  the  problem  of  assessment  of  the  objective  of  the  decision  has  been 
satisfactorily  met,  in  spite  of  our  attempts  to  approach  the  decision-making  proc¬ 
ess  in  this  rational  orderly  way,  we  may  still  fail  to  select  what  may  seem  to  be 
the  best  alternative  because  we  are  unwilling  to  seek  the  best  alternative;  and  this 
may  well  be  a  conscious  policy;  that  is,  the  decision  may  not  be  sufficiently 
important  to  warrant  costly  analysis  or  delay.  What  this  really  means  is  that,  at  a 
higher  level,  optimization  dictates  the  acceptance  of  a  less-than-optimal  solution 
here,  because  the  cost  of  seeking  the  optimal  exceeds  its  potential  value. 

In  this  connection,  the  term  satisficing,  originally  introduced  by  Herbert  Simon, 
has  been  used  to  describe  the  process  whereby  a  decision  maker  does  not  seek 
an  optimal  course  of  action  so  much  as  one  which  satisfies  him,  i.e.,  one  which 
suffices.  This  has  been  referred  to  as  a  characterization  of  the  decision-making 
process  which  is  basically  different  from  the  optimization  concept.  For  example, 
under  the  optimization  concept,  an  executive  with  a  sum  of  money  to  invest  would 
be  pictured  as  seeking  out  all  the  available  alternative  investment  possibilities, 
evaluating  them,  and  then  choosing  the  one  which  gives  the  highest  return — if  that 
is  his  objective.  On  the  other  hand,  the  “satisficing”  concept  suggests  that  men 
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do  not  act  in  this  way,  and  that  the  executive  is  more  likely  to  have  some  concept 
of  the  minimum  rate  that  is  considered  an  acceptable  return.  He  then  systemati¬ 
cally  considers  alternatives  until  he  finds  one  that  gives  him  this  minimum,  or 
better,  and  the  search,  stops  at  this  point,  whether  or  not  the  chosen  investment 
is  in  fact  the  best  of  all  possible  courses  of  action.  While  “satisficing”  may  seem 
to  characterize  much  of  decision  making  in  the  real  world,  it  is  doubtless  that  in 
many  situations,  the  policy  of  “satisficing,”  so-called  at  a  lower-level,  is  actually 
the  optimum  as  determined  by  a  higher-level  optimization  decision  encompassing 
a  larger  system.  That  is,  the  investor  described  above  may  invest  when  he  finds 
an  opportunity  which  meets  only  his  minimum  requirements,  if  this  procedure  is 
optimal  in  terms  of  the  cost  of  further  search,  the  cost  of  delay,  and  the  anticipated 
possible  improvement  in  the  return.  The  decision  maker  is,  in  fact,  optimizing  in 
selecting,  at  the  margin,  the  optimal  of  the  two  courses  of  action  available  to  him; 
i.e.,  he  may  “accept,”  or  he  may  “search  further.” 


From 

ADMINISTRATIVE  BEHAVIOR* 

By  Herbert  A.  Simon\ 

THE  EQUILIBRIUM  OF  THE  ORGANIZATION 

*  *  *  *  * 


Inducements 

The  clue  to  the  participation  of  individuals  in  organization  lies  in  .  .  .  regarding 
the  organized  group  as  a  system  in  equilibrium.  Individuals  are  willing  to  accept 
organization  membership  when  their  activity  in  the  organization  contributes,  di¬ 
rectly  or  indirectly  to  their  own  personal  goals.  The  contribution  is  direct  if  the  goals 
set  for  the  organization  have  direct  personal  value  for  the  individual — church 
membership  is  a  typical  example  of  this.  The  contribution  is  indirect  if  the  organiza¬ 
tion  offers  personal  rewards — monetary  or  other — to  the  individual  in  return  for  his 
willingness  to  contribute  his  activity  to  the  organization.  Employment  in  a  business 
concern  is  a  typical  example  of  this.  Sometimes  these  personal  rewards  are 
directly  related  to  the  size  and  growth  of  the  organization-— as  in  the  case  of  the 
stockholders  of  a  business;  sometimes,  not  very  directly— as  in  the  case  of  most 
wage  earners.  .  .  . 

*  *  *  *  * 

The  members  of  an  organization,  then,  contribute  to  the  organization  in  return 
tor  inducements  that  the  organization  offers  them.  The  contributions  of  one  group 
are  the  source  of  the  inducements  that  the  organization  offers  others.  If  the  sum 
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t  The  author  is  a  Professor  of  Industrial  Administration  at  Camegie-Mellon  University. 
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of  the  contributions  is  sufficient,  in  quantity  and  kind,  to  supply  the  necessary 
quantity  and  kinds  of  inducements,  the  organization  survives  and  grows;  otherwise 
it  shrinks  and  ultimately  disappears  unless  an  equilibrium  is  reached.1 

Types  of  Organization  Participants 

Organization  members  may  be  classified  in  other  ways  than  in  terms  of  the 
inducements  they  receive  for  their  participation.  They  may  be  classified  in  terms 
of  the  types  of  contributions  they  make  to  the  organization:  specific  services  (a 
supplier  of  material);  money  or  other  neutral  services  that  may  be  employed  as 
incentives  (customers);  and  time  and  effort  (employees). 

Still  a  third  method  of  classification  would  distinguish  those  who  control  the 
organization— that  is,  have  a  right  to  fix  the  terms  on  which  the  others  will  be 
permitted  to  participate  in  it — from  the  remaining  participants.  The  various  possible 
combinations  of  inducements,  contributions,  and  control  arrangements  make  for 
a  considerable  variety  of  organizational  forms,  and  this  variety  must  be  taken  into 
consideration  in  the  succeeding  discussion. 

Organization  Goals  as  Inducements 

*  *  *  *  * 

.  .  .  In  return  for  this  product  the  customers  are  willing  to  offer  money,  which 
provides  a  principal  inducement  for  the  employees  and  entrepreneurs  to  partici¬ 
pate  in  the  group.  The  relation  of  customers  to  the  organization  is  distinguished 
not  only  by  the  type  of  inducement  they  receive,  but  also  by  the  fact  that  it  is  based 
on  a  contract  or  bargain  for  a  specific  product  without,  ordinarily,  any  assumption 
of  permanence  or  continuity  in  the  relationship. 

*  *  sfc  *  * 

Adaptation  of  the  Organization  Objective.  The  organization  objective  is  by 
no  means  a  static  thing.  In  order  to  survive,  the  organization  must  have  an  objec¬ 
tive  that  appeals  to  its  customers,2  so  that  they  will  make  the  contributions  neces¬ 
sary  to  sustain  it.  Hence,  organization  objectives  are  constantly  adapted  to  con¬ 
form  to  the  changing  values  of  customers,  or  to  secure  new  groups  of  customers 
in  place  of  customers  who  have  dropped  away.  The  organization  may  also  under¬ 
take  special  activities  to  induce  acceptance  of  its  objectives  by  customers — adver¬ 
tising,  missionary  work,  and  propaganda  of  all  sorts. 

*  *  *  *  * 

The  modification  of  the  organization  objective  usually  represents  a  compromise 
of  the  interests  of  several  groups  of  potential  participants,  in  order  to  secure  their 
joint  cooperation  where  each  group  individually  is  unable  to  attain  its  own  objec¬ 
tives  unaided.  Hence  the  organization  objective  will  seldom  coincide  exactly  with 
the  personal  objectives  of  even  those  participants  whose  interest  in  the  organiza¬ 
tion  lies  in  its  attainment  of  its  goal.  The  crucial  issue  for  any  such  individual  is 
whether  the  organization  objective  is  sufficiently  close  to  his  personal  goal  to  make 
him  choose  to  participate  in  the  group  rather  than  try  to  attain  his  goal  by  himself 
or  in  some  other  group.  As  will  be  seen,  this  process  of  compromise  takes  place, 

1  This  idea  of  an  equilibrium  is  due  to  C.  I.  Barnard.  See  his  The  Functions  of  the  Executive 
(Cambridge:  Harvard  University  Press,  1938),  pp.  56-59  and  chaps,  xi  and  xvi. 

2  The  word  “customer”  is  used  in  a  generic  sense  here  to  refer  to  any  individual — customer, 
legislator,  or  volunteer — for  whom  the  organization  objective  has  personal  value. 
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whether  the  controlling  group  of  the  organization  is  itself  directly  interested  in  the 
organization  objective,  or  whether  the  inducement  it  receives  from  the  organization 
is  of  some  other  type. 

Loyalty  of  Employees  to  Organization  Objective, .  Although  the  organiza¬ 
tion  objective  is  of  greatest  importance  in  relation  to  the  behavior  of  those  partici¬ 
pants  who  have  been  called  “customers,”  almost  all  the  members  of  an  organiza¬ 
tion  become  imbued,  to  a  greater  or  lesser  degree,  with  the  organization  aim,  and 
are  influenced  by  it  in  their  behavior.  .  .  . 

It  is  one  component,  and  a  very  important  one,  of  organizational  loyalty.  If  the 
objective  has  any  appearance  of  usefulness,  the  organization  members,  whose 
attention  is  continually  directed  to  it  by  their  everyday  work,  will  acquire  an  ap¬ 
preciation  of  its  importance  and  value  (often  an  exaggerated  appreciation),  and 
the  attainment  of  the  value  will  come,  to  that  extent,  to  have  personal  value  for 
them.  .  .  . 


Incentives  for  Employee  Participation 

To  an  employee  of  a  non-volunteer  organization  the  most  obvious  personal 
incentive  that  the  organization  offers  is  a  salary  or  wage.  It  is  a  peculiar  and 
important  characteristic  of  his  relation  with  the  organization  that,  in  return  for  this 
inducement,  he  offers  the  organization  not  a  specific  service  but  his  undifferen¬ 
tiated  time  and  effort.  He  places  this  time  and  effort  at  the  disposal  of  those 
directing  the  organization,  to  be  used  as  they  see  fit.  Thus,  both  the  customer 
relation  (in  the  commercial  organization)  and  the  employee  relation  originate  in 
contract,  but  in  contracts  of  very  different  sorts.  The  employment  contract  results 
in  the  creation  of  a  continuing  authority  relation  between  the  organization  and  the 
employee. 

How  can  this  be?  Why  does  the  employee  sign  a  blank  check,  so  to  speak, 
in  entering  upon  his  employment?  First,  from  the  viewpoint  of  the  organization, 
nothing  would  be  gained  by  offering  an  inducement  to  the  employee  unless  the 
latter  s  behavior  could  be  brought  into  the  system  of  organization  behavior  through 
his  acceptance  of  its  authority.  Second,  from  the  viewpoint  of  the  employee,  the 
precise  activities  with  which  his  time  of  employment  is  occupied  may,  within  certain 
limits,  be  a  matter  of  relative  indifference  to  him.  If  the  orders  transmitted  to  him 
by  the  organization  remain  within  these  Ijmits  of  acceptance,  he  will  permit  his 
behavior  to  be  guided  by  them. 

What  determines  the  breadth  of  the  area  of  acceptance  within  which  the  em¬ 
ployee  will  accept  the  authority  of  the  organization?  It  certainly  depends  on  the 
nature  and  magnitude  of  the  incentives  the  organization  offers.  In  additon  to  the 
salary  he  receives,  he  may  value  the  status  and  prestige  that  his  position  in  the 
organization  gives  him,  and  he  may  value  his  relations  with  the  working  group  of 
which  he  is  part.  In  setting  his  task,  the  organization  must  take  into  consideration 
the  effect  that  its  orders  may  have  upon  the  employee’s  realization  of  these 
values.  .  .  . 


*  *  * 


*  * 


Organization  Equilibrium  and  Efficiency 

The  basic  value  criteria  that  will  be  employed  in  making  decisions  and  choices 
among  alternatives  in  an  organization  will  be  selected  for  the  organization  primarily 
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by  the  controlling  group — the  group  that  has  the  power  to  set  the  terms  of  member¬ 
ship  for  all  the  participants.  If  the  group  that  holds  the  legal  control  fails  to  exercise 
this  power,  then,  of  course,  it  will  devolve  on  individuals  further  down  the  adminis¬ 
trative  hierarchy. 

Whatever  group  exercises  the  power  of  determining  the  basic  criteria  will  at¬ 
tempt  to  secure  through  the  organization  its  own  personal  values — whether  these 
be  identified  with  the  organization  objective,  with  the  conservation  objectives,  with 
profits  or  what  not.  But  their  power  of  control  does  not  in  any  sense  imply  that 
the  control  group  exercises  as  unlimited  option  to  direct  the  organization  in  any 
path  it  desires,  for  the  power  will  continue  to  exist  only  so  long  as  the  controlling 
group  is  able  to  offer  sufficient  incentives  to  retain  the  contributions  of  the  other 
participants  to  the  organization.  No  matter  what  the  personal  objectives  of  the 
control  group,  their  decisions  will  be  heavily  influenced  by  the  fact  that  they  can 
attain  their  objectives  through  the  organization  only  if  they  can  maintain  a  positive 
balance  of  contributions  over  inducements,  or  at  least  an  equilibrium  between  the 
two. 

From 

ORGANIZATIONS* 

By  James  G.  March  and  Herbert  A.  Simon t 

Individual  Goals 

.  .  .  Humans,  in  contrast  to  machines,  evaluate  their  own  positions  in  relation 
to  the  value  of  others  and  come  to  accept  others’  goals  as  their  own.  In  addition, 
individual  members  of  an  organization  come  to  it  with  a  prior  structure  of  prefer¬ 
ences — a  personality,  if  you  like — on  the  basis  of  which  they  make  decisions  while 
in  the  organization.  Thus,  individual  goals  are  not  “given”  for  the  organization,  but 
can  be  varied  both  through  recruitment  procedures  and  through  organizational 
practices. 

There  are  four  principal  available  targets  for  identification:  (1)  organizations 
external  to  the  focal  organization  (i.e.,  extraorganizational  identification);  (2)  the 
focal  organization  itself  (organizational  identification),  (3)  the  work  activities  in¬ 
volved  in  the  job  (task  identification);  and  (4)  subgroups  within  the  focal  organiza¬ 
tion  (subgroup  identification).  .  .  . 

However,  when  we  state  a  proposition  about  extraorganizational  identifications, 
we  cannot  draw  inferences  about  motivation  to  produce  until  we  identify  the  factors 
influencing  the  perception  of  group  goals.  Some  of  these  factors  are  indicated  later 
in  this  section. 

The  stronger  the  individual’s  identification  with  a  group,  the  more  likely  that  his 
goals  will  conform  to  his  perception  of  group  norms.  .  .  . 


*  From  Organizations  by  J.  G.  March  and  H.  A.  Simon.  Copyright  ©  1958  by  John  Wiley 
&  Sons,  Inc.  Reprinted  by  permission.  Excerpts  pp.  65-66,  70-77. 

t  Dr.  March  is  Professor  of  Political  Science  at  the  University  of  California  at  Irvine  and 
Dr.  Simon  is  Professor  of  Industrial  Administration  at  Carnegie-Mellon  University. 
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We  propose  five  basic  hypotheses: 

1 .  The  greater  the  perceived  prestige  of  the  group ,  the  stronger  the  propensity 
of  an  individual  to  identify  with  it,  and  vice  versa. 

2.  The  greater  the  extent  to  which  goals  are  perceived  as  shared  among 
members  of  a  group,  the  stronger  the  propensity  of  the  individual  to  identify  with 
the  group;  and  vice  versa. 

3.  The  more  frequent  the  interaction  between  an  individual  and  the  member 
of  a  group,  the  stronger  the  propensity  of  the  individual  to  identify  with  the  group; 
and  vice  versa. 

4.  The  greater  the  number  of  individual  needs  satisfied  in  the  group,  the 
stronger  the  propensity  of  the  individual  to  identify  with  the  group;  and  vice  versa. 

5.  The  less  the  amount  of  competition  between  the  members  of  a  group  and 
an  individual,  the  stronger  the  propensity  of  the  individual  to  identify  with  the  group; 
and  vice  versa. 

These  propositions,  along  with  a  pair  of  others  relating  interaction  to  perceived 
goal-sharing  and  to  the  number  of  needs  satisfied  within  the  group  form  the  basic 
framework  within  which  more  specific  propositions  can  be  developed.  That  frame¬ 
work  is  portrayed  in  Figure  1 . 

***** 

Identification  with  Extraorganizationai  Groups  (e.g.,  professional  as¬ 
sociations,  community  groups,  family  groups,  trade  unions).  In  the  case  of 
professional  associations  vie  predict  that  the  greater  the  degree  of  professionali¬ 
zation  of  the  individual’s  job,  the  greater  his  identification  with  a  professional  group. 
Implicit  in  the  definition  of  “professionalization”  are  the  major  variables  through 


FIGURE  1 

Basic  Factors  Affecting  Group  Identification 
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which  the  prediction  is  realized.  Professionalization  implies  specific  formal  training 
and  thus  substantial  homogeneity  of  background.  It  implies  formal  regulation  of 
job  performance  and  thus  similarity  in  positions.  To  the  extent  that  a  job  is  profes¬ 
sionalized,  techniques  and  standards  of  performance  are  defined  by  the  other 
members  of  the  profession.  Since  reference  to  this  group  and  its  standards  is 
indispensable  in  performing  a  professionalized  job,  the  group’s  influence  on  action 
permeates  a  wide  class  of  job  situations.  Since  there  is  a  need  to  be  like  other 
members  of  the  profession  in  a  number  of  attributes,  there  is  a  tendency  to  extend 
this  need  to  other  attributes  and  thus  to  identify  with  the  group  (R.  C.  Davis,  1 954; 
Moore  and  Renck,  1 955). 

With  respect  to  community  groups,  extent  of  exposure  appears  to  be  of  critical 
importance  for  identification.  Exposure  is  reflected  in  such  factors  as  length  of 
residence;  hence,  the  longer  the  length  of  residence  in  a  community,  the  greater 
the  individual’s  identification  with  community  groups  (Hoppock,  1 935).  .  .  . 

On  the  other  hand,  an  organization  like  the  foreign  service,  in  which  assignment 
to  foreign  communities  is  often  relatively  extended  and  identification  with  them 
largely  dysfunctional,  uses  extended  vacations  to  bring  about  periodic  “re-Ameri¬ 
canization.”  The  longer  the  residence,  the  greater  the  breadth  and  frequency  of 
nonorganizational  community  contacts.  Interaction  results  in  identification. 

*  *  *  *  * 

The  family  forms  a  third  significant  type  of  extraorganizational  group.  Families 
often  have  attitudes  about  what  jobs  are  appropriate  for  their  members,  and  those 
attitudes  affect  the  orientation  of  individuals  to  their  work.  Similarly,  family  attitudes 
toward  performance  on  the  job  are  important  determinants  of  individual  perform¬ 
ance  preferences.  The  greater  the  residential  mobility  of  the  individual,  the  weaker 
his  identification  with  family  groups.  Residential  mobility  breaks  down  contact  with 
the  extended  family  and  tends  to  limit  frequent  interaction  to  the  marital  family  unit 
(Masuoka,  1 940). 

*  *  *  *  * 

Identification  with  the  Organization.  The  second  important  type  of  group 
with  which  members  tend  to  identify  is  the  organization  itself.  We  consider  a  few 
of  the  major  predictions  about  the  intensity  of  organizational  identification. 

*  *  *  *  % 

We  are  asserting  that  apart  from  self-selection  the  length  of  time  served  itself 
results  in  increased  identification.  The  mechanisms  involved  are  those  previously 
cited:  the  longer  an  individual  remains  in  an  organization,  the  more  his  interactions 
occur  within  the  organization,  the  more  his  needs  are  satisfied  within  the  organiza¬ 
tion,  and,  therefore,  the  more  he  identifies  with  the  organization. 

The  greater  the  vertical  mobility  within  an  organization,  the  stronger  the  identifi¬ 
cation  of  the  individual  with  the  organization  (Stone,  1952a).  Expectations  of 
vertical  mobility  create  expectations  of  interaction  as  well  as  felt  similarities  be¬ 
tween  subordinates  and  superiors.  .  .  . 

There  is  some  evidence  that  supervisory  practices  affect  organizational  identifi¬ 
cation.  In  particular,  it  appears  that  the  more  supervisors  facilitate  the  satisfaction 
of  personal  goals  by  individual  members  of  the  organization,  the  stronger  the 
latter’s  identification  with  the  organization  (Comrey,  Pfiffner,  and  Beem,  1952; 
Katz,  Maccoby,  Gurin,  and  Floor,  1951).  To  particularize  further,  the  more  general 
the  supervision,  the  stronger  the  tendency  of  subordinates  to  identify  with  the 
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organization;  the  more  participation  in  making  policy  decisions,  the  stronger  the 
tendency  of  subordinates  to  identify  with  the  organization;  the  more  supervisors 
are  employee-  rather  than  production-oriented,  the  stronger  the  tendency  of  subor¬ 
dinates  to  identify  with  the  organization. 

Finally,  although  specific  evidence  is  sparse,  we  include  a  hypothesis  relating 
organizational  identification  with  factors  that  make  the  organization  attractive  to 
the  individual.  We  have  already  argued  that  an  individual  is  more  likely  to  identify 
with  an  organization  in  which  he  has  considerable  interaction  than  one  in  which 
interaction  is  limited,  that  he  is  more  likely  to  identify  with  an  organization  that  he 
perceives  as  accepting  him  than  one  he  perceives  as  rejecting  him,  that  he  is  more 
likely  to  identify  with  an  organization  that  permits  him  to  satisfy  personal  goals  than 
with  one  that  frustrates  the  satisfaction  of  personal  goals.  Now  we  are  arguing  that 
an  individual  is  more  likely  to  identify  with  an  organization  that  he  perceives  as 
high  in  prestige  than  one  he  perceives  as  low  (Willerman  and  Swanson,  1 953). 
Among  other  things,  identification  is  a  means  of  gaining  personal  status.  As  we 
will  see  below,  prestige  may  adhere  to  subunits  rather  than  to  the  organization 
as  a  whole,  and  thereby  encourage  subgroup  identification  rather  than  organiza- 
tional  identification.  But  under  many  conditions  identification  with  the  organization 
as  a  whole  will  be  a  function  of  generalized  prestige. 

The  more  the  organization  produces  a  distinguishable  product,  the  stronger  the 
identification  of  members  with  it.  The  greater  the  number  of  high  status  occupa¬ 
tions  and/ or  individuals  in  the  organization,  the  stronger  the  identification  of  in¬ 
dividual  participants  with  it.  The  larger  the  organization,  the  stronger  the  identifica¬ 
tion  of  individual  participants  with  it.  (Note  that  we  have  already  specified  other 
factors,  such  as  breadth  of  interaction,  that  operate  in  an  opposite  direction  for 
the  large  organization.)  The  faster  the  growth  of  the  organization,  the  stronger  the 
identification  of  individual  participants  with  it  (Payne,  1 954). 

*  *  *  *  * 

Identification  with  Subgroups.  When  we  turn  to  subgroup  identification, 
many  of  the  same  types  of  propositions  can  be  made.  For  example,  with  slight 
modifications,  propositions  similar  to  those  just  outlined  can  be  used  to  related 
the  prestige  characteristics  of  subgroups  in  the  organization  to  the  propensity  of 
the  individual  worker  to  identify  with  the  subgroup.  In  addition,  the  organization 
provides  a  standard — productivity — by  which  the  prestige  of  subunits  can  be 
judged,  and  this  standard  also  becomes  a  factor  in  identification.  The  more  produc¬ 
tive  the  subgroup  in  the  organization,  the  stronger  the  identification  of  individual 
participants  with  the  subgroup  (Katz,  Maccoby,  Gurin,  and  Floor,  1951).  Subgroup 
identification  also  depends  on  interaction  and  need-satisfaction.  Consequently, 
those  groups  that  facilitate  interaction  and  satisfaction  of  personal  goals  will  show 
greater  cohesiveness  than  other  groups.  . 

***** 

Identification  with  the  Task  Group .  Task  identification,  the  last  of  the  four 
major  forms  of  identification  considered  here,  is  probably  more  properly  thought 
of  as  identification  with  the  class  of  individuals  performing  the  same  task.  Of 
course,  the  task  group  may  be  either  a  subgroup  or  an  extraorganizational  group, 
depending  on  the  nature  of  the  task,  but  at  least  in  some  cases  task  identification 
appears  to  be  a  phenomenon  of  sufficient  importance  to  warrant  independent 
treatment. 

First,  all  factors  causing  identification  with  an  extraorganizational  professional 
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group  apply  equally  to  task  identification.  The  relevant  propositions  will  not  be 
repeated  here. 

In  addition,  characteristics  of  the  job,  length  of  service  in  the  organization,  and 
organizational  mobility  affect  task  identification.  The  more  a  particular  task  is 
perceived  as  a  training  rather  than  as  a  terminal  job,  the  weaker  the  identification 
with  it.  Thus  low-level  tasks  in  an  organization  do  not  induce  identification  where 
they  are  perceived  as  stepping-stones  to  higher-level  positions,  but  they  do  induce 
task  identification  where  mobility  is  not  anticipated.  .  .  . 

The  characteristics  of  the  job  influence  task  identification  primarily  through 
another  mechanism  previously  discussed.  Individuals  seek  to  satisfy  personal 
needs  through  the  medium  of  the  job.  When  job  characteristics  permit  such  satis¬ 
factions  we  predict  a  strong  task  identification.  Clearly,  therefore,  to  make  general 
predictions  one  must  assume  a  certain  amount  of  commonality  of  needs  within 
the  culture  from  which  a  given  organization  draws  its  members.  Some  characteris¬ 
tics  of  a  task  have  rather  clear  implications  for  a  success-oriented  culture  like  our 
own.  Thus,  the  more  a  given  task  reflects  a  high  level  of  technical  skill,  the  stronger 
the  identification  of  the  individual  participant  with  the  task  (R.  C.  Davis,  1 954).  The 
more  a  given  task  reflects  individual  autonomy  in  making  decisions,  the  stronger 
the  identification  with  the  task.  The  more  a  given  task  requires  the  use  of  a  number 
of  different  programs  rather  than  a  single  one,  the  stronger  the  identification  with 
the  task  (Morse,  1953). 


From 

THE  TORTUOUS  EVOLUTION  OF  THE 
MULTINATIONAL  CORPORATION* 

By  Howard  V.  Per!mutter\ 

Two  hypotheses  seem  to  be  forming  in  the  minds  of  executives  from  interna¬ 
tional  firms  that  make  the  extent  of  their  firm’s  multinationality  of  real  interest.  The 
first  hypothesis  is  that  the  degree  of  multinationality  of  an  enterprise  is  positively 
related  to  the  firm’s  long-term  viability.  The  “multinational”  category  makes  sense 
for  executives  if  it  means  a  quality  of  decision  making  which  leads  to  survival, 
growth  and  profitability  in  our  evolving  world  economy. 

The  second  hypothesis  stems  from  the  proposition  that  the  multinational  corpo¬ 
ration  is  a  new  kind  of  institution — a  new  type  of  industrial  social  architecture 
particularly  suitable  for  the  latter  third  of  the  twentieth  century.  This  type  of  institu¬ 
tion  could  make  a  valuable  contribution  to  world  order  and  conceivably  exercise 
a  constructive  impact  on  the  nation-state.  Some  executives  want  to  understand 
how  to  create  an  institution  whose  presence  is  considered  legitimate  and  valuable 

*  Reprinted  with  permission  from  The  Columbia  Journal  of  World  Business,  January-Feb- 
ruary  1969.  Excerpts  from  pp.  10-14,  16-18.  Copyright  ©  1969  by  The  Trustees  of  Columbia 
University  in  the  City  of  New  York. 

t  The  author  is  a  Professor  in  the  Wharton  School,  University  of  Pennsylvania. 
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in  each  nation-state.  They  want  to  prove  that  the  greater  the  degree  of  multination¬ 
ality  of  a  firm,  the  greater  its  total  constructive  impact  will  be  on  host  and  home 
nation-states  as  well  as  other  institutions.  Since  multinational  firms  may  produce 
a  significant  proportion  of  the  world’s  GNP,  both  hypotheses  justify  a  more  precise 
analysis  of  the  varieties  and  degrees  of  multinationality,  i  However,  the  confirminq 
evidence  is  limited. 


State  of  Mind 


***** 

Three  primary  attitudes  among  international  executives  toward  building  a  multi¬ 
national  enterprise  are  identifiable.  These  attitudes  can  be  inferred  from  the  as¬ 
sumptions  upon  which  key  product,  functional  and  geographical  decisions  were 
made. 

These  states  of  mind  or  attitudes  may  be  described  as  ethnocentric  (or  home- 
country  oriented),  polycentric  (or  host-country  oriented)  and  geocentric  (or  world- 
oriented).2  While  they  never  appear  in  pure  form,  they  are  clearly  distinguishable. 
There  is  some  degree  of  ethnocentricity,  polycentricity  or  geocentricity  in  all  firms, 
but  management’s  analysis  does  not  usually  correlate  with  public  pronouncements 
about  the  firm’s  multinationality. 


Home  Country  Attitudes 

The  ethnocentric  attitude  can  be  found  in  companies  of  any  nationality  with 
extensive  overseas  holdings.  The  attitude,  revealed  in  executive  actions  and  ex- 
penenced  by  foreign  subsidiary  managers,  is:  “We,  the  home  nationals  of  X  com¬ 
pany,  are  superior  to,  more  trustworthy  and  more  reliable  than  any  foreigners  in 
headquarters  or  subsidiaries.  We  will  be  willing  to  build  facilities  in  your  country 
if  you  acknowledge  our  inherent  superiority  and  accept  our  methods  and  condi- 
tions  for  doing  the  job.” 

Of  course,  such  attitudes  are  never  so  crudely  expressed,  but  they  often  deter- 
mine  how  a  certain  type  of  “multinational”  firm  is  designed.  Table  1  illustrates  how 
ethnocentric  attitudes  are  expressed  in  determining  the  managerial  process  at 
home  and  overseas.  For  example,  the  ethnocentric  executive  is  more  apt  to  say: 
Let  us  manufacture  the  simple  products  overseas.  Those  foreign  nationals  are 
not  yet  ready  or  reliable.  We  should  manufacture  the  complex  products  in  our 
country  and  keep  the  secrets  among  our  trusted  home-country  nationals.” 

***** 

•  Bhnocentric  attitudes  are  revealed  in  the  communication  process  where  “ad¬ 
vice,  counsel,”  and  directives  flow  from  headquarters  to  the  subsidiary  in  a 
steady  stream,  bearing  this  message:  “This  works  at  home;  therefore,  it  must  work 
in  your  country.” 

Executives  in  both  headquarters  and  affiliates  express  the  national  identity  of 
the  firm  by  associating  the  company  with  the  nationality  of  the  headquarters:  this 
is  a  Swedish  company,”  “a  Swiss  company,”  “an  American  company,”  depend¬ 
ing  on  the  location  of  headquarters.  “You  have  to  accept  the  fact  that  the  only 

'  ^  y*rlmutter’  “Super-Giant  Firms  in  the  Future,”  Wharton  Quarterly,  Winter  1968. 

Sociale  Mayei965 tter’  <Three  Conceptions  of  a  World  Enterprise,”  Revue  Economique  et 
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way  to  reach  a  senior  post  in  our  firm,”  an  English  executive  in  a  U.S.  firm  said 
“is  to  take  out  an  American  passport.” 

Crucial  to  the  ethnocentric  concept  is  the  current  policy  that  men  of  the  home 
nationality  are  recruited  and  trained  for  key  positions  everywhere  in  the  world. 
Foreigners  feel  like  “second-class”  citizens. 

There  is  no  international  firm  today  whose  executives  will  say  that  ethnocen- 
trism  is  absent  in  their  company.  In  the  firms  whose  multinational  investment  began 
a  decade  ago,  one  is  more  likely  to  hear,  “We  are  still  in  a  transitional  stage  from 
our  ethnocentric  era.  The  traces  are  still  around!  But  we  are  making  progress.” 


Host  Country  Orientation 

Polycentric  firms  are  those  which,  by  experience  or  by  the  inclination  of  a  top 
executive  (usually  one  of  the  founders),  begin  with  the  assumption  the  host- 
country  cultures  are  different  and  that  foreigners  are  difficult  to  understand  Local 
people  know  what  is  best  for  them,  and  the  part  of  the  firm  which  is  located  in 
the  host  country  should  be  as  “local  in  identity”  as  possible.  The  senior  executives 
at  headquarters  believe  that  their  multinational  enterprise  can  be  held  together 
by  good  financial  controls.  A  polycentric  firm,  literally,  is  a  loosely  connected  group 
with  quasi-independent  subsidiaries  as  centers-more  akin  to  a  confederation 
European  multinational  firms  tend  to  follow  this  pattern,  using  a  top  local  execu¬ 
tive  who  is  strong  and  trustworthy,  of  the  “right”  family  and  who  has  an  intimate 
understanding  of  the  workings  of  the  host  government.  This  policy  seems  to  have 
worked  until  the  advent  of  the  Common  Market. 

Executives  in  the  headquarters  of  such  a  company  are  apt  to  say:  “Let  the 
Romans  do  it  their  way.  We  really  don’t  understand  what  is  going  on  there  but 
we  have  to  have  confidence  in  them.  As  long  as  they  earn  a  profit,  we  want  to 
remain  in  the  background.”  They  assume  that  since  people  are  different  in  each 
“Uontry’t  standards  for  performance,  incentives  and  training  methods  must  be 
different.  Local  environmental  factors  are  given  greater  weight  (See  Table  1). 

any  executives  mistakenly  equate  polycentrism  with  multinationalism.  This  is 
evidenced  in  the  legalistic  definition  of  a  multinational  enterprise  as  a  cluster  of 
corporations  of  diverse  nationality  joined  together  by  ties  of  common  ownership 
It  is  not  accident  that  many  senior  executives  in  headquarters  take  pride  in  the 

SfffnonCTh0f  n°?‘n!tl0nalS  In  their  subsidiaries>  especially  people  from  the  head 
office  The  implication  ,s  clearly  that  each  subsidiary  is  a  distinct  national  entity 

f'"C®  I ls 'ncorpofrated  In  a  different  sovereign  state.  Lonely  senior  executives  in 

teNs  us  anything0’  P°  yCent"C  comPanies  complain  that:  “The  home  office  never 

Polycentrism  is  not  the  ultimate  form  of  multinationalism.  It  is  a  landmark  on 

fh»l9-^ay  h  y^ntriST iS  encoura9ed  by  local  marketing  managers  who  contend 

:  *  dqUa  T®  Wl"  never  understar,d  us,  our  people,  our  consumer  needs, 

our  laws,  our  distribution,  etc.  ...” 

Headquarters  takes  pride  in  the  fact  that  few  outsiders  know  that  the  firm  is 

r9rreHd ,“We  Wpnt t0 be  3 9°0d  '°Cal  COmpany'  How  many  Americans  know 
inat  Shell  and  Lever  Brothers  are  foreign-owned?” 

But  the  polycentric  personnel  policy  is  also  revealed  in  the  fact  that  no  local 
manager  can  seriously  aspire  to  a  senior  position  at  headquarters.  “You  know  the 
French  are  so  provincial;  it  is  better  to  keep  them  in  France.  Uproot  them  and  you 
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are  in  trouble,”  a  senior  executive  says  to  justify  the  paucity  of  non-Americans  at 
headquarters. 

***** 

A  World-Oriented  Concept 

The  third  attitude  which  is  beginning  to  emerge  at  an  accelerating  rate  is 
geocentrism.  Senior  executives  with  this  orientation  do  not  equate  superiority  with 
nationality.  Within  legal  and  political  limits,  they  seek  the  best  men,  regardless  of 
nationality  ,  to  solve  the  company’s  problems  anywhere  in  the  world.  The  senior 
executives  attempt  to  build  an  organization  in  which  the  subsidiary  is  not  only  a 
good  citizen  of  the  host  nation  but  is  a  leading  exporter  from  this  nation  in  the 
international  community  and  contributes  such  benefits  as  (1)  an  increasing  supply 
of  hard  currency,  (2)  new  skills  and  (3)  a  knowledge  of  advanced  technology. 
Geocentrism  is  summed  up  in  a  Unilever  board  chairman’s  statement  of  objec¬ 
tives:  “We  want  to  Unileverize  our  -Indians  and  Indianize  our  Unileverans.” 

The  ultimate  goal  of  geocentrism  is  a  worldwide  approach  in  both  headquarters 
and  subsidiaries.  The  firm’s  subsidiaries  are  thus  neither  satellites  nor  independent 
city  states,  but  parts  of  a  whole  whose  focus  is  on  worldwide  objectives  as  well 
as  local  objectives,  each  part  making  its  unique  contribution  with  its  unique  compe¬ 
tence.  Geocentrism  is  expressed  by  function,  product  and  geography.  The  ques¬ 
tion  asked  in  headquarters  and  the  subsidiaries  is:  “Where  in  the  world  shall  we 
raise  money,  build  our  plant,  conduct  R&D,  get  and  launch  new  ideas  to  serve  our 
present  and  future  customers?” 

This  conception  of  geocentrism  involves  a  collaborative  effort  between  subsidi¬ 
aries  and  headquarters  to  establish  universal  standards  and  permissible  local 
variations,  to  make  key  allocational  decisions  on  new  products,  new  plants,  new 
laboratories.  The  international  management  team  includes  the  affiliate  heads. 

Subsidiary  managers  must  ask:  “Where  in  the  world  can  I  get  the  help  to  serve 
my  customers  best  in  this  country?”  “Where  in  the  world  can  I  export  products 
developed  in  this  country — products  which  meet  worldwide  standards  as  opposed 
to  purely  local  standards?” 

Geocentrism,  furthermore,  requires  a  reward  system  for  subsidiary  managers 
which  motivates  them  to  work  for  worldwide  objectives,  not  just  to  defend  country 
objectives.  In  firms  where  geocentrism  prevails,  it  is  not  uncommon  to  hear  a 
subsidiary  manager  say,  “While  I  am  paid  to  defend  our  interests  in  this  country 
and  to  get  the  best  resources  for  this  affiliate,  I  must  still  ask  myself  the  question 
‘Where  in  the  world  (instead  of  where  in  my  country)  should  we  build  this  plant?’  ” 
This  approach  is  still  rare  today. 

In  contrast  to  the  ethnocentric  and  polycentric  patterns,  communication  is 
encouraged  among  subsidiaries  in  geocentric-oriented  firms.  “It  is  your  duty  to 
help  us  solve  problems  anywhere  in  the  world,”  one  chief  executive  continually 
reminds  the  heads  of  his  company’s  affiliates.  (See  Table  1.) 

The  geocentric  firm  identifies  with  local  company  needs.  “We  aim  to  be  not 
just  a  good  local  company  but  the  best  local  company  in  terms  of  the  quality  of 
management  and  the  worldwide  (not  local)  standards  we  establish  in  domestic 
and  export  production.”  “If  we  were  only  as  good  as  local  companies,  we  would 
deserve  to  be  nationalized.” 

The  geocentric  personnel  policy  is  based  on  the  belief  that  we  should  bring  in 


380  The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 

the  best  man  in  the  world  regardless  of  his  nationality.  His  passport  should  not 
be  the  criterion  for  promotion. 


Costs,  Risks,  Payoffs 

What  conclusions  will  executives  from  multinational  firms  draw  from  the  bal¬ 
ance  sheet  of  advantages  and  disadvantages  of  maintaining  one’s  present  state 
of  ethnocentrism,  polycentrism  or  geocentrism?  Not  too  surprisingly,  the  costs  and 
risks  of  ethnocentrism  are  seen  to  out-balance  the  payoffs  in  the’long  run  The 
costs  of  ethnocentrism  are  ineffective  planning  because  of  a  lack  of  good  feed¬ 
back,  the  departure  of  the  best  men  in  the  subsidiaries,  fewer  innovations,  and 
an  inability  to  build  a  high  calibre  local  organization.  The  risks  are  political  and 
social  repercussions  and  a  less  flexible  response  to  local  changes 

The  payoffs  of  ethnocentrism  are  real  enough  in  the  short  term  they  say 
Organization  is  simpler.  There  is  a  higher  rate  of  communication  of  know-how  from 
headquarters  to  new  markets.  There  is  more  control  over  appointments  to  senior 
posts  in  subsidiaries. 

Polycentrism’s  costs  are  waste  due  to  duplication,  to  decisions  to  make  prod¬ 
ucts  for  local  use  but  which  could  be  universal,  and  to  inefficient  use  of  home- 
country  experience.  The  risks  include  an  excessive  regard  for  local  traditions  and 
local  growth  at  the  expense  of  global  growth.  The  main  advantages  are  an  inten¬ 
sive  exploitation  of  local  markets,  better  sales  since  local  management  is  often 
better  informed,  more  local  initiative  for  new  products,  more  host-government 
support,  and  good  local  managers  with  high  morale. 

Geocentrism’s  costs  are  largely  related  to  communication  and  travel  expenses 
educational  costs  at  all  levels,  time  spent  in  decision-making  because  consensus 
seeking  among  more  people  is  required,  and  an  international  headquarters  bu¬ 
reaucracy.  Risks  include  those  due  to  too  wide  a  distribution  of  power  personnel 
problems  and  those  of  re-entry  of  international  executives.  The  payoffs’are  a  more 
powerful  total  company  throughout,  a  better  quality  of  products  and  service,  world- 

rnLt  °ffbeSt  resources’  imPr°vement  of  local  company  management, 
a  greater  sense  of  commitment  to  worldwide  objectives,  and  last,  but  not  least, 
more  profit.  1 


A  Geocentric  Man — ? 

arPTip^!°tent?  enterprise  dePends  on  having  an  adequate  supply  of  men  who 

?esses  wSynpnentetd'  '*  W°U'd  b®  3  mistake  t0  underestimate  the  human 
stresses  which  a  geocentric  career  creates.  Moving  where  the  company  needs 

an  executive  involves  major  adjustments  for  families,  wives  and  Sen  The 

-at  easTin  and’  f?r  SOme  families’  outwei9h  the  awards  forthcoming 

quaaes  Jnd  nI  1™'  Ma"y  executives  find  it  difficult  to  learn  new  Ian 
discomfort  wi?h1nCOme  c  °UltUral  Superiority  comPlexes,  national  pride  and 
when^thnorpnt  e'9nerS'-,  herm°re'  intemational  careers  can  be  hazardous 
I  hpi  Prevails  at  headquarters.  “It  is  easy  to  get  lost  in  the  world 

S  ,0  be  Si9lU  "  wh."  promotion,  com. 

’  as  one  executive  expressed  it  following  a  visit  to  headquar- 
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ters  after  five  years  overseas.  To  his  disappointment,  he  knew  few  senior  execu¬ 
tives.  And  fewer  knew  him! 

The  economic  rewards,  the  challenge  of  new  countries,  the  personal  and 
professional  development  that  comes  from  working  in  a  variety  of  countries  and 
cultures  are  surely  incentives,  but  companies  have  not  solved  by  any  means  the 
human  costs  of  international  mobility  to  executives  and  their  families. 

A  firm’s  multinationality  may  be  judged  by  the  pervasiveness  with  which  execu¬ 
tives  think  geocentrically — by  function,  marketing,  finance,  production,  R&D,  etc., 
by  product  division  and  by  country.  The  takeoff  to  geocentrism  may  begin  with 
executives  in  one  function,  say  marketing,  seeking  to  find  a  truly  worldwide  product 
line.  Only  when  this  worldwide  attitude  extends  throughout  the  firm,  in  headquar¬ 
ters  and  subsidiaries,  can  executives  fee!  that  it  is  becoming  genuinely  geocentric. 


From 

NOTE  ON  RESPONSIBILITY  CENTERS* 

By  Robert  N.  Anthony  t 

All  organizations,  except  the  tiniest,  are  made  up  of  smaller  organizational  units. 
In  a  large  organization  there  is  a  hierarchy  of  such  units,  for  example,  divisions, 
departments  within  divisions,  sections  within  departments.  If  an  organizational  unit 
is  headed  by  a  supervisor  who  is  responsible  for  the  activities  of  the  unit,  then  we 
call  the  unit  a  responsibility  center. 

Every  organization  has  at  least  one  goal,  and  most  organizations  have  several. 
The  organization  exists  for  the  purpose  of  accomplishing  its  goal  or  goals.  The 
work  done  by  each  responsibility  center  presumably  contributes,  or  at  least  is 
supposed  to  contribute,  to  the  attainment  of  the  goal,  or  goals,  of  the  organization 
of  which  it  is  a  part.  We  take  as  our  central  premise  that  a  management  control 
system  should  be  structured  in  such  a  way  that  when  heads  of  responsibility 
centers  are  motivated  to  act  in  their  own  perceived  best  interests  they  also  are 
acting  in  the  best  interests  of  the  whole  organization,  insofar  as  this  is  feasible. 
We  call  this  premise  goal  congruence;  that  is,  there  should  be  as  much  congru¬ 
ence  as  possible  between  the  goals  of  the  head  of  each  responsibility  center  and 
the  overall  goals  of  the  organization.  We  recognize  that  perfect  congruence  of 
individual  interests  and  organizational  interests  is  not  possible.  A  more  practical 
statement  of  the  premise,  therefore,  is  that  the  system  should  minimize  the  amount 
of  conflict  between  the  goals  of  heads  of  responsibility  centers  and  the  goals  of 
the  whole  organization.  To  the  extent  that  the  management  control  system  in- 


*  Reprinted  by  permission  of  Richard  D.  Irwin,  Inc.,  Homewood,  Ill.,  1965.  From  Manage¬ 
ment  Control  Systems:  Cases  and  Readings,  by  Robert  N.  Anthony,  John  Dearden,  and  Rich¬ 
ard  F.  Vancil.  Excerpts  from  p.  165.  This  reading  was  adapted  from  James  S.  Hekimian, 
Introduction  to  Management  Control  in  Life  Insurance  Branch  Offices  (Harvard  Business 
School  Division  of  Research),  1965. 

t  The  author  is  a  Professor  at  the  Graduate  School  of  Business  Administration,  Harvard 
University. 
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duces  people  to  act  in  a  way  that  does  not  contribute  to  the  goals  of  the 
tion,  the  system  is  said  to  be  dysfunctional. 


organiza- 


From 

REASON  IN  SOCIETY:  FIVE 
TYPES  OF  REASON  AND  THEIR 
SOCIAL  CONDITIONS* 

By  Paul  Diesing\ 


Whenever  there  are  other  economic  units  with  differing  valuations,  the  value 
of  one  s  resources  can  be  increased  by  exchanging  resources  of  lesser  value  to 
onese'f  for  those  of  greater  value  to  oneself.  Exchange  should  continue  until  the 
demand  for  resources  is  approximately  equalized  throughout  the  economy  At  this 
point  resources  will  have  been  distributed  to  the  units  where  they  are  most  hiqhlv 
valued,  and  so  allocated  within  those  units  as  to  effect  a  maximum  goal  achiev^- 

From  this  consideration  of  the  logic  of  an  economy  it  is  plain  that  we  are  dealina 
with  rationality.  An  economy  which  operates  in  the  way  I  have  indicated  is  a 
functionally  rational  one,  because  it  effects  a  maximum  goal  achievement  and  this 
is  the  commonly  accepted  mark  of  economic  rationality.  .  .  .  Maximum  goal 
IS  .poss,ble  t0  the  extent  that  (1)  the  ends  of  econoS  unTts  are 

a^gnaMi*  and  use  of  moans.  ,3 

engage  in  rational  allocation  and  exchange,  and  (4)  information  about  51 
and  dem^  prices  of  other  economic  unfts'is 

jessese*  c“*s —*  *  ■*  ««■*. «  see 

nJbe+  rationa%  of  an  economy  is  sometimes  expressed  in  the  lanauaoe  of 
perfect  competition.  A  perfectly  competitive  economy  is  the  most  rational  one  » 

mssmmmm 

rrzsrsr  ^ siL  *■  -  »“„ory 

*  TT "I  h  a  «  «»  ««  of 

in  competition  with  **  n^s‘  ^n<^s  w^lc^  are  alternative  are  inevitably 

to  rst  r  TT  sx*  mean  that  is  allocated 

_  St  t0  3,1  the  others’  and  ends  must  therefore  bid  against  each  other 

PreSS’ Urbana’ IU’ 1961  ExcerP‘s 

the  University°of  ChieagaSS°r  °f  Phllosophy-  He  has  taught  at  the  University  of  Illinois  and 
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to  get  means  allocated  to  themselves.  Whichever  end  can  promise  the  highest 
return  from  use  of  a  given  mean  should  be  assigned  that  mean,  to  achieve  the 
goal  of  maximum  utility. 

*  *  *  *  * 

In  summary,  economizing  is  the  allocation  of  scarce  common  means  to  alterna¬ 
tive  ends  in  such  a  way  that  the  ends  are  maximized.  It  is  reasonable  to  maximize 
ends  when  they  are  unlimited,  that  is  when  means  are  scarce,  because  that  is  what 
it  means  to  have  an  unlimited  end.  Economizing  is  made  necessary  and  possible 
by  cultural  conditions  which  make  ends  alternative  and  which  provide  media  of 
comparison  for  them.  The  cumulative  production  of  these  conditions  is  economic 
progress,  so  that  the  spread  of  economizing  is  a  result  of  economic  progress. 

The  exactness  and  accuracy  of  economic  judgments  are  also  increased  by 
economic  progress.  Three  degrees  of  exactness  and  accuracy  can  be  distin¬ 
guished,  depending  on  whether  neither  ends  nor  means  have  an  established 
market  price,  or  means  only  have  a  price,  or  both  ends  and  means  are  priced. 
Variations  of  exactness  are  also  possible  within  each  degree,  so  that  the  three 
degrees  are  actually  parts  of  a  continuum  ranging  from  nearly  arbitrary  judgments 
to  judgments  of  machinelike  precision.  The  vaguest  and  most  inaccurate  judg¬ 
ments  occur  in  dealings  with  semi-economic  factors  at  the  fringes  of  the  economy, 
while  the  most  exact  and  accurate  judgments  occur  at  the  heart  of  the  economy 
where  markets  and  subsidiary  techniques  are  well  developed. 

*  *  *  *  * 

...  If  the  determinants  of  thought  are  properly  structured,  thinking  can  be 
rational,  but  if  they  are  improperly  structured,  thinking  is  irrational.  I  shall  use  the 
term  “decision-making  structure”  to  refer  to  the  set  of  sociocultural  determinants 
of  practical  thought,  since  decisions  are  its  product.  Not  all  the  determinants  of 
thought  are  included,  but  only  those  which  can  be  controlled  and  structured. 

.  .  .  Decision-making  structures  occur  in  both  individuals  and  groups;  we  shall 
be  concerned  primarily  with  group  structures,  though  what  is  said  about  groups 
will  apply  to  individuals  as  well.  Political  rationality  is  the  rationality  of  decision¬ 
making  structures. 

I  call  this  type  of  rationality  “political”  because  politics  is  concerned  with  deci¬ 
sions  and  how  they  are  made.  The  politics  of  a  country  or  group  is  the  process 
by  which  the  group  decides  on  its  own  activity  and  on  the  part  to  be  played  in  that 
activity  by  members.  The  political  structure  of  a  group  is  the  organization  of  forces 
which  determines  how  its  decisions  are  made,  that  is,  its  decision-making  struc¬ 
ture.  Political  science  is  the  study  of  decision-making  structures. 

Politics  is  also  concerned  with  the  carrying  out  of  public  decisions  and  the 
achieving  of  a  group’s  goals,  but  this  activity  embodies  only  technical  and  eco¬ 
nomic  rationality  and  so  does  not  concern  us  here.  .  .  . 

***** 


Decision-Making  Structures 

A  decision-making  structure  is  composed  in  the  first  place  of  discussion  rela¬ 
tionships — talking  and  listening,  asking  questions  and  answering  them,  suggesting 
courses  of  action  and  accepting  them.  .  .  . 

A  decision-making  structure  is  composed,  second,  of  a  set  of  beliefs  and 
values,  more  or  less  held  in  common  by  participating  members.  These  define  the 
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kind  of  ideas  that  can  be  seriously  considered  during  discussion  and  decision. 
Beliefs  about  the  world,  about  man  and  society,  determine  the  kind  of  factual 
propositions  that  are  acceptable  to  the  group,  as  well  as  the  kinds  of  evidence 
or  support  that  make  them  acceptable.  Values  determine  the  goals  that  arc  ac¬ 
ceptable  within  the  group,  the  possible  desires,  needs,  external  pressures,  obliga- 
tions,  and  so  forth,  that  can  be  considered  in  selecting  a  goal  or  goals,  and  the 
ranking  of  goals,  desires,  needs,  and  obligations.  Legal-moral  norms  define  avails- 
Die  and  proscribed  means,  methods  of  combining  ends,  techniques  of  relating 
means  t°  ends,  and  guides  to  selecting  means.  Beliefs  and  values,  in  short 

n!S'n!  1  9!nera'  C°ntent  and  order  of  the  universo  which  discussion  and 

nJakeS  p  ace’  whlle  the  roles  define  tbe  Participants  and  their  manner  of 
participation. 


Functional  Rationality 

*  ♦  $  $ 

Pirc1n^eCiSi0n,'‘makin9  structure  mU8t  have  two  characteristics  to  exist  at  all 
r^;rUStsmakrSSible  the  Presentation  of  a  plurality  of  facts,  values,  norms 
no  decision3 is6p<^sible  becTit  °f  ®aCh  °ne  of  ,hoso  18  n‘«ossary.  otherwise 

characteristic  will  be  canid  T  altornat,vlJS  ,0  d<H;.do  about.  fhm 

BalesStermt^l  1  differentiation  in  tho  ensuing  account,  following 

groups  (Parsons  a^BSesToSJ6"!8  on  role  differentiation  in  dousion  making 

unified  resolution  whicmncorporate’slttea^an3000?!''  mU8t  mak"  « 

characteristic  w,,  be  ca.led  "" 

moving^die^eavy  ^ece^f3 furntture^lmmlff  T* |W*^  ***  COf",,,on  of 

tasks  by  each  stationino  himLif  It !  a  «  lmm®dia,oly  ,htJy  Wl»  differoritiahi  their 
by  reference to ^  he  oSr  Ini!  rL  ?  ®r®nt Spot  around  ,htl  hirnituru.  selected 
as  a  technical  division  of  Tfbol'  Ilso  tltZTT'  th°Uflh  °mm{y  ur,d«rt«kon 

moving  there  w  ill  deCI8'0n  Slructura  A"  ““""fl 

down,  and  so  forth  to  whic^llmLr^' Til t0  turn- avo,d  obstacle,  slow 
positions.  The  decision  structure  evi<!t«  50n  nbu*° ,by  v*rtuo  of  <hoir  specialized 
move  the  furlture,Td  mZnt  ZsilTT  T"  *  a  W*».  «° 

suggestions  are  contributed.  WhlCh  a  var,0,y  of  Perceptions  and 

jrjszi  r«zrrirnir«  ioViiy  'asc™1  dods,°n  **<« 

sions  for  complex  situations  with  -^**1  l*,on®  wtl'ch  y,olds  adogunU)  ttooi 
body  the  two  ohiaSSTdfcmn  S?  tV?“'  °"lv  9I,UC,U™S  «"*»  <™  ■ 
degree  will  regularly  yield  adeouate  derisv. I0n  9nd  oditicaliori  to  a  contiitlorablu 
functionally  ratoS  d  d8asl°ns'  Thora,°"’  °"'v  such  sltuctums 


Political  Decisions 
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within  a  decision  structure  of  some  sort,  but  political  decisions  in  addition  have 
decision  structures  as  their  special  subject  matter. 

Political  decisions  are  ordinarily  made  by  the  central  authority  of  a  decision 
structure.  .  .  .  The  central  role  is  the  one  that  is  most  closely  involved  with  the 
whole  structure.  Any  changes  anywhere  in  the  structure  affect  the  center;  improve¬ 
ments  of  any  sort  simplify  the  tasks  assigned  to  the  central  role  and  structural 
deterioration  complicates  them,  as  I  shall  show.  Because  of  this  actual  identity  of 
fate,  it  is  easy  for  persons  playing  a  central  role  to  identify  themselves  with  the 
structure  and  to  develop  a  personal  concern  for  its  improvement 

I  do  not  mean  to  say  that  persons  in  central  roles  make  nothing  but  political 
decisions.  The  main  concern  of  a  person  in  a  central  role  may  often  be  the 
achievement  of  group  or  personal  aims,  with  the  preservation  of  the  decision 
structure  a  secondary  issue.  This  is  particularly  true  in  comparatively  rational 
structures,  which  present  few  structural  problems  to  the  person  in  the  central  role. 
Nor  is  it  the  case  that  only  central  persons  make  political  decisions.  Anybody 
participating  in  a  structure  can  concern  himself  with  the  rationality  of  the  structure 
in  addition  to  other  matters.  But  political  decisions  are  made  more  frequently  by 
those  in  central  roles  than  by  those  in  peripheral  roles,  because  the  condition  of 
the  structure  affects  the  central  role  more  directly.  .  .  . 

The  central  role  differs  from  other  roles  both  in  content  and,  usually,  in  timing 
of  activities.  In  formal  organizations  where  the  central  role  is  a  leadership  role,  the 
leader  is  the  one  who  has  the  final  word  in  a  decision  process.  Subordinates  do 
the  preliminary  work  of  gathering  information,  making  predictions,  drawing  up  initial 
proposals,  evaluating,  criticizing,  and  modifying  them;  then  the  leader  makes  the 
final  decision,  and  the  process  is  completed.  .  .  . 

*  *  *  *  * 

Scope  of  Political  Decisions 

Political  decisions  are  necessary  whenever  an  organization,  or  society,  or  per¬ 
son  is  faced  with  a  political  problem;  that  is,  whenever  there  is  a  deficiency  in  its 
decision  structure.  The  deficiency  may  be  some  form  of  narrowness,  in  that  the 
structure  is  not  receptive  to  an  adequate  range  of  facts,  or  that  it  is  not  able  to 
break  away  from  well-known  formulas  in  its  estimates  of  problems  and  suggestions 
for  action,  or  that  it  is  insufficiently  self-critical  and  slow  to  admit  error,  or  that  its 
procedures  are  excessively  rigid  and  thus  shut  out  novelty.  The  deficiency  may 
be  some  form  of  indecisiveness  or  internal  conflict,  in  that  decisions  are  exces¬ 
sively  difficult  to  achieve,  or  that  they  are  nullified  or  changed  by  concealed  internal 
opposition,  or  that  the  system  “changes  its  mind”  too  readily  after  reaching  a 
decision. 

The  symptom  of  a  political  deficiency  is  the  existence  of  numerous  and  increas¬ 
ing  nonpolitical  problems  for  the  organization:  Since  the  function  of  a  decision 
structure  is  to  deal  with  problems,  any  deficiency  in  functioning  leads  to  an  ac¬ 
cumulation  of  unsolved  problems.  Also  the  way  in  which  the  problems  accumulate 
points  to  the  specific  kind  of  deficiency.  If  the  accumulating  problems  are  apparent 
to  the  outsider  but  not  to  the  decision  structure,  the  deficiency  exists  in  the 
information  receptors;  if  the  problems  are  recognized  but  solutions  are  late  and 
erratic  in  appearing,  the  difficulty  is  one  of  indecisiveness;  if  solutions  consistently 
fail,  the  deficiency  is  one  of  inventiveness;  if  erroneous  courses  of  action  are  not 
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S  ’  deflc,ency  is  one  of  self-criticism;  and  so  on.  Sometimes 

of  ^  !  tC'enCie!  can  be  discoverecl  direct|y.  by  Studying  the  internal  workings 
,°'tde  structure  and  comparing  it  with  similar  structures,  but  the  easiest  way  to 
locate  deficiencies  is  to  work  back  from  the  results. 

nrJf°U9h(,a  POi't'cal  problem  is  always  accompanied  by  numerous  nonpolitical 
problems,  the  political  problem  is  always  basic  and  prior  to  all  the  others.  Some- 
™\h°ne  of  the  other  Problems  has  a  temporal  priority  in  the  sense  that  if 
something  is  not  done  about  it  within  two  weeks  the  organization  will  go  out  of 

®n^r®n,C®.Jh'S  may  be  th®  case  with  threatened  bankruptcy,  or  with  a  violent 
internal  dispute  which  ,s  about  to  force  crucial  members  out  of  the  organization. 

.enarf  ®™ergencies’ t0  be  settled  by  whatever  temporary  expedient  will  suc- 
°ut"°tb,ng 13  basically  solved  until  the  political  problems  of  an  organization 
are  solved.  The  reason  is  that  without  a  well-functioning  control  system  the  organi- 
fat'°a’0rTSh0Ciety  or  Person,  is  unable  to  deal  with  its  other  problems  in  a  continuing 

SS!  hT(hiy  may  be  temporari,y  solved  by  outside  help  or  some  emergency 
action  but  they  are  sure  to  reappear  and  get  worse  unless  the  organization  is 

inn  y  th^' Conversely'  once  the  decision  structure  has  been  put  into  work¬ 
ing  order,  the  organization  can  be  expected  to  take  care  of  its  other  problems  as 
iney  come  up. 

™IS  means  that  any  suggested  course  of  action  must  be  evaluated  first  by  its 
effec  s  on  the  political  structure.  A  course  of  action  which  corrects  economic  or 
social  deficiencies  but  increases  political  difficulties  must  be  rejected,  while  an 
action  which  contributes  to  political  improvement  is  desirable  even  if  it  is  not 
nn  S  oT  m,-an  eC°n0mic  or  social  standpoint.  It  sometimes  happens  that 

^  *  anln°?P°  'tlCa  problems  can  be  solved  together,  but  if  this  is  not  possi¬ 
ble,  the  political  problem  must  receive  primary  attention. 

***** 

...  Political  rationality  is  the  fundamental  kind  of  reason,  because  it  deals  with 

the  preservation  and  improvement  of  decision  structures,  and  decision  structures 
a  .  h  source  of  all  decisions.  Unless  a  decision  structure  exists,  no  reasoning 
and  no  decisions  are  possible;  and  the  more  rational  a  decision  structure  is  the 
™°.r®  rftlo.nal  ar®  th®  dec'sions  it  produces.  There  can  be  no  conflict  between 
political  rationality  and  any  other  kind  of  rationality,  because  the  solution  of  political 
problems  makes  possible  an  attack  on  any  other  problem,  while  a  serious  political 
deficiency  can  prevent  or  undo  all  other  problem  solving. 


10.  SOLA  CHEMICAL  COMPANY 


Case  Introduction 


SYNOPSIS 

In  the  post  World  War  II  period,  Sola  Chemical  Company  began  diver¬ 
sifying  and  expanding  into  foreign  markets  through  export  operations. 
At  the  beginning  of  that  period,  the  only  foreign  manufacturing  was  done 
in  a  virtually  wholly  owned  Canadian  subsidiary  and  in  a  joint  venture 
in  France.  Foreign  expansion  progressed  at  a  rate  faster  than  in  the  U.S., 
so  that  by  1970  manufacturing  facilities  were  located  in  15  different 
countries.  For  tax  and  other  financial  reasons,  Sola  established  a  pattern 
of  export  holding  companies  in  Delaware,  Switzerland,  Curacao,  and 
Luxembourg.  From  the  early  60s,  all  the  foreign  operations  were 
managed  through  an  international  division  whose  treasurer  and  con¬ 
troller  coordinated  the  foreign  financial  decisions  with  their  headquar¬ 
ters’  counterparts  and  the  controllers  in  each  of  the  foreign  subsidiaries. 
By  1970,  however,  decision  making  for  foreign  operations  had  become 
so  complex  that  a  new  decentralized  organizational  arrangement  was 
suggested  by  consultants.  At  this  point,  a  dispute  develops  involving  the 
international  treasurer  and  the  consultant  over  the  most  effective  ways 
to  achieve  corporate  financial  objectives  through  the  coordinated  efforts 
of  financial  executives  at  three  levels:  headquarters,  area,  and  subsidi¬ 
ary. 

WHY  THIS  CASE  IS  INCLUDED 

The  Sola  Chemical  Company  case  presents  a  classic  view  of  the  stages 
of  internalization  for  the  multinational  firm.  The  history  follows  the 
pattern  for  U.S.  multinationals  documented  by  the  Harvard  studies  of  the 
multinational  firm.  The  reader  can  study  the  dynamics  of  internationali¬ 
zation  in  which  the  firm  organizes  differently  for  the  growing  complexity 
at  each  stage.  In  the  narrower  context  of  the  finance  function,  there  is 
opportunity  to  study  the  conflict  of  objectives  at  different  organization 
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levels  and  how  the  organization  of  the  finance  function  influences  the 
achievement  of  different  objectives.  The  reader  can  explore  different 
modes  of  conflict  management  as  well  as  the  ways  to  make  functional 
authority  work  effectively. 


DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 

1.  Trace  the  changing  pattern  of  organization  design  in  Sola  from  the 
post  War  War  II  era  to  1970.  Does  the  pattern  make  sense  in  light  of  the 
theory  and  practice  cited  in  the  readings? 

Head.  Kolde,  International  Business  En terprise,  pp.  242—55  260 


(for  those  desiring  a  more  extended  discussion  of  evolving 
organization  structure  of  a  multinational  corporation  see 
John  Stoppford  and  Louis  T.  Wells,  Managing  the  Interna¬ 
tional  Enterprise  (Basic  Books,  1972),  Chapter  2.  Not  included 
in  this  volume.) 

2.  Why  has  the  consultant  proposed  changing  Sola’s  organization 
structure  at  this  stage  of  the  firm’s  development?  Could  Sola  have  pre¬ 
dicted  the  need  for  organizational  change  in  advance? 

Read:  See  readings  for  question  1  above. 

A^7St^\fXeCVJVe  Decisions  and  Operations  Research,  pp. 
38-42,  45-47  50.  Starr,  Management:  A  Modem  Approach,  pp.  673-76 

o°wu  NeW  Science  of  Management  Decision,  pp.  15-18  40-48 

f°rCeS  ^  th®  environment  are  influencing  the  international 
ganizatton?anaSement  ^  activities’  and  its  position  in  the  or- 

Read:  *  Watte,  “Strategies  for  Financial  Risk  in  Multinational  Opera¬ 
tions,”  pp.  15-22. 

4.  What  financial  decisions  were  made  at  which  levels  of  Sola  and  in 

ot  conttoll“)  pr,or  “ th*  ~  ~ 

Suggestion:  Present  your  answer  in  a  matrix  form  with  different 
decisions  on  one  axis  and  positions  at  different  levels  on 
the  other  axis.  As  you  fill  in  a  cell,  indicate  whether  the 
decision  authority  is  independent  autonomy,  decision 
alter  consultation,  or  decision  only  after  concurrence  bv 
some  other  person. 

modify  thefin^aiT  organization  Proposed  by  the  consultants 
fiw*?  financial  decision  pattern  identified  in  decision  4? 

the  chanee^n°fhLS<?  orgamzation  were  adopted,  how  would  you  classify 
me  change  in  the  Perlmutter  typology  of  ethnocentric,  polycentric  and 
geocentric  organization  designs?  pmyeentric,  and 

RCad:  mr'r”-1’  <The  Tortuous  Evolution  of  the  Multinational  Cor- 

poration. 

the  performance  see  such  divergent  information  needs  for 

P  rformance  of  the  treasurer’s  and  controller’s  function  in  Sola? 
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Read:  *  Vernon,  Manager  in  the  International  Economy,  pp.  233-36. 
Anthony,  Management  Control  Systems:  Cases  and  Readings, 
p.  165Jerome,  Executive  Control — the  Catalyst,  pp.  31-34. 

8.  What  alternative  patterns  might  Sola  have  chosen  for  organizing 
the  financial  function? 

Note:  One  may  answer  this  question  by  using  common  sense  and 
analysis  of  case  facts.  Or,  a  clear  treatment  of  international 
financial  organization  within  a  company  may  be  found  in  both 
of  the  following  sources.  “Financing  Foreign  Subsidiaries  of 
U.S.-Controlled  Multinational  Enterprises,”  by  Robert  Sto- 
baugh,  Journal  of  International  Business  Studies  (Summer 
1970),  pp.  43-49.  International  Financial  Management,  by  Da¬ 
vid  B.  Zenoff  and  Jack  Zwick,  Prentice-Hall,  Inc.,  1969,  pp. 
453-460. 

9.  In  Sola,  there  has  been  conflict  between  the  treasurer  and  the  con¬ 
troller  positions  and  there  are  forecasts  of  conflicts  across  hierarchy 
levels  in  the  proposed  organization.  Why  does  such  conflict  arise? 

Read:  Litterer,  “Conflict  in  Organization:  A  Reexamination.”Dies- 
ing,  Reason  in  Society:  Five  Types  of  Reason  and  their  Social 
Conditions,  pp.  20-21,  56,  170-71,  177-78,  198-99,  227-28, 
231-32.  March  and  Simon,  Organizations,  pp.  65-66,  70-77. 

POLICY  QUESTIONS 

10.  How  would  you  structure  the  financial  function  in  Sola?  Review 
the  readings  and  your  answers  to  Questions  3,  7,  and  8. 

11.  After  reviewing  your  responses  to  Questions  4  and  5,  specify  which 
financial  decisions  should  be  made  at  which  levels  of  Sola  and  in  what 
positions  (treasurer  or  controller).  Be  sure  as  you  fill  in  each  cell  of  the 
matrix  you  indicate  whether  the  decision  authority  is  independent  au¬ 
tonomy,  decision  after  consultation,  or  decision  only  after  concurrence 
by  some  other  person. 

12.  What  kind  of  arrangements  beyond  the  structural  adjustments 
and  the  job  descriptions  (specifying  decision  competence  for  each  posi¬ 
tion)  would  you  make  to  manage  the  conflict  within  the  financial  func¬ 
tion  worldwide  at  Sola. 

Review  the  readings  and  your  answer  to  Question  9  then  read  Rich¬ 
mond,  Operations  Research  for  Management  Decisions,  pp.  16-20.  Fol- 
lett,  “Constructive  Conflict.” 

QUESTIONS  FOR  ORIGINAL  STUDENT  WORK  IN  ANALYSIS 
AND  POLICY 

13.  While  reflecting  on  case  facts,  what  additional  theories  from  prior 
education  give  you  insights  as  to  “what  is  going  on”  in  the  Sola  Company? 
As  to  what  might  be  predicted  to  happen  in  the  future? 

14.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag¬ 
matic  ways  can  you  think  of  to  state  the  practical  problems  faced  by 
executives  in  the  case? 
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ORGANIZING  THE  INTERNATIONAL  FINANCE  FUNCTION 

The  year  was  1970.  The  subject  before  Sola  Chemical’s  board  of  direc¬ 
tors  was  a  set  of  proposals  by  Multinational  Consultants  Inc  recom 
mending  a  drastic  overhaul  in  the  organization  of  Sola’s  overseas  busi¬ 
ness.  The  board  had  already  agreed,  albeit  a  bit  uncertainly  that  the 
International  Division  would  have  to  be  abolished  and  that  its  resnon 
sibilities  for  overseas  production  and  overseas  marketing  would  have  to 
be  distributed  among  some  new  regional  division.  Now  the  question  was: 
What  to  do  about  the  finance  and  control  functions  for  which  the  Interna 
tional  Division  had  been  responsible?  interna- 


Origins 

Ever  since  World  War  II,  Sola  had  been  doing  what  came  naturally 
m  the  expansion  of  its  foreign  business.  In  the  years  just  after  the  war 
Soia  thought  of  itself  as  one  of  five  or  six  companies  that  made  up  the 
leadership  m  the  industrial  and  agricultural  chemicals  industry  in  the 

coMdtf  tCS‘  iAt  *a“lme’ a  comPany  with  annual  sales  of  $150  million 
could  claim  a  leadership  position.  Besides,  sales  of  the  company”  tha” 

time  were  reasonably  well  concentrated  in  only  four  main  product 
groups.  From  the  perspective  of  1970,  after  nearly  25  years  of  growth  and 

fJrZTSfCatl°n  mt°  neW  Pr°duCtS  and  new  markets,  opera  tons  in ^he 
immediate  postwar  period  seemed  extraordinarily  neat  and  tidy 

gSFSrSSS-SSS 

those  arelCOFmmiSf10n  merchants’  wholesalers,  and  industrial  buyers  in 

productThad^ taken1  hnld0  t™e  ^  ^  diSC°Ver  that  0ne  of  ^  -w” 
yearn  after  it  hSf"  id  “  ®Te  Country’  generally  at  a  time  five  or  six 

of  expansLn  tVZf  *  “arket1in  the  United  States‘  After  a  few  years 
particular  toe  in  the  -eign  T,  ’  h°Wever’  the  attractiveness  of  the 
appeared.  W°Uld  generally  fal1  away  as  quietly  as  it  had 

non  of  the  Harvard  University ^  Graduate  Soh  Prepared  by  Professor  Raymond  Ver- 

classroom  discussion  and  not  to  illustrate  rithiilff  BVSlnes?  Administration  as  the  basis  for 
istrati  ve  situation.  uustrate  either  effective  or  ineffective  handling  of  an  admin- 

permission.  *  °  19?1  by  the  President  and  Fellows  of  Harvard  College.  Used  by  specific 
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Apart  from  the  seemingly  episodic  and  sporadic  lines  of  business  of 
this  sort,  Sola’s  main  “foreign”  commitment  in  the  years  up  to  World  War 
II  was  a  manufacturing  subsidiary  in  Canada,  a  subsidiary  that  Sola  had 
set  up  in  the  late  20s  in  response  to  a  sharp  increase  in  Canada’s  indus¬ 
trial  tariffs.  Except  for  a  few  shares  nominally  held  by  Canadian  direc¬ 
tors,  this  subsidiary  was  wholly  owned  by  Sola.  When  the  Imperial  Pref¬ 
erence  tariff  system  was  established  in  1932,  the  Sola  management  had 
congratulated  itself  on  its  foresight  in  establishing  a  subsidiary  inside 
the  Commonwealth  so  that  it  could  meet  British  competitors  such  as 
Imperial  Chemical  Industries  on  equal  terms.  From  Sola  management’s 
viewpoint,  however,  the  Canadian  subsidiary  could  hardly  be  called  “for¬ 
eign.”  Situated  not  far  from  Windsor,  Ontario,  it  was  close  enough  to 
Sola’s  midwest  headquarters  to  be  run  like  any  other  branch  plant.  The 
product  policies  and  marketing  policies  of  Sola  seemed  to  apply  about 
as  well  to  the  Canadian  plant  as  any  other.  True,  there  were  some  occa¬ 
sional  crises  of  an  unfamiliar  sort,  as  when  the  Canadians  tinkered  with 
the  value  of  their  currency  in  relation  to  the  U.S.  dollar,  or  when  they 
set  up  unfamiliar  provisions  in  relation  to  the  taxation  of  profits.  But  an 
occasional  consultation  with  the  company’s  bankers  and  tax  attorneys 
was  generally  sufficient  to  deal  with  crises  of  this  sort. 

Quite  different  from  Sola’s  relationship  to  its  Canadian  subsidiary  in 
the  years  immediately  after  World  War  II  were  its  ties  to  a  French  sub¬ 
sidiary  which  had  been  set  up  at  about  the  same  time.  Unlike  the 
Canadian  subsidiary,  only  53  percent  of  the  equity  of  this  company  was 
owned  by  Sola,  the  rest  being  in  the  hands  of  Cie.  Chimie  Tricolor,  a 
leading  French  manufacturer  whose  product  lines  fell  largely  within 
two  of  Sola’s  four  product  groups.  Nobody  at  Sola  could  quite  recall  how 
this  particular  liaison  had  first  developed.  But  there  was  an  impression 
that  Sola  had  been  confronted  with  an  ultimatum  by  the  French  chemi¬ 
cal  industry  at  one  point  in  the  20s:  either  she  must  invite  a  French 
business  interest  to  join  her  in  the  creation  of  a  French  manufacturing 
subsidiary  or  she  must  risk  losing  a  lucrative  market  that  was  being 
supplied  by  exports  from  the  United  States.  There  was  some  recollection 
among  Sola’s  oldtimers  that  the  ultimatum  had  been  backed  up  by  hints 
from  the  French  ministry  of  industry  that  the  threats  might  not  prove 
hollow.  In  any  event,  whatever  the  origins  of  the  French  partnership 
might  be  the  subsidiary  had  grown  away  from  Sola  over  the  years.  By 
the  late  40s  it  was  thought  of  as  almost  an  independent  entity,  operating 
under  the  stewardship  of  the  French  partner  and  negotiating  with  Sola 
for  product  information  and  technology  very  much  on  an  arm’s-length 
basis. 

So  much  for  the  situation  at  the  beginning  of  the  postwar  era. 

Between  that  time  and  1970,  the  foreign  business  of  Sola  had  ex¬ 
panded  at  an  astonishing  rate,  considerably  faster  than  the  business  in 
the  United  States.  And  as  the  foreign  business  grew,  not  only  the  policies 
and  strategies  but  even  the  very  structure  of  Sola  was  greatly  affected. 
Step  by  step,  additional  locations  had  been  selected  for  the  establishment 
of  new  manufacturing  subsidiaries:  the  United  Kingdom  in  1952;  Ger¬ 
many  in  1955;  Mexico  in  1956;  Brazil  in  1960;  Italy  in  1962;  Australia  in 
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1965,  and  so  on,  until  Sola’s  manufacturing  facilities  covered  15  different 
countries.  At  the  same  time,  operations  in  Canada  had  been  considerablv 
expanded,  covering  more  of  Sola’s  product  lines.  In  each  of  these  cases 
Sola  had  preferred  to  go  it  alone,  without  local  partners.  And  after  a  nastv 
confrontation  or  two  with  the  French  partners  over  the  management  of 
the  French  facility,  a  friendly  divorce  had  been  arranged  leaving  Sola 
with  a  wholly  owned  manufacturing  facility  in  France  in  lieu  of  the  old 
partnership.  u 

Although  Sola  had  not  set  up  more  than  a  portion  of  the  U.S  product 
line  in  any  one  country,  the  total  number  of  products  manufactured 
overseas  was  widening  every  year.  In  fact,  there  were  even  three  or  W 
cases  in  which  the  U  S.  plants  had  suspended  operations  on  an  old  staple 
item,  assigning  what  was  left  of  the  business  to  one  of  the  foreign  facili 
ties  where  the  product  still  seemed  to  command  a  market.  When  that 

happened,  the  foreign  facility  took  over  Sola’s  third  country  markets  as 

well. 

While  the  manufacturing  subsidiaries  were  spreading  over  the  globe 
Sola  was  setting  up  other  units  to  facilitate  the  handling  nf  n7r  S  ■  ’ 

business.  Sola  had  discovered  very  early  the  tax  advantages  of  a  westeS 
hemisphere  trade  corporation  and  had  set  up  a  company  in  Ddaware 
to  qualify  under  the  U.S.  tax  code.  A  corporation  could  qualtfyTf  k 
derived  practically  all  its  income  from  trade  or  buci^e  /  •  * 

guished  from  investment),  and  confined  its  business  to  th^W^f111" 
hemisphere  outside  the  United  States.  The  profits  of  such  a  m  S*ern 
w.re huied  >  rate  14  percent*..  poInts  1  7^1  dTTr*e" 

To  exploit  this  advantage  US  Snio  •*.  lu 

sphere  countries  from  the  United  States  ih™  fXports  t0  western  hemi- 
trade  corporation.  As  a 

mark-up  over  .SJSS  “  8  ‘’“‘T 

profit  on  such  sales  in  the  trade  corporation  8  m0“  the 

poning  the  payment  of  U  S  tayPc  t  ■  1S’  as  vehlcles  for  post- 

and  tax  attorney  had  Pushed  IZT  °n  f°reign  inc°me-s°la’s  treasurer 
ing  company  U  S  Sola  owned  q  1  he  establishment  of  a  Swiss  hold- 
nominai  ownership  over  Sola’s^nhc  d"^WltZer^an^’  Which  in  turn  held 
those  days,  Sola-SwitleTlf nd ™dd  °U‘Side  the  United  States.  In 

for  U.S.  Sola.  For  one  thing  like  /b  P6rform  a11  kinds  of  useful  services 
tion,  it  could  act  as  an  inf^-  '  western  hemisphere  trade  corpora- 
Sola-Switzerland  was  used  S&leS  fr0m  the  US-  When 

Sola  were  rather the  taX  benefits  t0  U  S- 
em  hemisphere  company  ?  f  associated  with  the  use  of  the  west- 
mal  tax  rates  once  they  got  Pr°fitS  Were  subject  to  nor- 

occur  until  the  profits  wfr  a ^  the,U  S' tax  Jurisdiction.  But  that  did  not 
Meanwhile,  Sola-Switzerland  c^fd  b  U'f '  S°lain  the  form  of  dividends. 

profits  to  any  point  in  the  Snl  ^  Shu“le  the  cash  generated  by  export 
y  puini  in  the  Sola  system  that  required  it. 
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Sola-Switzerland’s  cash  flow  could  be  built  up  not  only  by  exports  but 
also  by  the  dividends,  royalties,  interest  and  fees  generated  in  the  Sola 
subsidiaries  that  Sola-Switzerland  nominally  owned.  As  long  as  Swiss 
law  did  not  tax  the  income  of  the  Swiss  holding  company  and  as  long  as 
a  U.S.  law  did  not  classify  the  funds  as  taxable  in  the  United  States, 
Sola-Switzerland  was  a  highly  useful  mechanism. 

That  particular  arrangement  had  deferred  quite  a  lot  of  tax  payments 
for  a  few  years.  Subsidiaries  could  declare  dividends  and  could  pay  inter¬ 
est,  agency  fees,  administrative  charges,  and  royalties  to  the  holding 
company  without  subjecting  the  income  to  U.S.  taxation;  the  U.S.  tax  bite 
would  come  only  when  the  income  moved  upstream  as  dividends  to  the 
U.S.  parent.  Though  the  U.S.  system  of  tax  credits  on  foreign-earned 
income  ensured  that  the  income  would  not  be  taxed  twice  when  it  finally 
appeared  on  the  U.S.  parent’s  books,  still  there  was  something  to  be 
gained  at  times  from  deferring  the  U.S.  tax.  The  tax  advantage  was 
especially  important  when  the  subsidiary’s  payments  to  its  parent  had 
not  been  taxed  locally  because  they  represented  expenses  to  the  subsidi¬ 
ary,  or  when  the  subsidiary’s  income  had  been  taxed  at  rates  well  below 
those  in  the  United  States.  In  those  situations,  when  the  payments  finally 
were  received  as  dividends  in  the  United  States,  some  U.S.  taxes  would 
be  due. 

When  the  Internal  Revenue  Code  was  amended  in  1962  to  restrict  the 
use  of  tax  haven  companies,  many  of  the  tax  advantages  involved  in  the 
maintenance  of  such  a  company  disappeared.  The  provisions  that  expose 
the  income  of  such  tax  haven  companies  to  U.S.  taxation  are  exceedingly 
complex.  But  Sola’s  Swiss  holding  company  clearly  fell  within  its  terms. 
It  was  controlled  by  U.S.  Sola,  and  it  derived  more  than  70  percent  of  its 
income  from  the  dividends,  interest,  royalties  and  other  fees  received 
from  Sola’s  operating  subsidiaries  located  in  third  countries.  Accord¬ 
ingly,  the  income  of  Sola-Switzerland  was  fully  taxable  under  U.S.  law 
just  as  if  it  had  been  paid  directly  to  U.S.  Sola  itself. 

One  tax  advantage  associated  with  foreign  holding  companies  still 
remained,  however.  Loath  to  discourage  exports  from  the  U.S.  in  any 
way,  Congress  had  exempted  from  the  new  provisions  such  income  as 
the  tax  haven  companies  were  garnering  from  their  role  in  the  handling 
of  U.S.  exports.  As  long  as  a  spread  could  exist  between  the  price  at  which 
U.S.  Sola  invoiced  its  goods  for  export  and  the  price  at  which  the  goods 
were  invoiced  for  import  in  the  foreign  country  of  destination,  there  were 
still  tax  advantages  in  assigning  the  spread  to  an  intermediate  company 
located  in  a  tax-free  area. 

Despite  the  fact  that  Sola-Switzerland  had  lost  much  of  its  original 
purpose,  there  was  some  hesitation  about  liquidating  the  Swiss  company. 
It  would  entail  the  transfer  of  the  equity  of  many  underlying  operating 
subsidiaries,  the  transfer  of  the  Swiss  company’s  claims  to  the  long-term 
and  short-term  debt  of  some  of  the  operating  subsidiaries,  and  the  shift 
of  the  Swiss  company’s  title  in  patents  and  trade  names  abroad  that  were 
being  licensed  to  the  subsidiaries.  Numerous  contractual  ties  between 
the  Swiss  company  and  the  subsidiaries  also  would  have  to  be  dissolved, 
such  as  the  right  of  the  Swiss  company  to  receive  payment  for  adminis- 
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trative  and  technical  services  and  for  sales  agency  services.  All  these 
rearrangements  were  bound  to  generate  administrative  and  legal  prob¬ 
lems  in  a  number  of  different  countries,  where  the  increasing  curiosity 
and  sophistication  of  the  regulatory  authorities  could  be  counted  on  to 
stir  up  difficulties. 

Accordingly,  Sola  decided  to  leave  the  Swiss  holding  company  in  exist¬ 
ence  and  to  create  several  other  intermediate  companies  besides.  One 
would  be  a  Luxembourg  company,  set  up  to  capture  some  of  the  profits 
on  U.S.  exports,  which  still  were  entitled  to  tax  deferral  treatment  An¬ 
other  enterprise  would  be  set  up  to  segregate  the  income  generated  by 
subsidiaries  in  advanced  countries.  Under  the  1962  law,  income  originat¬ 
ing  in  subsidiaries  m  the  less-developed  areas,  unlike  income  from  the 
advanced  countries,  could  still  be  kept  beyond  the  reach  of  U.S.  tax  col¬ 
lectors  to  the  extent  that  it  was  reinvested  in  less-developed  areas  Ac 
cordingly,  a  holding  company  was  set  up  in  Curacao  to  own  Sola’s  sub¬ 
sidiaries  in  less-developed  areas  and  to  receive  the  income  of  such 
subsidiaries  for  routing  to  destinations  where  the  income  was  needed 
Curacao’s  virtue  as  a  holding  company  headquarters  consisted  inter  alia 
of  its  willingness  to  leave  such  income  virtually  untaxed  as  it  passed 
through  the  holding  company  on  its  way  to  a  new  destination 

As  if  this  complex  cluster  of  intermediate  companies  was  not  enough, 
Sola  decided  m  1966  that  another  intermediate  structure  would  be  useful 
namely,  a  holding  company  created  under  the  laws  of  Delaware  to  act 
as  Sola’s  alter  ego  in  floating  bond  issues  in  the  European  market 
Well  before  1966.  i,  was  clear  ,o  US.  Sola  «ha,  IK  Eur^sub, Idiar- 
,es  voracious  appetite  would  have  to  be  fed  by  more  borrowing  from 
abroad.  Sola  itself  was  under  a  handicap  when  raising  money  in  Europe 
because  U.S.  internal  revenue  requirements  obliged  it  to  withhold  30 
percent  of  interest  or  dividend  payments  to  nonresident  recipients  That 
provision  Placed  a  heavy  handicap  on  the  securities  of  U  S  issuers  in 
Europe.  Sola  s  Swiss  holding  company  had  been  used  two  or  three  times 
before  as  the  nominal  borrower  of  dollar-denominated  funds  from  Euro- 
Pe  ;rrs'  under  the  umbrella  of  a  guarantee  from  U  S 

mine^at^reasonable^mre^f33^11^  ^  ^  able  t0  borrow  medium-term 
money  at  reasonable  rates  from  private  European  sources  Thmwh 

interest  costs  had  run  a  little  higher  than  they  would  have  m  *e  United 

SaV6d  the  b.°ther  °f 

der  the  “blue  skv”  lawf  P®/”"11581011’  the  Problem  of  qualification  un¬ 
difference  in  costs  Z-.f  StatC  regulatory  agencies,  and  so  on;  the 
dicated! *At  the  same1  Ume^ol  TaT  aS  the  Merest  rates  in- 

banking  ties  that  mio-h^h’  S  *  ^  developed  some  excellent  European 
U.S.  government  reaflv  H  “  a  p°sitl0n  t0  helP  out  in  the  event  that  the 
United  To^r  Phe  6XP0rt  °f  capital  from  *e 

something  to  worry  about  as  U  sZiciaVh ^  COntmgency  had  become 
*"  ByTSs  he  C°nd“0n  « the  US'  balanc^aymrr 

been lmposS“ve?ae0ouMowUffed 9°  te“UV.  "Votamaiy"  controls  had 
aries  in  Europe  Although  *•>,  °  fund®  from  the  United  States  to  subsidi- 
P  •  though  the  controls  were  very  loose  and  left  many 
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different  ways  in  which  Sola  could  arrange  for  the  generation  of  cash 
flows  in  its  overseas  subsidiaries,  Sola  tried  to  respond  to  the  spirit  of  the 
regulations  by  raising  a  larger  proportion  of  its  needed  funds  outside  the 
United  States. 

One  possible  step  to  that  end  was  to  continue  using  the  Swiss  holding 
company,  as  it  had  been  used  in  the  past,  to  borrow  from  European 
sources.  But  Sola  was  not  eager  to  expand  the  use  of  the  Swiss  holding 
company,  now  that  it  had  lost  most  of  its  usefulness  as  a  tax  haven.  True, 
such  a  holding  company  still  had  some  advantages  that  U.S.  Sola  did  not 
share,  such  as  the  fact  that  its  payments  of  dividend  and  interest  to 
non-U.S.  recipients  were  not  subject  to  the  reporting  and  withholding 
requirements  of  U.S.  tax  law.  But  the  use  of  such  a  company  also  had 
some  disadvantages,  when  compared  with  a  Delaware  company,  such  as 
the  fact  that  losses  if  any  could  not  be  consolidated  in  U.S.  Sola’s  income 
tax  return  in  the  United  States. 

The  upshot  was  that  Sola  decided  in  1966  to  create  a  second  Delaware 
holding  company,  with  functions  carefully  designed  to  retain  the  advan¬ 
tages  of  a  Swiss  holding  company  as  a  financing  intermediary  while 
avoiding  some  of  its  disabilities.  The  main  purpose  of  the  second  Dela¬ 
ware  holding  company  was  to  borrow  funds  outside  the  United  States 
with  the  guarantee  of  U.S.  Sola  and  to  lend  those  funds  to  Sola’s  foreign 
subsidiaries.  As  long  as  the  new  holding  company  confined  itself  to  this 
sort  of  operation,  its  only  significant  income — namely,  interest  payments 
from  the  subsidiaries — was  regarded  as  of  foreign  origin.  Since  80  per¬ 
cent  or  more  of  its  income  was  of  foreign  origin,  the  Delaware  company, 
like  the  Swiss  company,  was  not  required  to  withhold  any  sums  in  con¬ 
nection  with  interest  payments  to  non-U.S.  recipients.  Such  profits  as  the 
Delaware  company  might  have  were  within  the  reach  of  the  U.S.  and 
Delaware  tax  jurisdiction.  But  profits  were  likely  to  be  trivial,  given  the 
purpose  of  the  company.  Besides,  Delaware  tax  provisions  were  tradi¬ 
tionally  benign  in  such  matters,  and  U.S.  tax  provisions,  ever  since  the 
adoption  of  the  1962  amendments,  made  only  small  distinctions  between 
the  profits  of  domestic  holding  companies  and  those  of  foreign  holding 
companies  of  U.S.  taxpayers. 

The  creation  of  the  Delaware  finance  company  proved  to  be  a  very 
wise  step  indeed.  On  January  1, 1968,  the  so-called  “voluntary”  program 
of  capital  export  controls  became  mandatory.  At  the  same  time,  the  pro¬ 
gram  was  tightened  up  so  that  the  various  alternative  means  of  transfer¬ 
ring  funds  abroad  became  more  restricted.  Under  the  new  program, 
Sola’s  right  to  transfer  funds  abroad  was  tied  to  its  historical  record  of 
investment  in  the  years  just  prior  to  1968.  Investment  for  that  base  period 
was  defined  as  capital  transfers  in  cash  or  in  kind  made  to  foreign  sub¬ 
sidiaries  plus  profits  retained  in  the  subsidiaries  during  the  period.  Once 
that  base  figure  was  calculated,  its  application  was  differently  defined 
for  different  groups  of  countries.  Subsidiaries  in  the  less  developed  coun¬ 
tries,  the  “Schedule  A”  countries,  were  allowed  to  continue  receiving 
investment  from  U.S.  Sola  at  their  old  levels,  even  a  little  higher.  Then 
there  was  a  “Schedule  B”  group,  which  the  U.S.  regulators  thought  of  as 
being  especially  dependent  on  U.S.  capital  flows — the  oil  countries,  the 
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United  Kingdom,  Japan,  and  a  few  other  areas.  Added  investments  from 
the  U.S.  in  these  areas  was  cut  down  but  not  eliminated;  capital  flows  to 
these  areas  were  restricted  to  65  percent  of  the  base  period.  Canada 
originally  in  this  group,  was  exempted  from  the  regulations  altogether’ 
The  real  problem  for  Sola,  therefore,  was  the  European  subsidiaries 
that  is,  the  subsidiaries  located  in  “Schedule  C”  countries.  These  were 
cut  back  drastically.  At  first,  added  investment  from  U.S.  Sola  could  onlv 
take  place  through  retained  earnings.  And  even  the  retained  earnings 
could  not  be  used  under  the  rules  if  this  meant  a  retention  rate  higher 
than  base  period  rates  or  if  it  meant  an  investment  rate  higher  than  15 
percent  of  the  base  period. 

If  it  had  not  been  for  the  fact  that  borrowings  outside  the  United  States 
were  exempted  from  the  restrictions.  Sola  would  have  been  in  real  trou 
ble  at  first.  That  exemption  carried  the  company  through  1968  And  in 
1969  and  1970,  the  restrictions  came  to  be  somewhat  eafed  But  the ex 
perience  impressed  on  the  minds  of  Sola’s  management  more  than  ever 
the  need  to  have  an  intimate  knowledge  of  the  world’s  sources  of  capital 
and  to  have  the  flexibility  m  organization  to  use  the  sources  as  needed 
This  heightened  recognition  centered  attention  on  just  how  decisions 
were  taken  on  such  matters  inside  the  organization. 


The  Financial  Organization 

As  Sola  expanded  its  overseas  operations  the  legal  instrumentalities 
and  national  environments  that  concerned  it  increased  rapidly  Tnum- 

* ,£  "me  T ‘ 1S>70'  ‘her'f0re’ therc  ““  *  --Si 

to  restructure  the  internal  organization  and  procedures  that  were  re 

tmlW  fi  r  ing  and  6XeCUting  fina»cial  policies  and  for  con¬ 
trolling  financial  operations.  That  restructuring  was  tied  in  intimately 

of  the  °/ the  essential  elements 

suggested  by  the  diagram  fn  ExhiWt  1  fUnCtl°n  at  ^  St&ge  are 

ture  to°tLOelriyO6f0slaDoOrtatlOr!iiS  nleded  in  order  t0  relate  Sola’s  struc- 
taken  at  that  time.  *  T&^e  in  Exhibit  1,  to  financial  decisions  as 

suSSrSoTs^S‘r.' SUCh  “  dKisl°,“  “  create  a  new  foreign 
recommend ed  ,n L~‘T ”"=re  generally 
president;  he  in  turn  „e  n  ce  ^  the  international  manager  to  Sola’s 

as  well  as  the  advice  of U&  ^  soug^lt  tke  advice  of  his  board  of  directors, 
e  advice  of  many  other  sources. 
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EXHIBIT  1 


Sola  Chemical  Company 

Financial  Offices  in  the  Structure  of  Sola  Company,  1962 


Major  policies  aimed  at  reducing  taxes  on  overseas  operations  were 
usually  initiated  by  the  international  treasurer,  discussed  with  ILS. 
Sola  s  treasurer  and  tax  attorney,  then  cleared  with  the  finance  commit¬ 
tee. 

Policies  with  regard  to  borrowing  by  foreign  subsidiaries  were  no 
problem.  Apart  from  accounts  payable  and  accrued  liabilities  and  except 
for  a  rare  local  loan  initiated  by  the  international  treasurer,  such  trans¬ 
actions  did  not  arise.  Subsidiaries  were  not  authorized  to  borrow;  indeed 
they  were  not  thought  of  as  managing  their  own  cash  flow.  Funds  were 
channelled  to  the  subsidiaries  by  the  international  treasurer  as  needed. 
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Before  1965  these  funds  had  come  mainly  from  the  parent  or  the  Swiss 
holding  company,  in  the  form  of  short-term  dollar  debt.  Later  on  after 
the  Delaware  company  was  formed  and  had  begun  to  raise  dollars 
through  the  sale  of  Eurobonds,  it  became  the  principal  creditor  for  Sola’s 

foreign  subsidiaries. 

Apart  from  decisions  on  whether  and  how  to  provide  the  subsidiaries 
with  their  working  capital  needs,  the  other  major  area  of  financial  op¬ 
erating  policy  was  how  to  withdraw  funds  from  a  subsidiary  that  held 
surplus  cash.  In  this  case,  the  main  problem  was  viewed  as  minimizing 
the  tax  burden  associated  with  withdrawal,  and  the  main  policy  variable 
was  the  choice  between  dividends,  royalties,  interest  and  management 
fees.  That  choice  was  made  by  the  tax  attorney,  on  the  basis  of  data 
provided  by  the  international  treasurer. 


The  international  controller,  as  Exhibit  1  suggests,  bore  a  somewhat 
different  relation  to  the  organization  than  the  treasurer  Unlike  the  trea 
surer,  the  controller  had  representatives  in  each  of  the  subsidiaries  This 
difference  reflected  the  fact  that  the  treasurer  saw  his  function  as  that 
of  managing  the  money  flows  of  the  system,  whereas  the  controller  saw 
his  function  as  that  of  monitoring  the  performance  of  its  various  parts 
The  first  function,  so  it  seemed,  could  be  performed  well  enough  from 
the  bridge  of  the  enterprise,  whereas  the  second  function  required  get¬ 
ting  down  into  the  various  holds  below.  4  S 


Proposals  for  Reorganization 

As  a  rule,  the  international  treasurer’s  problems  were  not  the  sort  of 
subject  that  got  discussed  very  much  among  Sola’s  directors  When  a 
major  investment  abroad  was  involved,  that  of  course  was  fairly  well 
explored.  But  the  discussion  mostly  involved  questions  of  strategy  rather 

thefin1131101118  and  C3Sh  fl°W  problems-  These  were  left  pretty  much  for 
the  finance  committee  and  the  treasurer’s  office  to  worry  about  As 

as  the  finance  committee  was  concerned,  that  group  was  free  to  admit 

ing  wa'squ  it? UmimT™  treasurer’s  office  on  overseas’  financ¬ 

ing  was  quite  limited.  The  subject  was  just  too  specialized  it  armeared 

0Fortuntatreniytfor  Sola  Ch^  *  be  performinS  a  vital  function.' 

MiW  1  V  S  U  1  Chemical> 11  had  filled  that  post  very  well  indeed 

post  wal^rsTcrelffid^He?  Hati°nal  treasurer  ever  since  1958  when  the 

seasoned  by  years  o/sehing  ffi  Two  lT  f-  ^  °W  GXport  department, 
had  learned  all  ,  a  world  of  inconvertible  currencies.  He 

turned  into  usahle  ube  WfyS  m  which  blocked  currencies  could  be 
avoided  As  international  f™*  W&yS  £“  Which  avoidable  taxes  could  be 
close  ^  a/ght  organizati°u-  He  kept 

lems  of  cash  flow  a!  t  1  m®  of  every  subsidiary,  especially  their  prob- 

been  well  provided  for  with^lT^  ^  the  foreign  subsidiaries  had 
questions  for  whichffiev  were IS”8  t°.WOI7  about  money  and  credit 
concerned,  the  foreign  side  of  o  l^vf  ®q“ipped- And  as  far  as  taxes  were 
ing  the  avoidable.  §  d  f  S°la  had  d°ne  marvelously  well  in  avoid- 

Despite  that  fact,  by  1970,  the  financial  organization  was  showing 
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certain  signs  of  strain.  By  that  time,  Thaler’s  unflagging  efforts  to  hold 
down  taxes  and  to  generate  money  where  it  was  most  needed  had  made 
a  shambles  of  the  periodic  profit  and  loss  statements  of  the  subsidiaries. 
The  U.S.  system  of  controls  over  the  export  of  funds  to  subsidiaries  had 
increased  the  complexities  of  financing.  The  objective  of  holding  down 
the  total  tax  bill  was  now  constrained  by  restrictions  on  the  outflow  of 
capital  from  the  United  States.  The  importance  of  distinguishing  be¬ 
tween  the  treatment  of  subsidiaries  in  different  countries  also  was  in¬ 
creasing.  The  differences  between  less-developed  countries  and  ad¬ 
vanced  countries,  and  between  countries  in  Schedules  A,  B,  and  C,  were 
important.  Added  wrinkles,  such  as  Canada’s  special  status  under  the 
U.S.  capital  export  control  program,  had  to  be  kept  in  mind.  The  difficul¬ 
ties  were  heightened  further  by  the  fact  that  some  countries,  especially 
the  United  States  and  Germany,  were  beginning  to  take  seriously  their 
various  fiscal  provisions  relating  to  the  international  pricing  of  goods 
and  services.  Provisions  such  as  Section  482  of  the  U.S.  Internal  Revenue 
Code,  authorizing  the  tax  authorities  to  use  arm’s-length  prices  in  in¬ 
teraffiliate  transactions,  were  beginning  to  be  applied  seriously.  Thaler’s 
consultations  with  the  tax  people  and  his  demands  on  Sola’s  treasurer 
were  constantly  rising  in  number  and  urgency. 

In  addition,  Thaler’s  difficulties  with  the  controller’s  area  seemed  on 
the  increase.  The  more  strenuous  the  efforts  of  the  treasurer,  the  more 
difficult  the  problem  of  the  controller.  If  the  reported  profit  and  loss 
statements  of  the  manufacturing  subsidiaries  could  be  taken  at  face 
value,  most  of  them  were  operating  at  practically  no  profit;  the  only 
exception  was  the  subsidiary  in  Canada.  What  actually  was  happening 
depends  on  what  the  word  “actually”  meant.  Profits  were  appearing  in 
the  western  hemisphere  trading  company,  in  the  Swiss  holding  com¬ 
pany,  in  the  Swiss  holding  company  in  Luxembourg  and  in  Curacao. 
Whether  these  profits  were  “actual”  or  not  depended  on  what  one  thought 
of  the  validity  of  the  prices  charged  for  products  traded  among  the  affili¬ 
ates,  as  well  as  the  royalty  charges  and  administrative  fees.  Sometimes 
there  was  a  basis  for  testing  these  prices  and  fees  against  analogous 
arm’s-length  transactions.  But  more  often,  the  goods  or  services  involved 
were  sufficiently  distinctive  so  that  no  independent  arm’s-length  stan¬ 
dard  could  readily  be  found,  assuming  an  effort  were  made  to  find  one. 

On  top  of  this  problem  was  the  fact  that  Sola’s  subsidiaries  in  Europe, 
facing  the  elimination  of  trade  barriers  in  the  EEC  and  EFT  A,  found 
themselves  competing  in  one  another’s  territory  with  similar  product 
lines.  Here  and  there,  the  problem  had  been  reduced  by  the  timely  inter¬ 
vention  of  the  international  manager.  Once  or  twice,  where  specialty 
items  were  involved,  the  subsidiaries  had  agreed  to  allocate  production 
tasks  between  them  without  bothering  to  involve  the  international  office. 
In  situations  of  that  sort,  the  transfer  price  was  fixed  according  to  the 
bargaining  strength  of  the  subsidiaries  and  the  transaction  was  recorded 
as  if  it  were  undertaken  with  an  outside  vendor.  But  as  the  number  of 
subsidiaries  and  the  number  of  product  lines  kept  rising,  this  ad  hoc 
approach  was  beginning  to  prove  inadequate. 

For  the  controllers  in  the  local  subsidiaries,  all  these  problems  pre- 
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sented  growing  headaches.  The  performance  reports  were  beginning  to 
make  less  and  less  sense,  unless  adjusted  in  various  ways.  Adjustments 
however,  required  the  refereeing  role  of  the  international  controller 
when  it  involved  a  decision  affecting  the  relative  performance  of  two 
foreign  subsidiaries  and  it  required  the  involvement  of  U.S.  Solaf  c^- 
troller  when  the  decision  affected  the  U.S.  company’s  reported  perform 
ance^  As  a  result  of  the  accumulation  of  decision  rules  arising  ouHftheTe 
adjudications,  contro  lers’  reports  were  beginning  to  bear  fess  and  less 
relation  to  the  financial  statements.  a  less 

With  these  considerations  and  others  in  mind,  Multinational  Consul¬ 
tants,  Inc.,  a  prominent  international  consulting  firm  was  called  in  to 
advise  on  the  reorganization  of  Sola’s  foreign  business  After!, d? 
the  operations  of  the  company  for  a  numhor  nf  '  ^ter  studymg 

Consultants  produced  a  voluminous  report  covering  fT  * 

foreign  side  of  Sola’s  business.  Amongoth^ 
observations  regarding  the  operation  of  the  financial  fimr/  nU™ber  of 
tions  that  boiled  down  to  three  propositions:  1  fUnCtl0n’  observa' 

1.  The  treasurer’s  function  had  become  mnet,  , 

fuse  to  be  managed  effectively  from  the  center  ODn^f16^^  dif' 

being  missed  and  errors  commit^  !  ,°PP  rtunitieswere 

instance,  was  the  failure  of  thSerntTon^  t  ^  f°r 

a  systematic  policy  toward  the  threat  of  reasurer  to  develop 

opportunity missed^  a  y  ulTof  fll  rhTnCy  fl“ctuations-  The 

were  the  sort  flint  were  “ ts2^'  vSeTsolnf  / 

statements.  But  once  in  a  wwu  •  y  v/slDle  111  s°la  s  financial 

detected.  One  of  these  was  th^fa’ilumto  hT0^- C°Uld  be 
devaluation  in  1967,  when  the  likelihoo^r^if11*5*  a  sterlmg 
seemed  extraordinarily  hieh*  thic  all  a  ° ^  ^eva^uati°n 

have  cost  the  company  $350  000  pi  tra16! 6(1  °Vfrsight  was  saM  to 

.unities  overlooked^ac(nnding^o,Mwnwere)fli^OSS^S  ^ 
possibility  f„r  bom,wing  to  l“c“  iTtos  Th'  ;nlte’ in  the 

controls  from  headquarters  MPT  a  ^ets*  The  ^sht  cash  flow 
that  such  opportunities  werV^h^  gU6SSed’  reduced  the  likelihood 
2.  The  treasurers ^luThToo  nren"8  reC°/nized  and  exploited. 

3- 

markedly  dffferen^from  ^e'da'ta^eede^f 6  *?®surej’s  office  was 

the  controller’s  function  morp  cnl  d  d.  °r  the  Perfo™ance  of 
ations  within  the  United'  State  an  in  tbe  case  °f  complex  oper- 

the  fact  that  tLe  unhs  of  Sni?  Pr°Per-  ThiS  diffe^nce  was  due  to 
tions  with  different  rules  covering  m  S°  many  dlfferent  jurisdic- 
so  on.  Essentially  the  control?*  S  accfss  t0  caPital.  and 

separate  score  card,  gauging  the?™?01*1  be  obliged  t0  develop  a 
the  basis  of  data  that  were  Performance  of  profit  centers  on 
poses.  compiled  primarily  for  control  pur- 

national  ConsulanK^toc'’ prowfed'a  Shj,B  in  direMion,  Multi¬ 

changes.  It  was  proposed  ^^^io^hrteniatiornfl  division'shoifld  b^brokw! 
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up  into  several  foreign  area  divisions,  each  of  which  would  have  status 
on  a  par  with  a  U.S.  product  division.  The  international  treasurer  and 
the  international  controller  would  be  moved  upstairs  into  the  offices  of 
Sola  s  treasurer  and  controller  respectively.  A  new  layer  of  treasurers, 
controllers,  and  tax  attorneys  would  be  created  at  the  area  division  level. 

Under  the  new  system,  the  lowest  control  center  on  the  foreign  side 
would  be  a  given  product  line  in  a  given  area.  Where  more  than  one 
subsidiary  in  an  area  was  involved  in  the  product,  the  control  center 
would  combine  the  activities  in  the  product  of  all  such  subsidiaries. 
Presumably,  the  treasurer  could  not  ignore  the  performance  of  the  sub¬ 
sidiary,  since  that  performance  would  affect  its  tax  liability.  But  for  the 
controller’s  needs,  an  area-product  approach  to  performance  would  be 
taken.  Exhibit  2  indicates  how  the  financial  offices  would  sit  in  the  re¬ 
vised  Sola  structure  after  reorganization. 

Practically  everyone  on  the  foreign  side  of  the  Sola  organization 
reacted  to  the  proposals  with  some  degree  of  hostility  or  reserve.  The 
international  manager  saw  himself  as  risking  a  major  demotion:  Either 
he  would  be  moved  upstairs  into  the  staff  of  the  Sola’s  president,  or  would 
be  placed  at  the  head  of  the  “Europe  and  Africa”  area.  In  either  case,  his 
status  would  be  a  notch  lower.  Of  all  the  officers  reacting  to  the  change, 
however,  it  was  Milray  Thaler,  the  international  treasurer,  who  felt  most 
threatened. 

Thaler  was  furious  at  the  report  of  Multinational  Consultants.  A  few 
days  after  it  had  been  circulated  in  Sola,  Thaler  produced  a  26-page 
reply,  refuting  the  report  point  by  point.  Some  of  the  extracts  from  his 
rebuttal  were  especially  provocative. 

*  *  *  *  * 

2.  Of  course,  the  international  side  of  the  treasurer’s  function  is 
growing  more  complicated.  Governments  get  smarter  every  day. 
Regulations  get  more  complicated.  With  Section  482  on  one  side 
and  OFDI  on  the  other,  it  is  not  easy  to  do  business  abroad.  But 
what  kind  of  an  answer  is  MCI  offering  us?  To  set  up  a  treasurer 
in  every  area,  so  one  area  doesn’t  know  what  the  other  is  doing? 
Who  will  tell  German-Sola  to  stop  trying  to  make  a  record  for  itself 
by  gouging  Argentine-Sola  with  its  high  invoice  prices  for  petro¬ 
chemicals?  And  who  will  stop  the  subsidiaries  from  always  trying 
to  build  up  their  equity,  instead  of  building  up  accounts  payable? 
Much  better  to  give  me  a  few  more  high-level  assistants  who  have 
had  a  little  experience  with  such  complicated  matters  so  that  we 
can  stay  on  top  of  such  problems. 

3.  Maybe  production  and  marketing  need  some  decentralizing  at  the 
regional  level.  After  all,  the  users  of  industrial  chemicals  in 
Nairobi  are  not  exactly  the  same  types  you  find  in  Hamburg  or  Rio. 
But  the  management  of  money  is  another  matter;  that  should  be 
centralized.  Money  is  money  once  you  get  it  out  of  the  clutches  of 
a  country  and  make  it  convertible.  A  dollar  out  of  Peru  is  a  dollar 
out  of  Turkey,  and  it  ought  to  be  managed  that  way. 

*  *  *  *  * 

5.  How  would  a  regional  treasurer  know  how  to  use  the  Curacao  or 
Luxembourg  companies,  or  why?  Today,  if  Sola-Switzeriand  needs 
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Financial  Offices  In  Proposed  Reorganization  of  Sola  Company,  1970 
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t°  pay  a  dividend  to  U.S.  Sola,  I  can  easily  drum  up  the  money  by 
way  of  Curacao.  I  can  do  it  because  I  know  just  what  to  expect  in 
Curacao  and  I  know  how  to  compare  it  with  Berne’s  cash  flow 
prospects. 

*  *  *  *  * 

14.  That  famous  $350,000  translation  loss  from  the  devaluation  of 
sterling  is  getting  a  little  ridiculous.  Translation  losses  are  not 
money,  they  are  bookkeeping.  They  mean  nothing  to  Sola’s  cash 
flow.  Tax  payments  are  a  different  matter.  There  is  where  real 
money  can  be  saved.  If  I  were  to  worry  about  every  currency  that 
might  devalue  tomorrow,  I  would  eat  up  the  time  of  the  company 
and  the  office  chasing  paper  butterflies. 

15.  Once  the  controller  starts  making  up  his  own  score  card  and  the 
treasurer  makes  up  a  separate  one,  it  will  be  impossible  to  know 
where  we  stand.  The  controller  has  everything  he  needs,  without 
the  headaches  of  a  special  set  of  books,  if  he  gets  copies  of  the 
treasurer’s  instructions  to  the  subsidiaries.  If  he  wants  to  adjust 
his  records  because  of  these  instructions,  so  that  the  effect  of  tax 
transactions  and  cash  flow  transactions  are  cancelled  out,  it  is 
easy  enough  for  him  to  do  it. 

16.  Above  all,  once  you  start  putting  the  profit  centers  in  the  regional 
offices,  you  are  a  dead  duck.  Europe  is  not  yet  a  country.  Neither 
is  Latin  America.  The  authorities  in  the  central  banks  and  in  the 
national  tax  administrations  are  not  about  to  give  up  their  powers 
and  go  away.  These  are  the  offices  you  have  to  keep  your  eye  on 
if  you  are  going  to  survive  in  the  international  business. 


Selected  Readings 


From 

STRATEGIES  FOR  FINANCIAL  RISK  IN 
MULTINATIONAL  OPERATIONS* 

By  John  H.  Watts  III t 


The  chief  financial  officer  of  an  international  company  will  face  a  number  of 
strategic  problems  and  choices  in  the  1970s,  particularly  those  generally  as¬ 
sociated  with  monetary  uncertainties. 


*  Reprinted  with  permission  from  the  Columbia  Journal  of  World  Business,  September- 
October,  1971.  Excerpts  from  pp.  15-22.  Copyright  ©  1971  by  The  Trustees  of  Columbia 
University  in  the  City  of  New  York. 

t  Mr.  Watts  is  a  Deputy  Manager  with  Brown  Brothers  Harriman  &  Company,  New  York. 
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In  the  mid-Sixties,  and  indeed  since  World  War  II,  monetary  uncertainty  meant 
to  bankers  and  businessmen  one  main  question:  “Will  such-and-such  currency 
devalue?”  And,  if  the  currency  in  question  were  the  pound  sterling,  the  next 
question  was:  “Will  the  monetary  system  come  tumbling  down,  bringing  the  world’s 
economy  with  it?”  The  past  three  and  a  half  years,  however,  have  brought  a  lot 
of  painful  but  instructive  experience.  Four  major  currencies  have  changed  parities, 
and  two  have  floated  free  of  fixed  parities.  By  forcing  all  but  one  of  these  changes 
the  private  market  has  proved  itself  more  than  a  match  for  even  combined  official 
resources.  The  U.S.  dollar  has  also  been  forced  to  a  new  relationship  with  gold, 
though  this  “failure,”  in  the  form  of  the  two-tiered  market,  has  proved  surprisingly 
helpful. 

These  parity  adjustments  have  been  accompanied  by  an  accelerating  array  of 
controls.  The  United  States  has  initiated,  and  reinforced,  comprehensive  controls 
on  lending,  investing  and  repatriating  foreign  funds.  Each  major  European  country, 
as  well  as  Japan,  has  from  time  to  time  placed  new  controls  on  access  to  currency 
markets,  portfolio  and  direct  investments,  and  borrowing.  The  most  recent  major 
examples  have  been  a  proscription  against  the  use  by  U.K.  Companies  of  the 
short-  to  medium-term  Eurodollar  market  and  a  variety  of  interest  rate  and  borrow¬ 
ing  restrictions  adopted  by  West  Germany.  The  nuisance  value  of  these  controls 
has  probably  been  more  than  equalled  by  losses  from  profitable  projects  foregone 
and  by  costs  of  more  expensive  financing.  As  a  result,  the  evaluation  by  interna¬ 
tional  companies  of  this  past  third  of  a  decade  has  been  clear — capital  and  ex¬ 
change  controls  are  worse  than  the  parity  changes.  Attention,  therefore,  has 
turned  to  controls  which  apparently  threaten  earnings  per  share  more  than  does 
devaluation. 

***** 


The  International  Monetary  System:  New  Rules  in  Sight? 

The  foreign  exchange  market  is  in  effect  the  international  monetary  system. 
It  is  by  far  the  largest  financial  market  in  the  world,  with  annual  turnover  in  trillions 
of  dollars  or  their  equivalent,  and  though  operated  by  banks,  it  primarily  serves 
the  needs  of  international  corporations.  Its  rules,  especially  those  for  official  inter¬ 
vention  to  support  prices,  are  set  by  international  agreements  and  customs  and 
are  centered  in  the  International  Monetary  Fund  (IMF). 

One  key  strategic  uncertainty  then  is  whether  these  rules  will  last.  Can  we  count 
on  established  parities  at  all?  .  .  .  Students  of  international  financial  history  point 
out  that  the  international  markets  we  prize  today  are  not  really  novel  but  represent 
another  set  of  arrangements  in  a  long  drama  of  expansion  and  contraction  of 
international  credit  and  investment. 

The  Eurodollar  Market 

***** 

Since  the  Eurodollar  system  can,  and  to  at  least  some  extent  does,  create 
credit,  it  has  the  potential  to  continue  growing  at  several  times  the  rate  of  various 
nations’  domestic  money  supplies.  The  Eurodollar  pool  is  too  large  and  too  potent 
for  central  bankers  to  allow  it  to  remain  uncontrolled,  particularly  since  its  use  by 
large  corporations  within  their  countries  integrates  it  with  the  money  system  they 
are  charged  to  control.  What  further  forms  might  such  controls  take? 
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Will  the  Eurobond  market  remain  viable?  Will  those  borrowings  be  refundable 
in  that  market  t  Will  tho  Eurooguitios  market  become  more  important?  What  other 
instruments,  such  as  commercial  paper,  may  be  sold  and  traded  internationally? 

Financial  institutions  and  International  Corporations 

Perhaps  the  greatest  recent  changes  in  the  financial  environment  for  interna¬ 
tional  firms  h ave  occurred  in  tho  financial  institutions  themselves.  Now  that,  in  the 
summer  of  1 9  / 1 ,  tho  number  of  foreign  banks  in  London  has  passed  the  200  mark, 
with  many  of  tho  past  half  decade's  Important  newcomers  being  consortia  com¬ 
posed  of  several  institutions,  tho  ago  of  integrated  international  banking  can  truly 
bo  said  to  have  begun,  A  mount  analysis  of  tho  consortia  phenomenon  points  out 
that  most  of  their  financing  is  done  in  syndicates  with  other  consortia,  thus  extend¬ 
ing  multilateralism  to  international  finance  in  a  way  that  may  well  represent  a 
historic  turning  point  m  world  finance.* 

The  variety  of  nationalities,  typos,  sizes  and  abilities  of  consortia  members  has 
boon  without  precedent 

What  role  will  each  of  this  multitude  of  now  entities  play  vis-i-vis  the  interna¬ 
tional  corporation?  Will  operating  firms  choose  between  financial  houses,  on  the 
basis  of  the  latter's  special  strengths,  for  each  maior  financing?  Or  will  the  wider 
range  of  capabilities  of  Hie  consortia  moan  that  the  more  traditional  relationship 
between  major  companies  and  their  ''lead"  banks,  and  chief  underwriters,  will 
survive  internationally? 

*  *  ♦  ♦  # 

Wfiat  are  likely  outcomes  in  these  major  areas  of  risk  and  uncertainty?  First, 
it  seems  likely  that  the  IMf  monetary  arrangements  will  survive.  But  substantial 
changes  will  tie  necessary  the  central  difficulty  today  is  that  tho  monetary  rules 
wore  designed  when  Hie  basic  international  process  was  trade,  and  the  main 
monetary  problem  was  competitive  devaluation.  Now  the  dominant  process  is 
international  investment  and  production,  and  tho  mam  problem  is  to  accommodate 
the  accompanying  flown  of  capital  therefore,  tho  currency  mechanism  must  have 
more  adaptive  capacity  for  absorbing  therm  investment  flows. 

*  *  ♦  ♦  #s 

More  important,  however,  is  Hint  there  w  now  much  greater  sophistication  In 
big  firms  about  foreign  currency  oxfrosuru  they  have  learned  how  to  make  ac¬ 
counting  choices,  to  think  ahead  about  tax  treatment,  to  manage  thoir  discretion¬ 
ary  liquidity  and  to  plan  for  public  reporting  of  book  losses  and  gains  in  such 
manner  that  Hie  portion*,  of  their  overseas  assets  which  would  have  boon  consid¬ 
ered  in  the  itiwh  to  bo  "exposed"  to  parity  change  have  been  substantially 
reduced, 


The  Future  of  the  U.S,  Dollar 

the  dollar  will  remain  dominant  for  private  trade  invoicing  and  other  real  tran¬ 
sactions,  for  short  term  borrowing  and  Investments,  and  for  official  intervention, 
There  may  well  tie  some  competition  from  pooled  European  currencies  for  reserve 
use  ori  Hie  ( eminent  and  eventually  for  use  in  official  intervention  on  tho  exchange 

Mtt  lurl  out  (  ]rm*n.  "thr  IU*.«-  nt  i‘im*uirOtim  H.iiiluii«,"  /Ittirtml  ttmmrm  Hrt'irw, 
Me  hut*-  IV  l 


406 


^  Manaffer,a/  Mind:  ««  Theory  in  Policy  Decisions 


™*  “X  *"•  maY  bo  important  ,or  ,o„g. 
Of  the  U.S.  payments  Dositi^n^horatnU^h°  f6  3  d°"ar  world-  more  or  'ess  in  spite 
spectrum  of  alternative  uses  and  needs^fn 1'Quidity  of  dollar  markets  and  the  broad 
any  other  currency  or  combinations  of  monies.^  S'mPly  Cann0t  b®  m3tChed  by 


A  Common  European  Currency? 

be  a  closer  squeakthan  irnow<a^neralh/nht  r6  EhC’  althou9h  the  ratification  may 
should  eventually  evolve.  9  y  elieved.  A  common  European  currency 

companies  as  these  countries  strive  touse  '"hT8"^  pressures  on  international 
they  have  to  get  the  greatest  benefit*?  tho  what  polltlca'  and  economic  strength 
as  better  treatment  in  commodity  prirp« \  nr"  fr°m  W°rld  Capital  flows  as  we" 

future  SDR  allocations  hostage  in  order  to  oet^?  T?  ^  example-  trV  t0  hold 

and  aid  flows.  On  the  corporate  level  nmhi«  °mf  inka£|e  between  SDR  creation 
regarding  use  of  local  banks  foreign  contrn? T  vf  !,riS®  fr°m  tou9henin9  policies 
iar  issues.  When,  as  Sol  Linowitz  has  nh«  ’  dl''ld®^d  repatriation  and  other  famil- 

Corporate  Financial  Strategy 

additional  assistant  treasured '  ^hlfarises  beca  Called  diminishin9  returns  to 
tional  companies  increasinqlv  are  derpntrai-  ■  ecause’  on  the  °ne  hand,  interna- 
enterprises  yet  retaining  thffinancX  inifiS  '"9^®'3^9  COntrol  of  their  various 
other  hand,  as  these foreign open ^iot  1?  “T*  “  headpuartera-  On  the 

distribution  functions,  their  need^^forcomD^h^6  3"?  encompass  marketing  and 

*»  « <be  hPadq^SrpST Sl,PP0,,  ^ 

PPcurred  dorSc^duXSmrpLt°tord^d°ral|j  1™as“er's  ,un«i0"  bos 

management  has  developed^  at  least  fo.irtppn  d  ^Ch  m0re  active  financial 
skills  have  been  built  up  by  addina  to  the  ™  60  T®*® S  See  box^‘ ln  the  main’ the 
ant  Treasurers-and  f'nancial  staff-add'"9  Assist- 

has  been  dramatic.  ^  contribution  of  the  “in-house”  skill 

spedtota  am  mUpfed  “r3"* 

cant  operations.  Evaluating  a  pension  fnnrt  o  C°,.ts  in  whlch  there  are  signifi- 
example,  will  present  different  problem!  in  dLmnt  2'"9*03811  f°r  investment- for 
similarities  do  exist,  in  principle  a  comnanv  Q  ®rent  countnes-  While  overlaps  and 
could  write  140  different  job  description*?  tn  °  'V®  Say’ ten  separate  countries 
tons  in  each  country  The  potenSSn °  *Tl th®  f°Urteen  treasurer's  f^c- 

of  these  functions  abroad  is  for  mort  firms  faMe^thln  ™  deve'opi"9  skil1  in  a"V 
operations.  It  simply  is  not  econnmirai  to  k  6SS  than  rt  m  lts  parent-country 
how  several  countries’  economic  and  nnifUI  i  t St^  with  deta"ed  knowledge  of 
tional  arrangement? affecUhe 2  '3WS’  CUSt0ms  and  » 

those  countries.  6ty  °f  f,nanical  problems  fa*ng  operations  in 
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The  Corporate  Treasurer’s  Office: 

Major  Multinational  Functions 

Cash  Control  and  Mobilization 
Collection  and  Payments  Systems 
Short-term  Investment  Management 
Long-term  Borrowing 
Bank  Borrowing  and  Bank  Relations 
Trade  Financing 

Commercial  Paper,  Other  Notes  Issues 
Pension  Surveillance  and  Control 
Insurance  Programs 

Tax  and  Regulatory  Planning  and  Compliance 
Investor  Relations — Financial  Market  Relations 
Financial  Projections  and  Source  Planning 
Foreign  Exchange,  Foreign  Asset  Risk  Management 
Credit  Evaluations,  Other  Financial  Analyses  (e.g.  Mergers) 


In  the  present  international  business  environment  and  with  these  specific  prob¬ 
lems,  what  strategies  should  be  followed?  Three  strategies  already  underlying  the 
financial  operations  of  a  few  sophisticated  international  firms  should  be  particularly 
useful  in  this  decade. 

First,  financial  officers  should  expect  and  plan  for  change  in  financial  markets, 
anticipating  controls  and  setting  up  in  advance  routines  for  managing  potential 
“currency  risks.  .  .  .’’The  most  important  elements  in  this  work  are  not  the  techni¬ 
cal  trade-offs  between  the  cost  of  one  type  of  cover  or  another,  but  rather  policy 
decisions  in  accounting  and  tax  choices.  For  example,  should  one  attempt  to 
hedge  at  all?  If  so,  should  one  double-hedge  so  that  after-tax  gains  match  non¬ 
deductible  losses?  Where  on  the  spectrum  of  accounting  choice  should  a  com¬ 
pany  choose  to  set  its  exposure  definitions,  between  the  highly  conservative  “net 
current  asset”  approach,  or  the  other  extreme  in  which  only  net  financial  assets 
are  considered  to  be  exposed?  At  what  level  of  potential  risk  is  it  appropriate  for 
a  company  to  spend  resources  in  trying  to  manage  currency  exposures?  How 
much  is  it  willing  to  pay  for  cover  in  the  forward  market  before  it  chooses  to 
self-insure?  How  should  the  currency  risk  program  be  staffed  and  organized? 
These  issues  are  at  the  heart  of  any  good  program.  It  seems  imperative  that  these 
policy  determinations  and  consequent  decision  rules  be  set  down  ahead  of  crises. 
Decisions  taken  at  the  peak  of  currency  crises  have  often  been  bad  and  costly. 

A  second  useful  strategy  is  to  plan  to  obtain  additional  financial  sources  for 
each  major  foreign  operation.  Since  many  signs  point  to  the  likelihood  of  increased 
capital  controls,  financing  flexibility  should  be  a  byword  in  any  modern  multina¬ 
tional  operation.  For  example,  it  would  seem  useful  to  develop  the  company’s 
name  in  the  local  bond  market  and  to  learn  the  mechanism  for  a  medium-term 
borrowing.  The  limits  of  custom  in  the  use  of  commercial  bank  lines  should  be 
known,  and  local  instruments  such  as  bankers’  acceptances  or  commercial  paper 
should  be  explored.  Consideration  should  be  given  to  setting  up  one  or  a  variety 
of  international  financing  corporations  to  tap  the  different  markets.  To  achieve  this 
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From 

MANAGER  IN  THE 
INTERNATIONAL  ECONOMY* 

By  Raymond  Vernon\ 

and  a  o'  “ntro,  is  .hat 

The  Problem  in  General 

“*  0,<  hhterprise 

inside  the  U.S.  parent  orqanizatinn  Tn  fl°  the  systems  that  have  been  operating 
U.S.  system  to  other  parts  ofthT  ll  COnSlderable  «*«.  the  extension  of  the 
effectiveness  with  which  monev  and  mTn'Se  'S  necessary-  When  measuring  the 
of  a  iarge  in  various  parts 

of  the  organization  are  required.  Otherwise  it  wHI  nS  Z' n^T.0"  to  aN  parts 
performance  of  the  various  parts  ’  *  *  b  possible  t0  compare 

is  ,he  PUrP0Se  °'  1“  0/s.sn, 

environments.  This  sort  of  difficult  it  ic  t  rTiana9ement  in  different  economic 
Prises  inside  the "Kd stSs Man*  '  ’S  alt°9ether  Unknown  to  enter- 
regions  of  the  country  ofte^c^nfronrsom^8  Simi,ar  i°bs  ■"  d»»*errt 

so  do  managers  ope^^^^^t..,fferent  business  environments; 
are  in  different  lines  of  production  or  mariHr raphJfal  area’  when  their  operations 

“  Wh°in“ mS‘,","erem  d™'"ste"‘*s'  is^cl™' meaSUreS  °' 

the  problem  of  ad^^  ho*ever’ 

pected  to  increase  bv  some  lamp  Arrw  Af  °  t0J°?al  C|rcumstances  can  be  ex- 
^-ted  on  the  basis  of  norms  in  the  home 

r^P^i^ed'by^peniUssion^o^Prentice-Bfeil^Ina^EnglevTOod^cSffs^'NJ^Ex^rpts^fTOm^pp! 

UnitvJrsityaUth0r  “  Pr°feSSOr  a‘  the  Graduate  Sch°°I  °f  Business  Administration.  Harvard 
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In  the  control  of  production,  for  instance,  measures  of  downtime,  absenteeism, 
materials  spoilage,  warehouse  pilferage,  and  reject  rates  vary  enormously  from 
one  area  to  the  next.  In  the  control  of  marketing  activities,  measures  of  sales 
productivity,  returns  and  allowances,  and  similar  guides  are  highly  sensitive  to 
national  environments.  In  the  control  of  finance,  standards  such  as  collection 
rates,  cash  float,  and  balance  sheet  relationships  can  be  drastically  different  from 
accustomed  norms,  reflecting  different  institutions,  different  rates  of  inflation,  and 
different  habits  of  operation. 

Perhaps  the  largest  problem  of  all,  however,  is  that  of  devising  a  set  of  mea¬ 
sures  that  appropriately  reflect  performance  as  measured  against  the  strategic 
purposes  of  the  enterprise.  Recall  that  the  purposes  of  establishing  a  subsidiary 
in  another  country, .  .  .  may  be  such  that  they  cannot  be  well  reflected  in  the  profit 
and  loss  statement.  The  main  objective  in  creating  a  subsidiary,  for  instance,  may 
be  to  reduce  the  risk  of  the  multinational  enterprise  as  a  whole,  or  to  generate 
knowledge  to  be  exploited  by  the  enterprise  as  a  whole,  or  for  some  other  purpose 
external  to  the  subsidiary.  Measuring  success  or  failure  by  the  subsidiary’s  income 
accounts  in  this  case  would  not  be  responsive  to  its  purpose.  The  appropriate 
measures  would  have  to  be  found  outside  the  subsidiary’s  profit  and  loss  state¬ 
ment 

The  Measure  of  Profit 

The  reported  profit  of  an  enterprise,  however,  serves  many  different  purposes. 
Sometimes  the  purpose  is  to  gauge  the  performance  of  a  manager,  sometimes 
to  estimate  the  yield  on  financial  resources,  sometimes  to  formulate  a  proposed 
buying  or  selling  price  for  the  enterprise  itself.  Whatever  the  purpose  of  the  profit 
figure,  a  number  of  problems  commonly  are  encountered  in  the  calculation.  . 
Because  the  object  of  any  subsidiary  is  to  add  to. the  well-being  of  the  multinational 
enterprise  as  a  whole,  it  is  often  desirable  to  create-  relationships  among  the 
affiliated  units  affecting  their  reported  profit  that -would  not  willingly  be  assumed 
by  them  if  they  were  independent  entities. 

•  •  •  [In]  typical  transactions  among  affiliates,  ...  the  terms  of  payment  may 
be  decided  on  the  basis  of  what  appears  good  for  the  system  as  a  whole,  not 
necessarily  for  any  entity  that  is  a  part  of  the  system.  For  instance,  foreign  subsidi- 
aries  are  commonly  capitalized  with  a  heavier  use  of  debt  and  a  lesser  use  of  equity 
than  would  be  likely  in  the  home  country  of  the  parent.  There  are  various  reasons 
for  the  tendency.  One  has  to  do  with  reducing  taxable  income.  When  a  parent 
receives  funds  from  a  subsidiary  representing  the  repayment  of  a  debt,  the  parent 
may  not  be  required  to  report  that  repayment  to  his  tax  authorities  at  home  as  if 
it  were  income;  if  the  same  funds  were  received  as  dividends,  the  tax  treatment 
would  be  different.  Besides,  when  a  subsidiary  pays  interest  on  a  debt,  this  can 
normally  be  taken  as  a  cost  by  the  subsidiary  that  reduces  its  taxable  profit  in  the 
host  country;  but  that  is  not  the  case  when  dividends  are  paid  to  the  parent. 

Another  reason  why  debt  is  sometimes  preferred  over  equity  as  a  means  of 
financing  subsidiaries  has  to  do  with  the  right  of  the  subsidiary  to  remit  funds  to 
the  parent.  Countries  that  license  the  remission  of  funds  tend  to  be  more  liberal 
in  licensing  the  repayment  of  debt  than  in  licensing  the  payment  of  dividends  or 
the  redemption  of  equity.  The  financial  structure  of  the  subsidiary,  therefore,  re¬ 
flects  the  interest  of  the  system,  not  that  of  the  subsidiary  alone.  Once  these  facts 
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are  clear,  of  course,  the  usual  measures  for  gauging  profit  levels,  such  as  “return- 
on-investment”  rates,  can  be  appropriately  adjusted. 

Another  group  of  problems,  however,  stems  out  of  the  transfer  pricing  issue 
The  prices  at  which  affiliates  in  a  multinational  enterprise  transfer  goods  and 
services  among  themselves  is,  of  course,  determined  by  many  factors,  including 
the  tax  implications  of  the  choice.  Sensitivity  to  tax  considerations  is  particularly 
acute  when  the  price  assigned  to  some  product  or  service  has  no  arm's  length 
yardstick  and  must  unavoidably  be  arbitrary.  For  instance,  the  charges  are  bound 

toba  fb*rary  whe"they  rePresent  Payment  for  the  administrative  services  pro¬ 
vided  by  the  parent,  for  access  to  the  parent’s  information  network  or  for  the  use 
of  the  parent  s  trademark  and  trade  name.  e  USe 

Once  these  prices  have  been  fixed  in  response  to  the  interests  of  the  system 
however,  they  affect  the  recorded  profit  of  the  subsidiary;  sometimes  indeedTe 
effect  ,s  quite  powerful.  Filtering  out  these  effects  for  some  control  pulses  s«2h 
as  the  purpose  of  measuring  the  quality  of  local  management,  turns  out  to  ’be  an 
exceedingly  complex  affair  ,n  large  organizations.  There  are  times,  indeed  when 
the  only  solution  is  to  maintain  a  separate  set  of  records  for  the  purpose  ™ 

wilHbe  needed.S°  “  3  ^  ^  U""eCessary’ 


CASE  MATERIALS  AND 
SOCIAL  SCIENCE  READINGS  FOR 

PART  IV  Decision  Making, 
Management  Science,  and 
Human  Behavior 


ORIGINS  OF  MANAGEMENT  SCIENCE 

In  the  last  15  to  20  years,  one  approach  to  managerial  decision  making 
has  arisen  which  has  been  variously  called  “operations  research,”  “man¬ 
agement  science,”  or  “quantitative  methods.”  Courses  under  one  or  more 
of  these  labels  now  occupy  an  important  place  in  the  curriculum  of 
schools  of  administration.  At  the  time  this  book  is  written,  the  field  of 
management  science  is  characterized  principally  by  a  certain  set  of  pol¬ 
icy-type  problems  which  apply  mathematics  and  statistics  or  which  ap¬ 
ply  the  logic  of  the  payoff  matrix.  The  problems  of  finance  and  account¬ 
ing  already  covered  in  Part  III  also  use  numbers  and  quantities.  That  one 
group  of  problems  and  techniques  has  come  to  be  called  “finance”  and 
another  group  of  problems  has  come  to  be  called  “operations  research/ 
management  science”  is  partly  a  result  of  historical  accident.  Finance 
and  accounting  were  developed  by  those  interested  in  planning  and  re¬ 
cording  investment  decisions  of  the  type  already  seen  in  AB  Thorsten  or 
Continental  Electric  Company;  or  in  planning  and  recording  the  current 
operating  expense  budget  of  the  type  seen  in  Norman  Manufacturing 
Company. 

The  origins  of  management  science  courses  is  well  known.  The  British 
Government,  in  World  War  II,  needed  fast  solutions  to  a  number  of  action 
problems  it  faced  in  defending  the  British  Isles.  It  called  upon  a  group 
of  academic  men  from  several  disciplines.  Not  only  mathematicians,  but 
also  sociologists  and  other  specialists  were  asked  to  apply  the  fundamen¬ 
tal  phenomena  from  their  particular  fields,  and  to  apply  the  methods  of 
science,  to  practical  managerial  problems.  In  the  United  States,  the  U.S. 
Government  established  a  similar  effort,  among  other  places,  at  the 
Johns  Hopkins  University. 

In  its  early  usage,  “operations  research”  meant  “research  into  operat¬ 
ing  problems.”  It  carried  a  heavy  bias  toward  looking  at  operating  prob- 
lems  first,  and  then  seeing  what  content  or  methods  from  various 
sciences  might  be  applicable  to  those  problems.  It  also  meant  drawing 
on  a  variety  of  physical  and  social  sciences.  In  these  two  respects,  the 
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early  meanings  of  management  science  were  not  unlike  the  approach 
used  throughout  all  six  parts  of  the  present  volume. 

But  shortly  after  its  inception,  management  science  took  on  a  some¬ 
what  different  meaning,  both  to  its  practitioners  and  to  curriculum 
builders  in  schools  of  administration.  It  became  dominated  by  math¬ 
ematics  and  quantification.  We  have  already  seen  in  the  introductory 
chapters  that  quantification  has  been  one  of  the  key  attributes  of  science, 
and  that  this  has  certain  powerful  advantages  for  controlling  nature. 
Today’s  management  science  departments  in  schools  of  administration 
mostly  offer  courses  which  specialize  in  applied  mathematics.  The  Insti¬ 
tute  of  Management  Sciences  is  composed  primarily  of  staff  men  in  in¬ 
dustry  and  professors  in  universities  who  are  specialists  in  mathemati¬ 
cal  techniques. 

POWER  AND  LIMITATIONS  OF  SCIENCE  IN  MANAGEMENT 

In  an  age  of  larger  and  more  complex  organizations,  it  seems  vital  that 
most  managers  must  have  some  knowledge  and  skill  in  solving  those 
kinds  of  problems  that  lend  themselves  to  mathematical  decision  mak¬ 
ing.  Readers  will  recognize  as  they  study  the  whole  book  that  (1)  manage¬ 
ment  science  of  the  mathematical  variety  is  only  one  of  the  ways  in 
which  to  use  the  various  physical  and  social  sciences  in  management, 
and  that  (2)  it  is  perhaps  more  accurate  to  say  “use  of  science  in  manage¬ 
ment”  than  it  is  to  imply  that  there  is  such  a  thing  as  one  science  of 
management  Management,  or  policy  (action)  decision  making  is  a 
profession  which  draws  on  many  scientific  disciplines.  It  puts  emphasis 
on  policy  decisions  first,  and  science  as  a  technique  second.  It  requires 
the  attitudes  of  a  professional  who  recognizes  both  the  powers  and  limi¬ 
tations  of  science,  who  recognizes  that  different  sciences  can  actually 
prescribe  conflicting  action  solutions  to  him,  and  who  has  skill  in  balanc¬ 
ing  and  reconciling  such  conflicts.  Carrying  through  the  theme  set  for 
The  Managerial  Mind  in  the  introductory  chapters,  it  will  be  the  pur¬ 
poses  of  Part  IV: 

1.  To  examine  a  range  of  mathematical  and  statistical  techniques 
that  are  used  by  managers  in  action  (policy)  problems. 

2.  To  examine  a  sample  of  the  problem  areas  which  lend  themselves 
to  such  techniques. 

3.  To  show  the  advantages  of  such  techniques  as  well  as  their  limita¬ 
tions  in  practice.  Particularly,  human  behavior,  the  subject  of  psy¬ 
chology  and  sociology,  often  determines  when  mathematical  ra¬ 
tionality  will  work  and  when  it  will  not. 

4.  To  develop  the  attitude  that  managerial  decision  making  almost 
always  involves  a  trade-off  (compromise,  balance)  between  ra¬ 
tional  factors  of  management  science,  on  the  one  hand,  and  hu¬ 
man  factors,  on  the  other. 

5.  To  gain  some  skill,  through  case  practice,  in  tailoring  a  profes- 
sional  decision  to  the  particular  operations  of  a  certain  firm  and 
its  specific  people;  in  effect,  making  the  above  trade-offs. 
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6.  To  show  how  decision  techniques  from  mathematics  operate  as 
one  factor  which  determines  the  organization  structure  of  the  en¬ 
terprise. 

THE  PHILOSOPHICAL  IMPORTANCE  OF  MANAGEMENT  SCIENCE 

Before  studying  more  about  managerial  use  of  mathematical  tech¬ 
niques,  the  manager  has  a  right  to  ask,  “Why  are  these  techniques  ulti¬ 
mately  important — why  are  they  goodT'  This  is  a  philosophical  question. 

A  question  of  what  is  good  in  life. 

One  importance  has  to  do  with  the  dictates  of  society  outside  the  firm. 

We  shall  not  repeat  here  the  material  from  the  introductions  to  Parts  II 
and  III.  The  argument  is  similar  in  the  case  of  managerial  uses  of  all 
rational  sciences,  and  particularly  similar  to  use  of  financial  techniques 
in  Part  III.  In  summary,  society  depends  on  (1)  the  production  of  goods 
and  services  and  (2)  at  an  acceptable  level  of  efficiency.  The  manager 
who  does  not  operate  his  organization  with  these  two  goals  in  mind 
might  suffer  two  kinds  of  penalties.  First,  he  may  in  fact  find  that  society 
“out  there”  no  longer  supports  him  and  the  organization  in  legal  charter 
terms,  in  terms  of  public  attitudes,  or  in  terms  of  day-to-day  monetary 
payments.  In  the  last  analysis,  nobody  wants  to  waste  the  natural  re¬ 
sources  of  society  when  efficient  ways  exist  to  get  the  same  products  with 
less  waste  of  manpower  and  raw  materials.  In  addition,  those  who  have 
ethical  beliefs  about  the  responsibilities  of  managers  to  society  will  pe¬ 
nalize  themselves  if  they  run  sloppy  organizations  that  are  wasteful. 
Managers  must,  as  is  pointed  out  in  Part  VI,  observe  social  dicta  about 
the  good  life  other  than  efficiency  and  production,  but  this  does  not  mean 
that  they  can  at  the  same  time  abrogate  the  latter  responsibilities. 

EXAMPLES  OF  QUANTITATIVE  TECHNIQUES  AND 
MANAGERIAL  PROBLEMS 

One  of  the  earliest  mathematical  techniques  applied  to  work  in  organ¬ 
izations  is  that  of  work  measurement.  It  does  not  employ  as  sophisticated 
techniques  of  mathematics  as  “the  new  management  science.”  In  fact, 
it  is  the  product  of  an  earlier  movement  called  “scientific  management.” 

But  the  traditional  nature  of  this  set  of  techniques  should  not  cloud  the 
fact  that  work  measurement  is  widely  used  through  the  world  in  the  70s. 

In  terms  of  manufacturing  applications,  hardly  a  factory  can  be  found 
in  the  developed  countries  of  Europe,  Japan,  Russia,  and  the  U.S.  which 
does  not  make  some  use  of  such  techniques.  In  developing  countries  such 
as  India,  this  trend  is  likewise  noticeable. 

The  extension  of  such  techniques  to  nonmanufacturing  enterprise 
continues  to  progress.  The  Family  Service  Association  of  America,  for 
example,  has  been  in  effect  told  by  some  Community  Chest  charity 
boards  across  the  nation  that  their  social  case  workers  are  not  efficient 
when  compared  to  other  agencies  such  as  workers  in  the  poverty  pro¬ 
gram  or  the  Boy  Scouts.  Many  who  disperse  funds  for  charity  have  in¬ 
timated  that  unless  the  family  counseling  agencies  use  some  form  of 
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,  tn  Qhnw  how  much  actual  service  is  rendered  for  the 

work  measurement  h  h  ^  funds  wiU  be  put  to  a  use  where 

money  spent,  they  may  g  jce  The  Metropolitan  Life  Insur- 

,he public  gets  “industry,  has  consist- 

ance  Co™?any’Mk  Measurement  to  paper  work  as  contrasted  with  physi- 
ently  applied  work  ™eaS1^  And  the  Czechoslovakian  Government  quite 

^en'tlftesponsored  riearch  to  apply  a.  concept  to  many  types  of 

ena™of'thfNa“onSlMotot  PeXSe^^nabS  one  who  has  not 
befn  expiS  to  IMS  technique  to  see  how  it  is  supposed  to  operate  m 
practice,  and  how  it  does  m  fact  °Pe^Q  recently  are  Used  in  other 
The  more*— ^^rS'Ke' Moa!yexperimenB  with 
cas?f  Mliw  theorv  in  order  to  see  how  many  reservations  he  must  take. 

t^tT  Nek'S  the  motel  owner  nor  s. 
decide  now^  ;  rGSources  are  invested  in  empty  rooms. 

C1CIn  Midwest  Hardware  Manufacturing  Company,  the  managers  strug¬ 
gle  witha  particular  type  'M^Me^to1  M^perations 

“esearchditerature^They  t^e^probabilities  and  formulas  to  tell  them  how 

muXof  their  resourcesto  tie  up  in  finished  goods  i—ries  and  mven- 
mries  of  raw  materials  and  semifinished  products  kept  on  hand. 

In  Western  Office  Equipment  Company,  the  top  management  is  con- 
In  west®™  i11Qt  the  rieht  number  of  salesmen  to  employ 

cerned  with  determining  equfPment  at  the  least  cost  in  human 

m  order  o  se  ^  know  how  many  salesmen  are  required  m  Salt 

manpower.  They  Vancouver,  and  Seattle.  A  management 

Lake  Clty>SaM  Jaiist  recently  graduated  from  a  school  of  administra- 
science  staff  specialist,  rece^“yg  economics  to  this  problem. 

r«,aralum  every  branch  depends  in  par, 

on  that  in  every  other  branch,  he  must  have  a  notion  of  systems  analysis 

if  £  Lighttonics^Inalone  can  see  how  the  management  uses  some  more 
sophisticated  logic  devices  (along  with  quantification  devices)  to  decide 
whi  price  to  charge  for  a  new  fire  alarm  system  it  is  about  to  produce, 
T^d  wheSer  or  Jt  to  build  one  kind  of  factory  or  another^  A  decision 
tree  a  technique  to  help  the  manager  arrange  his  logic,  may  be  used.  The 
concept  of  bounded  rationality,  under  which  the  manager  tries  to  make 
a°‘heasonable”  decision  without  spending  his 

proof  which  may  be  nonexistent,  is  also  of  use.  Finally,  one  sees  that 
different  men  in  the  company  have  different  attitudes  toward  num¬ 
bers.”  Their  decision  criteria  based  on  these  attitudes  is  a  source  of  hu- 

man  conflict. 

MANAGERIAL  (POLICY)  DECISION  MAKING 

Sometimes  the  application  of  mathematical  techniques,  and  the  logic 
of  *epa!M)ff  matrix,  are  called  “decision  making.”  This  is  a  perfectly 
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acceptable  usage  of  the  term  provided  that  one  recognizes  that  this  is  a 
particular  kind  of  decision  making.  As  one  professor  of  English  litera¬ 
ture  once  said  in  a  curriculum  committee  meeting  at  Columbia  Univer¬ 
sity,  “I  don’t  understand  how  you  can  call  this  operations  research  course 
simply  decision  making  in  general.  I,  too,  am  teaching  decision  making. 
Students  who  gain  profound  insights  about  human  nature  through  study 
of  literature  can  make  wiser  decisions  in  the  future.” 

Decision  making  by  use  of  quantitative  techniques  is  a  form  of  deci¬ 
sion  making  which  attempts  to  reduce  the  factors  in  a  decision  to  rational 
alternatives  (strategies,  courses  of  action),  to  isolate  those  variables 
which  can  be  measured,  and  to  manipulate  numbers  so  that  the  weight 
of  the  various  factors  indicate  which  alternative,  to  choose.  In  order  to 
comply  with  the  second  of  these  steps,  most  administrative  applications 
measure  more  “thing”  factors  than  they  do  “people”  factors.  In  order  to 
comply  with  the  third  step,  most  applications  reduce  all  factors  in  a 
decision  to  costs  or  revenues,  or  both. 

Thus,  management  science  tends  to  have  in  common  with  the  older 
scientific  management,  the  goal  of  technological  efficiency.  That  this  is 
a  worthy  goal  has  already  been  established. 

But  this  book  is  addressed  to  policy  formulation,  or  managerial  deci¬ 
sion  making  in  a  broader  sense.  While  it  is  hoped  that  an  important 
byproduct  of  studying  Part  IV  will  be  knowledge  of  valuable  mathemati¬ 
cal  tools,  it  is  also  hoped  that  another  byproduct  will  be  knowledge  of 
some  valuable  concepts  (nonquantifiable)  about  human  behavior,  poli¬ 
tics  in  organizations,  and  ways  of  coordinating  organizations. 

If  these  are  byproducts,  then  what  is  the  principal  product?  It  is  skill, 
ability,  and  judgment  of  the  individual  human  brain  in  making  sense  of 
both  at  once,  in  thinking  through  the  whole  problem.  It  is  seeing  how 
“things”  are  related  to  “people,”  when  mathematical  techniques  will 
work  and  when  they  will  not,  how  quantified  rational  facts  must  be 
traded  off  against  nonquantifiable  human  nature  and  organizational  pol¬ 
itics.  These,  together  with  the  relevant  knowledge  of  techniques  and 
theories,  are  equally  important  in  The  Managerial  Mind. 


11.  MIDWEST  HARDWARE 
MANUFACTURING  COMPANY 


Case  Introduction 


SYNOPSIS 

Recently,  Midwest  Hardware  Manufacturing  Company  was  in  the 
midst  of  a  substantial  expansion  program  designed  to  increase  its  capac¬ 
ity  to  meet  the  steadily  increasing  demand  for  its  products.  Midwest’s 
management  was  determined  to  finance  the  expansion  with  internally 
generated  funds,  and  was  therefore  seeking  all  possible  means  to  maxi¬ 
mize  its  allocation  of  the  cash  available.  A  survey  of  current  inventory 
control  practices  indicates  that  a  large  amount  of  funds  can  be  released 
from  the  inventory  account  for  more  productive  allocation  elsewhere. 
Also,  a  revamped  method  of  ordering  component  parts  for  assembly 
would  bring  significant  savings  in  operating  expenses.  A  mathematical 
model  is  used  to  compute  optimum  inventory  levels  and  optimum  pur¬ 
chase  lot  sizes. 

In  connection  with  this  program,  the  new  inventory  control  system 
was  adopted  and  implemented.  Some  three  months  later,  when  the  new 
system  is  evaluated  by  Midwest’s  management,  results  appear  quite 
disappointing.  Predicted  benefits  have  not  been  realized,  and  some  un¬ 
foreseen  problems  have  arisen.  Management  must  decide  whether  the 
new  system  should  be  continued,  modified,  or  abandoned. 

WHY  THIS  CASE  IS  INCLUDED 

Midwest’s  concern  over  the  short  supply  of  working  capital — concen¬ 
trating  on  internally  generated  cash  as  the  source  of  funds — and  the  best 
use  of  such  funds — allocation  to  inventory,  receivables,  fixed  assets,  and 
so  on — highlights  the  influence  of  economic  and  financial  matters  on 
policy  making.  Not  only  does  the  adequacy  of  the  sources  of  funds  set 
parameters,  or  boundaries,  around  the  alternatives  open  to  management, 
but  the  same  factor  also  acts  as  a  stimulant  and  pressure  to  plan  carefully 
and  design  effective  policies  for  the  allocation  of  funds. 
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Analyzing  the  use  of  the  mathematical  model  for  inventory  control 
has  value  of  itself,  but  this  case  raises  the  larger  issue  of  the  benefits  and 
limitations  of  scientific  rationality  (operations  research  techniques)  in 
business  policy  formulation.  Science  is  pitted  against  “judgment”  The 
utilization  of  techniques  of  scientific  rationality  affects  the  relationships 
among  people  and  even  alters  organization  structure,  the  unshared  ex¬ 
pertise  of  the  specialist  further  complicates  the  traditional  line-staff  con¬ 
flicts.  The  issue  of  the  desirability  and  feasibility  of  subordinate  partici¬ 
pation  in  management  decisions  and  action  is  also  raised.  Finally,  the 
case  offers  the  opportunity  to  examine  the  economic  theory  relating  to 
the  use  of  overhead  departments  in  various  size  enterprises  (here  consid¬ 
ering  the  new  inventory  system  comparable  to  the  introduction  of  a  ser¬ 
vice  department  or  overhead  unit). 

DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 

1.  In  what  way  has  the  short  supply  of  funds  affected  the  policy  mak¬ 
ing  of  Midwest’s  management?  Recall  from  the  case  that  Mr.  Gilbert,  the 
president,  pointed  to  the  strain  on  working  capital  caused  by  recent  ex¬ 
pansion  moves.  Relate  this  concern  to  Maxon’s  comment:  “I’ve  always 
felt  that  we  have  far  too  much  cash  tied  up  in  inventories  of  components 
awaiting  assembly.” 

Read:  Anthony,  Management  Accounting,  pp.  290-92,  306. 

2.  Why  did  Maxon  have  more  confidence  in  “hard  thinking  and  close 
calculating”  than  in  “flying  by  the  seat  of  our  pants”? 

Read:  *LieberandLieber,  The  Education  of  T.  C.  Hits,  pp.  44-49. 

3.  What  are  the  advantages  of  Maxon’s  “science”  as  compared  to  Iver¬ 
son’s  “judgment”? 

Read:  *Taylor,  “Principles  of  Scientific  Management.”  Barber, 
Science  and  the  Social  Order,  pp.  7-8,  12-13,  18,  21. 

4.  What  assumptions  are  inherent  in  the  inventory  control  model 
adopted  by  Maxon?  Are  all  such  assumptions  justified  by  conditions  in 
Midwest’s  plant?  How  closely  would  you  expect  Maxon’s  model  to  predict 
the  savings  to  be  achieved  by  the  new  system? 

(A  close  examination  of  the  data  and  formulae  in  the  exhibits  should 
permit  an  evaluation  of  Maxon’s  use  of  the  inventory  control  model. 
More  detailed  discussion  of  the  techniques  used  by  Maxon,  if  required, 
may  be  found  in:  David  Miller  and  M.  K.  Starr,  Executive  Decisions 
and  Operations  Research  (Englewood  Cliffs,  N.J.:  Prentice-Hall,  Inc., 
1960),  Chapter  10. 

5.  Was  Hennessey  right  in  claiming  that  operations  research  tech¬ 
niques  are  only  feasible  for  use  in  large  corporations? 

Read:  ^Marshall,  Principles  of  Economics,  pp.  283-85.  Summer, 
“Economies  of  Scale  and  Organization  Structure.” 

6.  In  modifying  its  inventory  controls  the  management  of  Midwest 
went  through  at  least  six  phases:  (a)  search  for  ways  of  increasing  the 
available  working  capital,  (b)  investigation  of  the  Iverson  inventory  con¬ 
trol  system,  (c)  computation  of  optimum  stock  levels  and  reorder  quanti- 


418  The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 

ties,  (d)  explanation  of  the  new  system  and  training  of  personnel,  (e) 
implementation  and  administration  of  the  new  system  during  shake- 
down  period,  (f)  evaluation  of  results.  To  what  extent  did  all  the  inter¬ 
ested  parties  participate  in  this  process  as  a  whole?  What  advantages — if 
any — could  be  gained  by  having  subordinate  participation  in  each  phase 
of  the  process?  Are  there  reasons  which  would  make  participation  im¬ 
possible  or  undesirable  in  specific  phases? 

Read:  McGregor,  Human  Side  of  Enterprise,  pp.  124-30.  Newman 
and  Summer,  The  Process  of  Management:  Concepts,  Behav¬ 
ior,  and  Practice,  pp,  439-48.  Odiome,  How  Managers  Make 
Things  Happen,  pp.  5-11,  37-38,  52-53.  Jennings,  “Business 
Needs  Mature  Autocrats.”  *Taylor,  “Testimony  before  the  Spe¬ 
cial  House  Committee  Investigating  the  Taylor  and  Other  Sys¬ 
tems,”  pp.  211-13,  215-17. 

7.  Was  Maxon’s  role  in  the  entire  process  one  of  a  line  manager  or  a 
staff  specialist?  What  should  his  role  have  been?  It  has  been  said  that 
knowledge  is  power.  (Francis  Bacon,  1561-1626,  Religious  Meditations 
— Of  Heresies:  “Nam  et  ipsa  scientia  potestas  est.”  Knowledge  itself  is 
power.)  Does  this  in  any  way  dictate  what  role  Maxon,  as  an  expert  in 
.operations  research,  will  necessarily  play  in  the  organization? 

Read:  *Hobbes,  Leviathan.  *Lasswell  and  Kaplan,  Power  and  So¬ 
ciety,  pp.  157-59.  Thompson,  Modern  Organization,  pp.  4-6, 
12-13, 19-21,  61,  63-65, 77-78.  Carr  etal.,  A  nerican  Democracy 
in  Theory  and  Practice,  pp.  214-19:  Etzioni,  “Authority  Struc¬ 
ture  and  Organizational  Effectiveness.” 

8.  In  setting  objective  and  fixed  standards  for  inventory  ordering  and 
evaluating  compliance  with  the  new  procedures,  should  Maxon  have 
expected  Iverson  to  welcome  the  new  system  or  resist  it? 

Read:  *Argyris,  “Human  Problems  with  Budgets.”  Newman  and 
Summer,  Process  of  Management:  Concepts,  Behavior,  and 
Practice,  pp.  605-10. 

9.  As  the  implementation  of  the  new  system  evolved,  should  Mr.  Gil¬ 
bert  have  been  able  to  predict  that  Iverson  would  feel  he  was  “the  guy 
in  the  middle”  between  Hennessey  and  Maxon?  If  so,  should  he  have 
insisted  that  Iverson  take  orders  from  one  superior  only? 

Read:  Fayol,  General  and  Industrial  Management,  pp.  24-25,  68-70. 
Taylor,  “Shop  Management,”  pp.  92-96, 98-100.  McGregor,  The 
Human  Side  of  Enterprise,  pp.  124-31,  172-75. 

10.  Reasoning  from  the  logic  of  the  scientific  inventory  method  and 
its  use  in  Midwest,  why  didn’t  Maxon’s  new  system  produce  the  results 
hoped  for?  Recall  that  at  the  executive  committee’s  last  meeting  Hen¬ 
nessey  stated  he  could  see  many  practical  difficulties  which  Maxon’s 
figures  did  not  show  (e.g.,  low  morale,  quality  deterioration,  component 
C  stamping  costs,  etc.). 

Read:  *Buffa,  Modern  Production  Management,  pp.  442-43,  450-51, 
471.  Miller  and  Starr,  Executive  Decisions  and  Operations  Re¬ 
search,  pp.  38-42,  45-47,  50.  Lindblom,  “The  Science  of  ‘Mud¬ 
dling  Through.’  ” 

11.  In  studying  the  formalization,  rationalization,  or  bureaucratiza- 
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tion  of  organizations,  sociologists  have  developed  the  notion  of  the  dys¬ 
functions  of  bureaucracy — unforeseen  and  undesirable  consequences  re¬ 
sulting  from  efforts  to  formalize  procedures,  rules,  structure,  and  so  on. 
Would  a  knowledge  of  this  notion  have  helped  Gilbert  anticipate  such 
things  as  the  hoarding  of  parts  by  the  foremen  and  the  interdepartment 
“wars”?  Would  it  have  helped  him  to  design  preventive  policies? 

Read:  Merton,  “Bureaucratic  Structure  and  Personality.” 

POLICY  QUESTIONS 

12.  Knowing  Midwest’s  need  for  more  working  capital,  what  other 
ways  seem  feasible  for  dealing  with  the  problem — other  than  Maxon’s 
effort  to  release  cash  from  inventories  and  cut  operating  costs?  (See  Ques¬ 
tion  1  and  its  readings.) 

13.  Could  you  have  done  anything  with  the  operations  research  tech¬ 
nique  itself  to  make  the  Maxon  inventory  model  conform  better  to  the 
concrete  circumstances  of  the  Midwest  situation?  (See  Questions  4  and 
10  with  their  attached  readings.) 

14.  If  you  had  been  Gilbert,  the  president,  would  you  have  directed 
Maxon’s  efforts  any  differently?  Why?  Or,  why  not?  (See  Questions  6,  7, 
8,  9,  and  11  with  their  attached  readings.)  As  president,  would  you  have 
encouraged  more  participation  of  subordinates  in  the  design  and  imple¬ 
mentation  of  the  new  system?  In  which — if  any — of  the  six  phases  of  the 
process  (identified  in  Question  6)  would  you  have  desired  more  participa¬ 
tion? 

15.  Had  you  been  Maxon,  would  you  have  handled  your  relationship 
with  Iverson  any  differently?  Why?  Or,  why  not?  (See  Questions  6  and 
8  and  their  attached  readings.) 

16.  What  should  Gilbert  do  now  about  the  inventory  control  system? 

QUESTIONS  FOR  ORIGINAL  STUDENT  WORK  IN  ANALYSIS 
AND  POLICY 

17.  While  reflecting  on  case  facts,  what  additional  theories  from  prior 
education  give  you  insights  as  to  “what  is  going  on”  in  Midwest  Hard¬ 
ware  Manufacturing  Company?  As  to  what  might  be  predicted  to  happen 
in  the  future? 

18.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag¬ 
matic  ways  can  you  think  of  to  state  the  practical  problems  faced  by 
executives  in  the  case? 
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Case  Text* 


THE  COMPANY  AND  ITS  PRODUCTS 

Midwest  Hardware  is  an  old-line,  well-known  manufacturer  of  hard¬ 
ware,  plumbing  supplies,  spigots,  valves,  and  other  construction  accesso¬ 
ries  for  residential  and  industrial  use.  The  assembly,  finishing,  and  test- 
ing  of  its  products  comprise  the  bulk  of  the  company’s  manufacturing 
operations.  Only  a  small  portion  of  the  components  are  manufactured 
by  Midwest  itself,  the  majority  being  purchased  from  a  relatively  few 
near-by  suppliers,  most  of  whom  are  located  in  the  same  city  as  Mid¬ 
west’s  plant.  Almost  every  supplier  of  components  had  been  doing  busi¬ 
ness  with  Midwest  for  many  years,  and  relations  have  generally  been 
close  and  satisfactory  between  the  company  and  its  suppliers. 

Annual  sales  volume  has  been  fairly  stable  at  around  $28  million  for 
the  past  seven  years,  and  the  work  force  has  averaged  some  300  em¬ 
ployees.  Thomas  Gilbert,  Jr.,  Midwest’s  president,  believes  that,  although 
the  company  has  not  grown  much  in  the  past  few  years,  it  has  established 
an  outstanding  reputation  for  quality  and  dependability  of  its  products. 
To  support  his  claim  that  the  company  is  among  the  leaders  in  its  field, 
he  cites  the  fact  that  Midwest  currently  has  a  full  year’s  backlog  of  orders 
on  many  of  its  products.  Mr.  Gilbert  has  recently  initiated  an  expansion 
program,  designed  to  increase  manufacturing  capacity  by  additions  to 
plant  space,  machinery,  and  equipment.  This  expansion  program  was 
spurred  by  a  rising  level  of  regional  construction  activity  and  by  market 
surveys  forecasting  a  doubling  of  the  demand  for  Midwest’s  products 
within  the  next  eight  years. 

At  the  monthly  meeting  of  the  executive  committee  in  April,  Mr.  Gil- 
bert  reviewed  the  progress  of  the  expansion  program  to  date,  and  con¬ 
cluded  with  the  comment  that  growth  was  indeed  exciting  and  satisfy¬ 
ing,  but  its  resultant  strain  on  working  capital  was  becoming  evident. 
The  balance  of  the  meeting  was  devoted  to  discussion  of  working  capital 
needs  and  conservation.  John  Wm.  Maxon,  the  company’s  controller, 
emphasized  the  importance  of  conserving  internally  generated  cash 
funds  by  minimizing  the  use  of  scarce  cash  on  nonessentials.  “As  a  prime 
example  of  what  I  mean,”  Maxon  stated,  “I’ve  always  felt  that  we  have 
far  too  much  cash  tied  up  in  inventories  of  components  awaiting  assem- 
bly.  A  whole  battery  of  new  techniques  have  been  developed  in  so-called 
Operations  Research,  designed  to  minimize  inventory  costs;  yet  we’re 
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Still  Hying  by  the  seat  of  our  pants  when  it  comes  to  our  inventories.  I 
tirmly  believe  that  some  hard  thinking  and  close  calculating  can  yield 
pretty  impressive  savings  in  this  area." 

Joseph  Hennessey,  vice  president  production,  agreed  that  some  sav¬ 
ings  might  he  achievable,  but  (minted  out  that  production  personnel  had 
neither  the  time  nor  the  mathematical  backgrounds  to  apply  O.  R.  meth¬ 
ods  to  inventory  problems.  It  was  then  agreed  that  Maxon  would  under¬ 
take  an  investigation  of  Midwest's  present  inventory  controls  and  then 
present  am  recommendations  he  may  have  at  the  next  meeting. 

PRESENT  METHOD  OF  COMPONENT  INVENTORY  CONTROLS 

All  component  inventories  in  the  plant  are  under  the  control  of  Peter 
Iverson,  head  foreman  in  charge  of  assembly,  manufacturing,  and  re¬ 
ceiving.  Iverson  initiates  all  orders  for  components  whether  manufac¬ 
tured  in  the  plant  or  purchased  outside  and  has  been  doing  so  for  many 
years,  I  te  relies  primarily  on  fmpient  inspections  of  inventories  on  hand, 
observations  of  "how  things  stood  itt  each  department,”  and  periodic 
checks  with  his  foremen  and  their  requirements.  Whenever  Iverson 
judges  the  tune  ts  ripe,  he  enters  a  buy  or  make  order  for  the  needed 
component  Over  the  years  Iverson  has  established  a  standard  order  size, 
in  terms  of  number  of  tuuts,  for  each  component  used. 

Thus  order  quantities  are  held  eoustunt  for  each  item,  while  the  fre¬ 
quency  of  plat  tag  orders  will  vary  with  the  rate  at  whieh  components 
arc  taken  mtn  production  Since  output  rates  and  product  mixes  have 
historically  been  quite  stable,  then*  has  been  a  high  degree  of  constancy 
in  the  fmpient  v  of  orders  for  each  major  component.  The  ordering 
proeedurc  followed  by  Iverson  is,  m  effect,  a  variant  of  the  traditional 
“two  but"  system,  under  which  inventories  are  physically  divided  be¬ 
tween  two  separate  bms  or  storage  areas,  As  one  bin  is  exhausted,  a 
standard  si/e  lot  order  ts  placed,  while  withdrawals  sire  continued  from 
the  second  bin  Iverson  believes  that  operating  results  confirm  the  sound¬ 
ness  of  his  inventory  control  system;  "There  may  be  somd  tsdk  about  me 
playing  it  extra  s.ife,  but  Mr  Hennessey  or  anybody  else  will  tell  you  that 
we’ve  tirtvr  been  out  of  stock  on  any  part  we  needed  in  all  the  years  I've 
been  m  charge  of  the  inventory  " 

ANALYSIS  OF  PRESENT  CONTROL  SYSTEM 

At  the  May  meeting  of  the  executive  committee  (consisting  of  the 
president  and  all  the  department  heads),  Maxon  was  ready  to  present  the 
findings  of  hts  investigation  «*f  Iverson's  present  component  inventory 
controls  He  reported  that  he  had  a  detailed  analysis  of  the  rortiponems 
needed  foi  a  typical  Midwest  product  a  gas  furnace  control  unit 
referred  to  as  "CM1  V  on  the  company's  product  line  lists. 

ThetlFC  t  unit  ts  assembled  from  five  components  (labeled  A  through 
K  in  all  exhibits  *.  of  whu  h  four  were  purehased,  and  one  was  manufac¬ 
tured  bv  Midwest  Kxhilnt  1  presents  a  simplified  product  flow  chart  for 
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the  GFC-5  superimposed  on  an  organization  chart  identifying  relevant 
supervisory  personnel.  Also  shown  is  the  monthly  requirement  of  each 

EXHIBIT  1 

Midwest  Hardware  Manufacturing  Company— Product  Flow  and  Relevant  Organiza¬ 
tion  Chart 


From 

outside 

suppliers 


component  for  meeting  current  output  levels  of  5,000  GFC-5  units  per 
month  (see  Exhibit  2). 

Maxon  distributed  copies  of  his  analysis  sheets  to  all  participants  in 
the  meeting  (reproduced  on  Exhibits  3  and  4). 

Referring  to  Exhibit  3,  the  analysis  of  Iverson’s  present  practices, 
Maxon  explained  that  he  had  calculated — from  accounting  records — the 
average  value  of  inventories  Iverson  had  been  carrying  for  each  GFC-5 
component.  (These  are  presented  in  Column  6.)  He  next  computed  the 
average  value  of  the  “circulating”  inventory  (Column  5),  based  on  the 
assumptions  graphed  in  Exhibit  4.  Maxon  explained  that  circulating 
inventory  was  derived  by  dividing  the  order  lot  size  typically  used  by 
Iverson  (Column  3)  by  two,  thereby  getting  the  average  inventory  of  each 
component  needed  to  meet  the  monthly  requirements  of  the  assembly 
operation.  He  then  multiplied  these  units  of  circulating  inventory  (Col¬ 
umn  5).  By  subtracting  average  circulating  inventory  from  total  inven¬ 
tory,  he  then  arrived  at  the  average  value  of  “safety  stocks”  presently 
being  carried  (Column  7). 

Exhibit  3  tells  us,”  said  Maxon,  “that  we’ve  had  an  average  of  $33,450 
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(Column  6)  tied  up  in  components  for  the  GFC-5,  and  that  of  this  amount 
an  average  of  $13,155  (Column  7)  was  never  circulated  into  production, 
but  was  tied  up  permanently  as  a  safety  cushion  against  a  possible  run¬ 
out.  Safety  stocks  are  in  effect  equivalent  to  an  insurance  premium 

EXHIBIT  2 

Midwest  Hardware  Manufacturing  Company— Monthly  Component  Requirement 
for  5,000  Units  of  GFC-5  per  Month 
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Monthly 
Requirement 
Including 
Allowance 
for  Rejects, 
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A . 

. 1 
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B 

B . 

. 1 
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5,000 

4.00 

B 

C . 

. 2 

10,000 
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1.75 

M 

D . 

. 4 

20,000 

22,000 

.23 

B 

E . 

5,000 

5,000 

.95 

B 

EXHIBIT  3 

Midwest  Hardware  Manufacturing  Company-Components  for  GFC-5  Present 
Inventory  Levels  and  Ordering  Practices 


(i) 

Monthly 

(3) 

Order 

(4) 

Number 
of  Orders 

(5) 

Average 
Value  of 
Circu- 

(6) 

Average 
Value  of 
Inventory 
Actually 

(7) 

Average 
Value  of 

Require- 

(2) 

Lot  Size 

per 

lating 

Carried 

“Safety 

ment 

Unit 

in 

Month 

Inventory 

from 

Stock ” 

Com¬ 

in  Units 

Cost 

Units 

a 

(-x  p) 

Accounting 

(Col.  6— 

ponent 

(D) 

(P) 

(Z) 

w 

\2  ) 

Records 

Col.  5) 

A . 
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1,900 
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$  9,025 
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$  5,703 
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.23 
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2.75 
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1,612 
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E . 

..  5,000 

.95 

5,000 

1.00 

2,375 

$20,295 

3,323 

$33,450 

948 

$13,155 

against  runouts,  and  it’s  my  contention  that  we’re  paying  a  high 
premium  to  cover  an  almost  negligible  risk.  Quantitative  analysis  tells 
us  that  in  setting  up  levels  of  safety  stocks  we  must  balance  the  cost  of 
carrying  this  stock  against  the  cost  and  probability  of  a  runout  on  any 
component.  The  cost  of  running  out  of  any  component  is  usually  tough 
to  estimate,  since  it  requires  placing  a  value  on  the  cost  of  missed  sales 
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and  production  downtime.  In  our  case,  I  think  it’s  reasonable  to  place  this 
cost  at  close  to  zero.  With  a  year’s  backlog  of  orders  we’re  not  liable  to 
lose  any  sales,  and  with  our  flexible  assembly  schedules  there’s  no  reason 
for  any  downtime  due  to  missing  parts.  We  can  easily  switch  assembly 
to  other  products  until  the  missing  parts  come  in.  Furthermore  the  prob¬ 
ability  of  running  out,  in  our  case,  is  just  about  negligible.  Our  suppliers 

EXHIBIT  4 

Midwest  Hardware  Manufacturing  Company  Schematic  Diagram  of  Inventory 

Model 


are  highly  reliable;  they  are  very  close  to  us  and  will  do  their  darndest 
to  deliver  right  on  time.  We  could,  theoretically,  get  by  with  no  safety 
stocks  whatsoever,  but  I’d  say  a  stock  of  one  or  two  days’  production 
would  be  ample.” 

PROPOSED  CONTROL  SYSTEM 

Maxon  proceeded  to  outline  the  proposed  inventory  control  system  he 
had  developed,  as  tabulated  in  Exhibit  5.  By  comparing  Exhibits  3  and 
5,  he  pointed  out  that  his  analytical  approach  to  the  problem  achieved 
significant  reductions  in  the  levels  of  both  “circulating”  (Column  5  ver¬ 
sus  Column  12)  and  “safety”  (Column  7  Versus  Column  13)  stocks,  so  that 
the  total  component  inventory  for  the  GFC-5,  carried  by  Midwest,  was 
reduced  in  value  from  an  average  of  $33,450  to  $19,291  (Column  6  versus 
Column  14). 

Safety  stocks  were  reduced  to  a  level  representing  one  to  two  days’ 
production  for  the  reasons  cited  by  Maxon  in  criticizing  the  present 
system.  Circulating  inventories  were  reduced  by  the  application  of  a 
computing  technique  which  establishes  optimum  order  lot  sizes  for  each 
component.  By  balancing  the  cost  of  placing  and  receiving  an  order 
against  the  cost  of  carrying  the  parts  in  inventory,  this  technique  estab¬ 
lishes  the  size  of  lots  to  be  ordered  so  as  to  minimize  total  inventory  costs. 
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“After  quite  a  bit  of  digging  around,”  said  Maxon,  “we’ve  calculated 
that  it  costs  us  $11  to  place  a  purchase  order,  inspect,  receive,  and  store 
it  in  place.  In  the  illustration  worked  out  in  Exhibit  5  we  have  used  the 
symbol  Q  to  indicate  these  ordering  costs.  On  the  other  hand,  we  figure 
that  it  costs  us  19  cents  a  year  for  every  dollar  we  have  tied  up  in  inven¬ 
tory — this  is  based  on  our  cost  of  capital  of  12  percent,  plus  an  additional 
7  percent  representing  insurance,  space  charges,  loss,  waste,  etc.  In  the 
illustration  worked  out  in  Exhibit  5  we  have  used  the  symbol  C2  to  indi¬ 
cate  these  carrying  costs.  We  use  both  these  values,  for  the  Cx  and  C2 
factors,  in  the  equations  we  set  up  to  determine  optimum  lot  size.  Any 
of  you  who  are  interested  in  the  methods  used  can  follow  the  example 
in  Exhibit  5. 


EXHIBIT  5 

Midwest  Hardware  Manufacturing  Company— Components  for  GFC-5  optimal 
inventory  levels  and  lot  sizes— as  proposed  by  Controller’s  office 
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'Illustration  of  method  of  determining  optimal  order  lot  size 

Component  A 

Optimum  Lot  Size  2  = 

where:  Cx  =  cost  of  ordering,  receiving,  inspecting,  etc.  =  $11.00  per  order; 

C2  =  .016  since  cost  of  carrying  inventory  =  19%  of  its  value  per  year,  or 

.19 

—  =  .016  per  month. 


For  Component  A: 


12  x  5.000  x  11  , _ 

*  =  / - =  V723.684  =  851  i 

Y  9.50  X  .016 


Rounding  off:  ZA  —  860  units— inserted  in  Row  A,  Column  10,  above.  In  similar  fashion,  optimal  lot  sizes  are 
calculated  for  components  B,  C,  D,  and  E. 


“Now  let  me  show  you  that  the  proposed  inventory  control  system  will 
yield  a  number  of  significant  benefits,  both  immediate  and  long-run. 
“Initially,  we  should  have  a  significant  amount  of  cash  released  from 
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inventory  to  help  us  in  our  problems  with  working  capital.  Just  by  reduc¬ 
ing  the  average  value  of  the  GFC-5  inventories  from  the  present  $33,450 
(Column  6)  to  the  proposed  $19,291  level  (Column  14),  we  will  immedi¬ 
ately  release  some  $14,000  of  sorely  needed  cash.  This  is  about  42  percent 
of  the  cash  we  now  have  tied  up  in  GFC-5  components.  If  a  like  percent¬ 
age  can  be  drawn  out  of  all  our  inventories,  I  would  guess  we’re  talking 
about  something  in  the  order  of  $100,000  added  to  our  working  capital. 
That  ain’t  hay  in  any  league. 

“We  can  also  put  dollar  and  cents  signs  on  savings  on  ordering  and 
carrying  costs.  The  proposed  system  will  allow  us  to  cut  our  operating 
expenses.  First,  Exhibit  6  compares  the  order  and  carrying  costs  of  the 
circulating  component  inventories  under  the  present  system  run  by  Iver¬ 
son  and  our  proposed  system.  Again,  we  use  the  GFC-5  components  as 
our  example.  Monthly  savings  in  costs  of  this  type  amount  to  $71.27 
(Column  21).  Second,  Exhibit  7  compares  the  carrying  costs  of  the  safety 
stocks  under  the  present  Iverson  system  and  our  proposed  system.  An¬ 
nual  savings  here  amount  to  $1,018.10  (Column  26).  Exhibit  8  summa¬ 
rizes  these  two  aspects  of  the  savings  on  operating  expenses.  Notice  that 
the  total  annual  saving  is  in  excess  of  $1,900  for  the  GFC-5  components 
alone  (Column  29).  Assuming  comparable  results  in  all  our  other  prod¬ 
ucts,  I’d  guess  at  annual  savings  of  over  $15,000 — certainly  an  attractive 
piece  of  change  to  pick  up  without  any  extra  work,  effort  or  investment 
on  our  part.  It’s  simply  a  byproduct  of  using  scientific  methods  to  deter¬ 
mine  the  proper  inventory  levels  and  reorder  quantities.” 

In  response  to  Mr.  Gilbert’s  concern  that  suppliers  may  raise  their  unit 
prices  as  a  result  of  the  reduced  order  sizes,  Maxon  replied  that  he  had 
already  checked  out  several  of  the  key  suppliers.  “They’ll  go  along  with 
us,  and  will  hold  their  prices  even  on  smaller  individual  orders  as  long 
as  our  annual  purchases  run  at  about  the  same  volume  we’ve  been  giving 


EXHIBIT  7 

Midwest  Hardware  Manufacturing  Company— Comparison  of  Carrying  Costs  of 
“Safety  Stocks”  (present  and  proposed  methods) 
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them.  They’re  just  as  anxious  as  we  are  to  see  us  expand  our  sales 
volume,  and  just  as  quickly  as  possible.” 
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EXHIBIT  8 

Midwest  Hardware  Manufacturing  Company-Summary  of  Annual  Savings  in 
Operating  Costs  by  Using  the  Proposed  System  instead  of  the  Present  System 


(27) 

Annual  Savings  in  Ordering 

and  Carrying  Costs  of  the 

Circulating  Component 

Inventories 

(Col.  21  x  12  Months) 

$855.24 


(28) 

Annual  Savings  in  Carrying 
Costs  of  “Safety  Stocks’’ 
(Col.  26) 

$1,081.10 


(29) 

Total  Annual  Savings  in 
Operating  Costs  under 
Proposed  System 
(Col.  27  +  Col.  28) 

$1,936.34 


Maxon’s  proposals  were  discussed  at  some  length,  and  it  was  unani¬ 
mously  agreed  that  he  should  proceed  to  implement  his  suggestions  as 
rapidly  as  possible.  Hennessey  again  questioned  the  competence  of  his 
production  personnel  and  their  ability  to  devote  the  necessary  time 
needed  to  install  the  new  system.  He  did  not  foresee  any  problems,  how¬ 
ever,  in  their  operating  with  the  system  once  installed.  “That  means, 
John,”  said  Hennessey  to  Maxon,  “that  it’ll  be  up  to  you  to  get  the  thing 
going  and  do  all  the  necessary  missionary  work.  Fll  certainly  tell  my  boys 
to  cooperate  with  you  fully.”  Maxon  was  quite  agreeable  to  undertaking 
the  task  and  stated  he  would  proceed  as  rapidly  as  possible. 

IMPLEMENTATION  OF  NEW  SYSTEM 

By  early  June,  Maxon  had  completed  his  calculations  for  all  major 
components  used  by  Midwest,  and  had  prepared  a  set  of  procedure  out¬ 
lines  and  guide  sheets  for  implementation  of  the  new  ordering  system. 
On  June  4  he  called  a  meeting  of  all  foremen  and  inventory  clerks  at 
which  Joe  Hennessey  was  also  present.  Maxon  outlined  Midwest’s  urgent 
need  for  working  capital  in  its  current  expansion  program.  He  then 
proceeded  to  explain  the  importance  of  establishing  optimum  order  lot 
sizes  and  minimal  safety  stock  levels.  Maxon  distributed  the  same  ex¬ 
hibit  sheets  he  had  used  in  his  presentation  at  the  executive  committee 
meetings,  although  his  explanations  were  given  on  a  more  elementary 
level.  “Don’t  worry  too  much  about  the  formulas  and  tables,”  he  sug¬ 
gested,  ‘the  most  important  thing  you  should  note  is  the  savings  the 
company  is  going  to  get  out  of  this  new  system.  I  know  it’ll  mean  writing 
up  more  orders  per  month  than  you’ve  been  dong  so  far,  but  the  cost  of 
this  extra  work  is  all  allowed  for  in  the  calculations  we’ve  made  and,  as 
you  see,  we  come  out  well  ahead  of  the  game.” 

Hennessey  initiated  the  discussion  of  Maxon’s  presentation  by  stating 
that  he  too  was  anxious  to  achieve  any  possible  savings,  and  that  as  far 
as  he  could  see  Maxon’s  ideas  appeared  to  make  good  sense.  “You  fellows 
will  be  dealing  with  this  new  system,  and  you’re  familiar  with  our  inven- 
tory  problems,”  he  told  the  group,  “so  let’s  hear  your  reactions  to  Mr. 
Maxon’s  proposals.”  In  the  discussion  that  followed  most  foremen  felt 
they  were  not  qualified  to  evaluate  the  mathematical  computations  in- 
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volved  and,  with  various  degrees  of  reservation,  agreed  that  the  new 
system  deserved  a  trial.  Pointing  out  that  Iverson  would  be  in  charge  of 
the  system,  when  installed,  Hennessey  asked  for  any  suggestons  he  might 
have.  “For  a  guy  who  had  trouble  with  high  school  math”  Iverson  replied, 
“I  can’t  claim  that  I  understand  all  the  figures.  It  doesn’t  seem  to  me  that 
I’ve  been  loading  up  too  heavy  on  parts,  but  I  guess  I  could’ve  been.  I  guess 
I  was  just  naturally  more  concerned  with  the  smooth  running  of  the  shop 
than  with  the  theoretical  costs  involved.”  Iverson,  after  pointing  out  that 
he  couldn’t  really  tell  how  things  would  work  out  from  just  looking  at 
tables  of  figures,  agreed  he  would  do  his  best  to  adapt  to  the  new  system. 

Maxon  spent  the  next  two  weeks  distributing  lists  of  proposed  inven¬ 
tory  levels  and  reorder  lot  sizes  for  all  major  components  to  the  foremen 
and  clerks  involved.  He  devoted  as  much  time  as  he  could  to  explaining 
the  lists  and  procedures  to  Iverson,  and  overseeing  the  ordering  of  any 
specific  components  which  happened  to  come  up  during  his  visits  with 
Iverson.  While  Maxon  was  devoting  much  of  his  time  to  the  inventory 
system  installation,  he  found  that  some  of  his  other  duties  were  being 
unavoidably  neglected.  He  was,  therefore,  quite  relieved  when,  towards 
the  end  of  June,  he  felt  that  Iverson  and  the  other  foremen  were  acquir¬ 
ing  the  necessary  familiarity  and  competence  in  the  new  system  and 
could  be  safely  left  to  their  own  devices.  Before  returning  to  a  full-time 
pursuit  of  his  controller’s  duties,  Maxon  set  up  a  monthly  summary  form 
to  be  maintained  by  Iverson’s  chief  clerk.  The  form  was  designed  to  show 
monthly  average  inventory  levels  and  reorder  quantities,  by  components, 
from  which  Maxon  could  compute  actual  reductions  and  savings  for 
comparison  with  the  newly  set  standards.  Maxon  felt  that  it  would  proba¬ 
bly  take  three  to  four  months  for  the  new  procedures  to  “shake  down.” 
Accordingly,  he  informed  Mr.  Gilbert  that  he  wtmld  be  ready  to  present 
the  results  of  his  drive  on  component  inventories  at  the  October  meeting 
of  the  executive  committee. 

During  the  “shakedown”  period,  Mason  made  it  his  business  to  pay 
Iverson  a  visit  or  two  a  month  and  to  ask  how  things  were  coming  along. 
Iverson  reported  that  he  was  doing  his  best  to  follow  the  new  inventory 
procedures  whenever  his  day-to-day  production  problems  permitted  it. 
He  made  a  few  attempts  to  point  out  some  of  those  production  problems, 
which  seemed  to  be  increasing  in  recent  weeks.  Maxon,  conscious  of  his 
limited  competence  in  production  problems,  and  careful  not  to  overstep 
his  functional  authority,  suggested  that  Iverson  discuss  his  manufactur¬ 
ing  problems  with  Hennessey,  “one  of  the  best  production  men  in  our 
industry.”  After  one  of  Maxon’s  visits,  Iverson  turned  to  his  stamping 
foreman  and  said:  “Boy,  am  I  the  guy  in  the  middle!  Hennessey  tells  me 
my  troubles  all  come  from  this  inventory  system  and  to  see  Maxon,  and 
Maxon  tells  me  to  go  see  Hennessey.  One  way  or  another  I’m  as  busy  as 
a  one-armed  paperhanger.” 

THE  NEW  SYSTEM  REVIEWED 

At  the  October  meeting  of  the  executive  committee  Mr.  Gilbert  called 
on  John  Maxon  to  present  his  scheduled  evaluation  of  the  new  inventory 
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procedures  installed  in  June.  Maxon  reported  that  he  was  most  disap¬ 
pointed  in  the  results  to  date.  His  summary  records  showed  that  some 
reduction  in  inventory  levels  was  indeed  achieved,  but  that  it  was  a  long 
way  from  the  goals  he  had  established.  Using  the  GFC-5  components 
again  as  a  typical  example,  Maxon  reported  that  average  inventory  levels 
were  reduced  by  only  about  $5,000,  as  against  the  goal  of  $14,000  com¬ 
puted  in  his  original  presentations.  Monthly  total  costs  of  ordering  and 
carrying  inventories  showed  an  almost  negligible  reduction,  well  below 
the  $1,900  annual  rate  predicted.  The  reasons  for  this  disappointing  per¬ 
formance,  Maxon  pointed  out,  were  quite  self-evident  from  his  summary 
records.  Iverson  had  only  cut  back  his  “safety  stocks”  by  some  $3,500 
(instead  of  the  proposed  $5,690),  and  had  adopted  the  recommended  op¬ 
timum  order  lot  size  in  only  40  percent  of  his  reordering.  “The  solution 
is  as  obvious  as  the  cause  of  the  failure,”  claimed  Maxon.  “Iverson  is  just 
not  competent  to  be  in  charge  of  a  system  which  requires  some  under¬ 
standing  of  mathematical  techniques  and  at  least  some  appreciation  of 
costs.  Sure,  Iverson  can  understand  a  price-tag  of  $9.50  on  each  ‘A7  com¬ 
ponent  he  orders,  but  he  just  has  no  idea  of  how  much  it  costs  us  to  have 
it  lying  around.  If  we’re  ever  going  to  succeed  in  putting  some  of  the 
modern  mathematical  techiques  to  work  for  us,  we’ve  got  to  have  people 
who  understand  what  it’s  all  about.  It  is  my  recommendation  that  we  pull 
Iverson  off  the  inventory  control  job  and  put  in  some  bright  kid  who’s 
had  some  accounting  or  record-keeping  experience.  This  inventory  thing 
isn’t  the  only  modernization  in  plant  methods  that  we’re  going  to  have, 
so  we  might  as  well  face  the  issue  and  put  in  some  people  who  can  move 
with  the  times.” 

Hennessey  strongly  objected  to  Maxon’s  analysis  of  the  situation.  Iver¬ 
son,  he  pointed  out,  was  a  top-notch  foreman  who  knew  his  job  and  had 
demonstrated  his  ability  to  perform  it  for  many  years.  The  fault  was  not 
in  Iverson’s  handling  of  the  system,  but  in  the  system  itself.  “Now  that 
we’ve  had  a  few  month’s  experience  with  it,”  Hennessey  stated,  “I  can 
see  many  practical  problems  which  John’s  figures  didn’t  show.” 

“In  the  first  place,  since  John’s  system  was  put  in  we’ve  had  several 
runouts  on  components  needed  for  assembly.  Now  I  know  that  we  can 
theoretically  switch  assembly  jobs  around  so  as  not  to  run  into  any  down- 
time,  but  in  practice  my  people  aren’t  used  to  being  shifted  around  with- 
out  notice.  They  just  didn’t  expect  runouts,  and  as  a  result  this  switching 
around  gets  them  upset  and  rattled.  I’ve  even  noticed  some  secret  hoard¬ 
ing  of  parts  by  foremen— something  we’ve  never  had  before.  In  addition 
every  time  we  get  hit  by  a  runout,  I  find  myself  in  the  middle  of  inter¬ 
departmental  wars.  The  assembly  department  blames  ordering  and  re¬ 
ceiving  for  disrupting  their  work  schedules,  ordering  blames  assembly 
for  late  requisitioning,  and  the  shipping  room — with  the  sales  depart- 
ment  on  their  neck — scream  blue  murder  at  everybody  in  the  place  when 
they  have  no  finished  units  to  ship.  These  frictions  and  hassles  are  really 
knocking  down  morale. 

Now  in  the  past  few  weeks  I’ve  also  had  Jack  Werner  (quality  control 
supervisor)  almost  constantly  on  my  back.  He’s  complaining  bitterly 


Midwest  Hardware  Manufacturing  Company  /  Case  431 


about  a  tremendous  increase  in  the  percent  rejects  we’re  turning  out. 
Even  though  I  know  Jack’s  a  real  nut  on  quality,  his  figures  really  shook 
me  up.  I  started  checking  up  and  1  can  see  the  reason  for  these  figures. 
Aside  from  the  effect  of  the  disturbances  on  my  people,  I  find  that  Iverson 
just  isn’t  giving  sufficient  supervision  to  his  departments.  He’s  constantly 
chasing  around  with  his  inventory  and  ordering  problems,  putting  out 
brush  fires  and  trying  to  keep  the  peace;  so  he  just  isn’t  there  when  he’s 
needed. 

“Another  thing  that’s  causing  trouble  is  John’s  lot  size  for  Component 
‘C’  which  we  turn  out  in  our  stamping  department.  We  used  to  order  5,000 
units  at  a  time,  which  meant  scheduling  about  two  runs  of  it  a  month. 
(Actually  an  average  of  2.18  per  month,  see  Exhibit  3,  Column  4.)  Now 
John  wants  it  ordered  in  2,900-unit  lots.  This  means  we’ve  got  to  set  up 
the  job  four  times  a  month — twice  as  often  as  before — and  that’s  double 
the  trouble  and  expense.  Maybe  we’re  saving  some  money  in  ‘C’  invento¬ 
ries  under  the  new  system,  but  we’re  sure  throwing  it  away  in  the  stamp¬ 
ing  department. 

“As  far  as  I’m  concerned,  this  whole  trial  run  convinces  me  that  we’re 
saving  pennies  and  throwing  away  dollars.  I  can’t  show  you  any  neat 
figures  of  how  much  runouts,  frictions,  quality  troubles,  and  disruptions 
are  costing  us  in  dollars  and  cents,  but  I’m  convinced  it’s  well  over  any¬ 
thing  John  can  save  us  in  inventory  costs.  I’m  for  going  to  some  simpler 
and  more  practical  inventory  ordering  system.  The  fancy  stuff  is  proba¬ 
bly  good  for  the  real  big  companies,  with  their  computers  and  experts, 
but  just  doesn’t  work  in  an  outfit  our  size.” 

Mr.  Gilbert  believed  that  the  arguments  presented  should  be  studied 
in  detail  by  him  before  making  a  decision  on  the  inventory  procedures 
to  be  followed.  He  did  not  feel  it  was  worthwhile  to  take  up  the  entire 
executive  committee’s  time  with  further  discussion  of  the  issue,  and 
accordingly  set  up  a  meeting  with  Maxon  and  Hennessey  at  his  office  for 
the  following  day.  He  suggested  they  give  the  matter  further  thought  and 
bring  whatever  additional  data  they  could  develop  in  support  of  their 
position. 

Turning  to  Maxon,  the  president  remarked  with  a  smile,  “Just  don’t 
show  me  too  much  with  high-level  differential  equations  which  you 
know  I  can’t  handle.” 

Upon  returning  to  his  office,  Hennessey  told  Iverson,  who  was  waiting 
for  him,  “I  really  let  them  have  it,  Pete.  Maxon  was  trying  to  nail  you 
with  it,  but  I  wasn’t  having  any.  You  know,  after  this  whole  hassle,  I 
believe  there’s  something  to  cleaning  up  and  formalizing  our  inventory 
systems.  We  don’t  need  any  fancy  accountng  stuff,  but  I  think  we  can 
improve  on  what  we  had.  Let’s  you  and  I  get  together  Monday  to  work 
something  out.” 
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Selected  Readings 


From 

THE  EDUCATION  OF  T.  C.  MITS* 

By  Hugh  Gray  Lieber  and  Lillian  R.  Lieber 

.  .  .  Algebra  is  more  GENERAL 

than  Arithmetic. 

But  perhaps  you  will  say  that 
this  is  not  much  of  a  difference — 
since  in  Arithmetic 
we  also  have  general  rules, 
but  they  are  given  in  WORDS, 
instead  of  in  LETTERS  as  in  (1 ). 

Thus  in  Arithmetic  we  would  say: 

“To  find  the  area  of  any  rectangle 
multiply  its  altitude  by  its  base,” 
whereas  in  Algebra  we  say: 

A  =  ab, 

but,  after  all,  you  may  feel  that 
this  is  merely  a  matter  of 
a  convenient  shorthand 
rather  than  anything  radically  new. 

Now  the  fact  is  that 
it  is  not  merely  a  question  of 
a  convenient  shorthand, 
but 

by  writing  formulas  in  this 
very  convenient  symbolism — 
especially  when  a  formula  is 
much  more  complicated  than 
the  one  given  above — 


‘  Reprinted  from  The  Education  of  T.  C.  Mits  by  Hugh  Gray  Lieber  and  T.illia, 
By  permission  of  W.  W.  Norton  &  Co.,  Inc.  Copyright  1942, 1944  by  H.  G.  L.  R.  Liebe 
irom  pp.  44-49.) 


R.  Lieber. 
(Excerpts 
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we  are  able  to  tell 
AT  A  GLANCE 
many  interesting  facts 
which  would  be  very  difficult  to 
dig  out  from  a  complicated 
statement  in  words. 

And,  furthermore, 
when  we  learn  to  handle 
the  formulas, 
we  find  that 

we  are  able  to  solve  problems 
almost  automatically 
which  would  otherwise  require 
a  great  deal  of  hard  thinking. 

Just  as, 

when  we  learn  to  drive  a  car 
we  are  able  to  “go  places” 
easily  and  pleasantly 
instead  of  walking  to  them 
with  a  great  deal  of  effort. 

And  so  you  will  see  that 
the  more  Mathematics  we  know 
the  EASIER  life  becomes, 
for  it  is  a  TOOL  with  which 
we  can  accomplish  things 
that  we  could  not  do  at  all 
with  our  bare  hands. 

Thus  Mathematics  helps 
our  brains  and  hands  and  feet, 
and  can  make 

a  race  of  supermen  out  of  us. 
Perhaps  you  will  say: 

“But  I  like  to  walk, 

I  don’t  want  to  ride  all  the  time, 
and  I  like  to  talk, 

I  don’t  want  to  use 
abstract  symbols  all  the  time.” 

To  which  the  answer  is: 

By  all  means  enjoy  yourself  by 

walking  and  talking, 

but  when  you  have  a  hard  job  to  do, 

be  sure  to  avail  yourself 

of  all  possible  tools, 

for  otherwise 

you  may  find  it  impossible 
to  do  it  at  all. 

*  *  *  *  * 

In  fact 
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the  trouble  with  the  world  today 
is  not  that 

we  have  too  much  Mathematics, 
but  that  we  do  not  yet  have  enough.  .  .  . 
*  *  *  *  * 

No  doubt  someone  will  say: 

“But  the  war-makers 
DO  use  modern  machinery  which 
IS  based  on  Mathematics. 

Science  is  really  to  blame  for 
the  success  of  Hitler, 
and  therefore 

it  cannot  possibly  guide  us  to 
the  good  life.” 

Now  we  hope  to  show  here 

that  this  is  not  so — 

that  Science  and  Mathematics  can 

not  only  protect  us  from 

floods  and  lightning  and  disease 

and  other  physical  dangers, 

but  have  within  them 

a  PHILOSOPHY  which 

can  protect  us  from 

the  errors  of  our  own 

loose  thinking. 

And  thus  they  can  be 
a  veritable  defense  against 
ALL  evil—  .  .  . 

The  Moral:  Streamline  your  mind 
with 

Mathematics. 
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From 

PRINCIPLES  OF 
SCIENTIFIC  MANAGEMENT* 

By  Frederick  Winslow  Taylort 


President  Roosevelt,  in  his  address  to  the  Governors  at  the  White  House, 
prophetically  remarked  that  "The  conservation  of  our  national  resources  is  only 
preliminary  to  the  larger  question  of  national  efficiency." 

The  whole  country  at  once  recognized  the  importance  of  conserving  our  mate¬ 
rial  resources  and  a  largo  movement  has  boon  started  which  will  be  effective  in 


being  carried  try  floods  into  the  sea,  and  the  end  of  our  coal  and  our  iron  is  in  sight. 


ill. directed  movements  of  men,  however,  leave  nothing  visible  or  tangible  behind 
them.  I  heir  appreciation  calls  for  an  act  of  memory,  an  effort  of  the  Imagination. 
And  for  this  reason,  even  though  our  daily  loss  from  this  source  is  greater  than 
from  our  waste  of  material  things,  the  one  has  stirred  us  deeply,  while  the  other 
has  moved  us  but  little 

As  yet  there  has  been  no  public  agitation  for  "greater  national  efficiency,"  no 
mootings  have  been  called  to  consider  how  this  Is  to  be  brought  about.  And  still 
there  are  signs  that  the  need  for  greater  efficiency  is  widely  felt. 

t  he  search  for  bettor,  for  more  competent  men,  from  the  presidents  of  our  great 
companies  down  to  our  household  servants,  was  never  more  vigorous  than  it  is 
now,  And  more  than  ever  before  is  the  demand  for  competent  men  in  excess  of 
the  supply. 


In  the  past  the  mart  has  been  first:  Iri  the  future  tho  system  must  be  first.  This 
in  no  sense,  however,  implies  that  groat  men  am  not  needed.  On  the  contrary  the 
first  object  of  any  good  system  must  bo  that  of  developing  first-class  men;  and 


more  rapidly  than  ever  before, 
this  paper  has  been  written; 

Hrst  fo  point  out.  through  a  series  of  simple  illustrations,  tho  groat  loss  which 
tho  whole  country  is  suffering  through  inefficiency  in  almost  all  of  our  daily  acts. 

St  Xu  ml  In  try  to  convince  the  reader  that  tho  remedy  for  this  inefficiency  lies 
in  systematic  management,  rather  than  in  searching  for  some  unusual  or  extraordi¬ 
nary  man. 


*  From  V<  tnttifu  UUiiMUrmrulUy  »r«irn<  k,  Window  Taylor.  CojiyriKhi  '  •  W47.  le-gramd 
by  |m-i  mt-i-atm  of  ft4ii»'i  ffc  How,  HiibUdioru,  In<  i  I'.xeoriUn  from  |Sj»  H  H,  40  41.) 

f  Tho  oudtor  w4o  40  rttKiftoot  4t  llrdilctw-M  Sfool  oiut  rouHUtliUil  for  nuuiy  Usui  MX 

indltilritm  lit  flir  foil  IHO  4rrti4f*s  fit  tht*  r^Srtfilff, 
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Third  To  prove  that  the  best  management  is  a  true  science,  resting  upon  clearly 
defined  laws,  rules  and  principles,  as  a  foundation.  And  further  to  show  that  the 
fundamental  principles  of  scientific  management  are  applicable  to  all  kinds  of 
human  activities,  from  our  simplest  individual  acts  to  the  work  of  our  great  corpora¬ 
tions,  which  call  for  the  most  elaborate  cooperation.  And,  briefly,  through  a  series 
0f  illustrations,  to  convince  the  reader  that  whenever  these  principles  are  correctly 
applied,  results  must  follow  which  are  truly  astounding. 

This"  paper  was  originally  prepared  for  presentation  to  The  American  Society 
of  Mechanical  Engineers.  The  illustrations  chosen  are  such  as,  it  is  believed,  will 
especially  appeal  to  engineers  and  to  managers  of  industrial  and  manufacturing 
establishments,  and  also  quite  as  much  to  all  of  the  men  who  are  working  in  these 
establishments.  It  is  hoped,  however,  that  it  will  be  clear  to  other  readers  that  the 
same  principles  can  be  applied  with  equal  force  to  all  social  activities:  to  the 
management  of  our  homes;  the  management  of  our  farms;  the  management  of 
the  business  of  our  tradesmen,  large  and  small;  of  our  churches,  our  philanthropic 
institutions,  our  universities,  and  our  governmental  departments. 

*  *  *  *  * 

The  first  illustration  is  that  of  handling  pig  iron,  and  this  work  is  chosen  because 
it  is  typical  of  perhaps  the  crudest  and  most  elementray  form  of  labor  which  is 
performed  by  man.  The  work  is  done  by  men  with  no  other  implements  than  their 
hands.  The  pig  iron  handler  stoops  down,  picks  up  a  pig  weighing  about  92  lbs., 
walks  for  a  few  feet  or  yards  and  then  drops  it  on  to  the  ground  or  upon  a  pile. 
This  work  is  so  crude  and  elementary  in  its  nature  that  the  writer  firmly  believes 
that  it  would  be  possible  to  train  an  intelligent  gorilla  so  as  to  become  a  more 
efficient  pig-iron  handler  than  any  man  can  be.  Yet  it  will  be  shown  that  the  science 
of  handling  pig  iron  is  so  great  and  amounts  to  so  much  that  it  is  impossible  for 
the  man  who  is  best  suited  to  this  type  of  work  to  understand  the  principles  of 
this  science,  or  even  to  work  in  accordance  with  these  principles  without  the  aid 
of  a  man  better  educated  than  he  is.  And  the  further  illustrations  to  be  given  will 
make  it  clear  that  in  almost  all  of  the  mechanic  arts  the  science  which  underlies 
each  workman’s  act  is  so  great  and  amounts  to  so  much  that  the  workman  who 
is  best  suited  actually  to  do  the  work  is  incapable  (either  through  lack  of  education 
or  through  insufficient  mental  capacity)  of  understanding  this  science.  This  is 
announced  as  a  general  principle.  .  .  . 
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From 

PRINCIPLES  OF  ECONOMICS* 

By  Alfred  Marshall t 


§  3.  Next,  with  regard  to  the  economy  of  skill.  Everything  that  has 
been  said  with  regard  to  the  advantages  which  a  large  establishment 
has  in  being  able  to  afford  highly  specialized  machinery  applies  equally 
with  regard  to  highly  specialized  skill.  It  can  contrive  to  keep  each  of 
its  employees  constantly  engaged  in  the  most  difficult  work  of  which 
he  is  capable,  and  yet  so  to  narrow  the  range  of  his  work  that  he  can 
attain  that  facility  and  excellence  which  come  from  long-continued  prac¬ 
tice.  But  enough  has  already  been  said  on  the  advantage  of  division 
of  labour:  and  we  may  pass  to  an  important  though  indirect  advantage 
which  a  manufacturer  derives  from  having  a  great  many  men  in  his 
employment. 

The  large  manufacturer  has  a  much  better  chance  than  a  small  one 
has,  of  getting  hold  of  men  with  exceptional  natural  abilities,  to  do  the 
most  difficult  part  of  his  work — that  on  which  the  reputation  of  his  estab¬ 
lishment  chiefly  depends.  This  is  occasionally  important  as  regards 
mere  handiwork  in  trades  which  require  much  taste  and  originality,  as 
for  instance  that  of  a  house  decorator,  and  in  those  which  require 
exceptionally  fine  workmanship,  as  for  instance  that  of  a  manufacturer 
of  delicate  mechanism.1  But  in  most  businesses  its  chief  importance 
lies  in  the  facilities  which  it  gives  to  the  employer  for  the  selection  of 
able  and  tried  men,  men  whom  he  trusts  and  who  trust  him,  to  be  his 
foremen  and  heads  of  departments.  We  are  thus  brought  to  the  central 
problem  of  the  modern  organization  of  industry,  viz.  that  which  relates 
to  the  advantages  and  disadvantages  of  the  subdivision  of  the  work  of 
business  management. 

§  4.  The  head  of  a  large  business  can  reserve  all  his  strength  for 
the  broadest  and  most  fundamental  problems  of  his  trade:  he  must 
indeed  assure  himself  that  his  managers,  clerks  and  foremen  are  the 
right  men  for  their  work,  and  are  doing  their  work  well;  but  beyond  this 
he  need  not  trouble  himself  much  about  details.  He  can  keep  his  mind 
fresh  and  clear  for  thinking  out  the  most  difficult  and  vital  problems  of 
his  business;  for  studying  the  broader  movements  of  the  markets,  the 


IV,  »,  3. 

Advantages 
of  a  large 
factory  as 
regards  spe¬ 
cialized  skill, 


the  selection 
of  leading 
men,  etc. 


IV,  xi,  4. 

The  subdivi¬ 
sion  of  the 
work  of  busi¬ 
ness  man¬ 
agement:  ad¬ 
vantages  of 
the  large 
manufacturer; 


*  Reprinted  with  permission  of  The  Macmillan  Company  from  Principles  of  Economics 
by  Alfred  Marshall.  Copyright  The  Royal  Economic  Society  1961.  (Excerpts  from  pp.  283-85.) 

t  The  author  was  Professor  of  Economics  at  Cambridge  University.  This  book  was  first 
published  in  1890. 

1  Thus  Boulton  writing  in  1770  when  he  had  700  or  800  persons  employed  as  metallic  artists 
and  workers  in  tortoiseshell,  stones,  glass,  and  enamel,  says: — “I  have  trained  up  many,  and 
am  training  up  more,  plain  country  lads  into  good  workmen;  and  wherever  I  find  indications 
of  skill  and  ability,  I  encourage  them.  I  have  likewise  established  correspondence  with  almost 
every  mercantile  town  in  Europe,  and  am  thus  regularly  supplied  with  orders  for  the  grosser 
articles  in  common  demand,  by  which  I  am  enabled  to  employ  such  a  number  of  hands  as 
to  provide  me  with  an  ample  choice  of  artists  for  the  finer  branches  of  work:  and  I  am  thus 
encouraged  to  erect  and  employ  a  more  extensive  apparatus  than  it  would  be  prudent  to 
employ  for  the  production  of  the  finer  articles  only.”  Smiles’  Life  of  Boulton,  p.  128. 
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those  of  the 
small 

manufacturer 


IV,  xl,  5. 


yet  undeveloped  results  of  current  events  at  home  and  abroad;  and  for 
contriving  how  to  improve  the  organization  of  the  internal  and  external 
relations  of  his  business. 

For  much  of  this  work  the  small  employer  has  not  the  time  if  he  has 
the  ability;  he  cannot  take  so  broad  a  survey  of  his  trade,  or  look  so 
far  ahead;  he  must  often  be  content  to  follow  the  lead  of  others.  And 
he  must  spend  much  of  his  time  on  work  that  is  below  him;  for  if  he  is 
to  succeed  at  all,  his  mind  must  be  in  some  respects  of  a  high  quality, 
and  must  have  a  good  deal  of  originating  and  organizing  force;  and  yet 
he  must  do  much  routine  work. 

On  the  other  hand  the  small  employer  has  advantages  of  his  own. 

.  The  master’s  eye  is  everywhere;  there  is  no  shirking  by  his  foremen  or 
workmen,  no  divided  responsibility,  no  sending  half-understood  mes¬ 
sages  backwards  and  forwards  from  one  department  to  another.  He 
saves  much  of  the  book-keeping,  and  nearly  all  of  the  cumbrous  system 
of  checks  that  are  necessary  in  the  business  of  a  large  firm;  and  the 
gain  from  this  source  is  of  very  great  importance  in  trades  which  use 
the  more  valuable  metals  and  other  expensive  materials. 

And  though  he  must  always  remain  at  a  great  disadvantage  in  getting 
information  and  in  making  experiments,  yet  in  this  matter  the  general 
course  of  progress  is  on  his  side.  For  External  economies  are  constantly 
growing  in  importance  relatively  to  Internal  in  all  matters  of  Trade- 
knowledge:  newspapers,  and  trade  and  technical  publications  of  all 
kinds  are  perpetually  scouting  for  him  and  bringing  him  much  of  the 
knowledge  he  wants— knowledge  which  a  little  while  ago.  would  have 
been  beyond  the  reach  of  anyone  who  could  not  afford  to  have  well-paid 
agents  in  many  distant  places.  Again,  it  is  to  his  interest  also  that  the 
secrecy  of  business  is  on  the  whole  diminishing,  and  that  the  most 
important  improvements  in  method  seldom  remain  secret  for  long  after 
they  have  passed  from  the  experimental  stage.  It  is  to  his  advantage 
that  changes  in  manufacture  depend  less  on  mere  rules  of  thumb  and 
more  on  broad  developments  of  scientific  principle;  and  that  many  of 
these  are  made  by  students  in  the  pursuit  of  knowledge  for  its  own  sake, 
and  are  promptly  published  in  the  general  interest  Although  therefore 
the  small  manufacturer  can  seldom  be  in  the  front  of  the  race  of  prog¬ 
ress,  he  need  not  be  far  from  it,  if  he  has  the  time  and  the  ability  for 
availing  himself  of  the  modern  facilities  for  obtaining  knowledge.  But  it 
is  true  that  he  must  be  exceptionally  strong  if  he  can  do  this  without 
neglecting  the  minor  but  necessary  details  of  the  business.  .  .  . 
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From 

TESTIMONY  BEFORE  THE  SPECIAL 
HOUSE  COMMITTEE  INVESTIGATING 
THE  TAYLOR  AND  OTHER  SYSTEMS* 

By  Frederick  Winslow  Tayior\ 

The  Chairman.  Is  it  not  the  purpose  of  all  production  to  add  to  the  comfort  and 
well-being  of  mankind? 

Mr.  Taylor.  It  is. 

The  Chairman.  If  by  any  system  of  production  you  increase  the  discomfort  of 
mankind,  have  you  not  thereby  destroyed  the  very  purposes  of  your  production? 

Mr.  Taylor.  That  depends  entirely  upon  the  amount  of  discomfort  which  the 
workman  had  before.  If  a  man  had  not  been  working  faithfully,  if  he  had  spent 
one-half  of  his  time  in  idleness,  I  do  not  look  upon  it  as  anything  of  a  misfortune 
to  that  man  that  he  is  brought  to  spend  his  working  time  in  useful  effort  instead 
of  in  useless  exertion. 

The  Chairman.  Do  you  think  that  the  comparatively  small  number  of  employees 
should  have  the  power  to  determine  absolutely  for  the  comparatively  large  number 
of  employees  what  constitutes  comfort  for  them? 

Mr.  Taylor.  I  certainly  do  not  think  it  ought  to  be  in  the  power  of  any  outside 
man  to  say  what  shall  constitute  the  comfort  of  his  fellow  man.  Every  person 
should  be  free  to  decide  what  is  for  his  own  comfort,  and  I  think  in  this  country, 
so  far  as  I  know,  that  is  true. 

The  Chairman.  Would  not  the  fact  that  industry  is  to  be  directed  by  scientific 
management — by  one  central  intelligence — and  that  the  question  of  whether  the 
workmen  are  comfortable  or  uncomfortable  is  to  be  determined  by  that  central 
intelligence,  place  in  the  hands  of  the  employers  the  power  to  determine  what 
constitutes  comfort  for  the  employees? 

Mr.  Taylor.  Mr.  Chairman,  I  must  again  state  that  under  scientific  management 
those  men  who  are  in  the  management,  such  as,  for  instance,  the  superintendent, 
the  foremen,  the  president  of  the  company,  have  far,  far  less  arbitrary  power  than 
is  now  possessed  by  the  corresponding  men  who  are  occupying  those  positions 
in  the  older  types  of  management.  I  must  again  state  that  under  scientific  manage¬ 
ment  the  officers  of  the  company,  those  on  the  management  side,  are  quite  as 
much  subject  to  the  same  laws  as  are  the  workmen.  As  I  have  again  and  again 
stated,  our  great  difficulty  in  the  introduction  of  scientific  management  has  been 
to  get  those  on  the  management  side  to  obey  these  laws  and  to  do  the  share  which 
it  becomes  their  duty  to  do  in  the  actual  work  of  the  establishment  in  cooperating 
with  the  workmen,  so  that  I  hope  that  I  may  be  able  to  make  myself  clear  that  under 
scientific  management  arbitrary  power,  arbitrary  dictation,  ceases;  and  that  every 
single  subject,  large  and  small,  becomes  the  question  for  scientific  investigation, 
for  reduction  to  law,  and  that  the  workmen  have  quite  as  large  a  share  in  the 

*  From  Scientific Managementby  Frederick  Winslow  Taylor.  Copyright  ©  1947.  Reprinted 
by  permission  of  Harper  &  Row,  Publishers,  Inc.  (Excerpts  from  pp.  211-13,  215-17.) 

t  The  author  was  an  engineer  at  Bethlehem  Steel  and  became  consultant  for  many  leading 
industries  in  the  first  two  decades  of  this  century. 
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development  of  these  laws  and  in  subsequently  carrying  them  out  as  the  manage¬ 
ment  have. 

The  Chairman.  Is  not  the  management  the  final  arbiter  in  the  determining  of 
those  questions  under  scientific  management? 

Mr.  Taylor.  In  most  cases  the  laws  and  the  formulas  and  the  facts  of  scientific 
management,  which  are  vital  both  to  the  workmen  and  the  management,  have 
been  developed  during  years  preceding  the  one  in  which  the  work  is  going  on. 
And  that  being  the  case,  neither  the  management  nor  the  workmen  have  any  final 
arbitrary  dictum  as  to  those  laws.  The  laws  of  scientific  management  are  some¬ 
what  analogous  to  the  laws  of  this  country.  We  are  all  working  under  certain  laws 
that  were  not  enacted  by  the  present  Congress  or  the  present  President  of  the 
United  States,  and  which  have  not  been  interpreted  by  the  present  courts,  and 
yet  the  President  of  the  United  States  and  all  the  citizens  of  the  United  States  are 
alike  working  under  those  laws.  Now,  under  scientific  management  there  have 
gradually  grown  up  a  code  of  laws  which  are  accepted  by  both  as  just  and  fair. 
What  I  want  to  make  clear  is  that  the  old  arbitrary  way  of  having  a  dictator,  who 
was  at  the  head  of  the  company,  decide  everything  with  his  dictum,  and  having 
his  word  final,  has  ceased  to  exist. 

***** 

The  Chairman.  When  your  scientific  management  has  gathered  together  its 
information,  its  formulas,  and  formulated  its  rules  and  regulations,  systematized 
its  work,  etc.,  giving  its  direction  to  the  workman,  and  the  workman  fails  to  obey 
these  formulas  that  are  laid  down  for  him,  is  there  any  method  in  scientific  manage¬ 
ment  to  discipline  the  workman? 

Mr.  Taylor.  There  certainly  is,  Mr.  Chairman;  and  any  system  of  whatever  nature 
under  which  there  is  no  such  thing  as  discipline  is,  I  think  I  can  say,  pretty  nearly 
worthless.  Under  scientific  management  the  discipline  is  at  the  very  minimum,  but 
out  of  kindness  to  the  workman,  out  of  personal  kindness  to  him,  in  my  judgment, 
it  is  the  duty  of  those  who  are  in  the  management  to  use  ail  the  arts  of  persuasion 
first  to  get  the  workman  to  conform  to  the  rules,  and  after  that  has  been  done, 
then  to  gradually  increase  the  severity  of  the  language  until,  practically,  before  you 
are  through,  the  powers  of  the  English  language  have  been  exhausted  in  an  effort 
to  make  the  man  do  what  he  ought  to  do.  And  if  that  fails,  then  in  the  interest  of 
the  workman  some  more  severe  type  of  discipline  should  be  resorted  to. 

The  Chairman.  Having  gathered  together  all  your  information,  and  built  up  your 
formulas  and  introduced  your  scientific  management,  if  the  management  violates 
its  formulas,  what  method  is  there  in  scientific  management  to  discipline  the 
management  for  its  violation  of  its  principles? 

Mr.  Taylor.  I  am  very  glad  that  you  asked  that  question.  Just  the  moment  that 
any  of  our  men  in  the  planning  room  does  not  attend  to  his  end  of  the  business, 
just  the  moment  one  of  the  teachers  or  one  of  the  functional  foremen  does  not 
attend  to  his  duties,  or  do  whatever  he  ought  to  do  in  the  way  of  serving  the 
workmen  I  say  serving  advisedly,  because  if  there  is  anything  that  is  characteris- 
tic  of  scientific  management  it  is  the  fact  that  the  men  who  were  formerly  called 
bosses  under  the  old  type  of  management,  under  scientific  management  become 
the  servants  of  the  workmen.  It  is  their  duty  to  wait  on  the  workmen  and  help  them 
in  all  kinds  of  ways,  and  just  let  a  boss  fall  down  in  any  one  thing  and  not  do  his 
duty,  and  a  howl  goes  right  straight  up.  The  workman  comes  to  the  planning  room 
and  ra,ses  a  9reat  big  howl  because  the  foreman  has  not  done  his  duty.  I  tell  you 
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that  those  in  the  management  are  disciplined  quite  as  severely  as  the  workmen 
are.  Scientific  management  is  a  true  democracy. 

The  Chairman.  Suppose  that  it  is  the  man  higher  up  that  violates  these  for¬ 
mulas?  As  I  understand  your  testimony  before  this  committee,  no  scientific  man¬ 
agement  can  exist  until  there  has  been  an  entire  change  of  mind  on  the  part  of 
the  management  as  well  as  on  the  part  of  the  workmen? 

Mr.  Taylor.  Yes,  sir. 

The  Chairman.  And  that  this  change  must  take  place  in  the  point  of  view,  in 
the  mind  of  the  employer  and  the  employee. 

Mr.  Taylor.  Yes,  sir. 


From 

LEVIATHAN  (CHAPTER  X,  OF  POWER, 

WORTH,  DIGNITY,  HONOUR, 

AND  WORTHINESS) 

By  Thomas  Hobbes  \ 

The  power  of  a  man,  to  take  it  universally,  is  his  present  means  to  obtain  some 
future  apparent  good,  and  is  either  original  or  instrumental. 

Natural  power  is  the  eminence  of  the  faculties  of  body,  or  mind;  as  extraordi¬ 
nary  strength,  form,  prudence,  arts,  eloquence,  liberality,  nobility.  Instrumental  are 
those  powers  which,  acquired  by  these,  or  by  fortune,  are  means  and  instruments 
to  acquire  more;  as  riches,  reputation,  friends,  and  the  secret  working  of  God, 
which  men  call  good  luck.  For  the  nature  of  power  is,  in  this  point,  like  to  fame, 
increasing  as  it  proceeds;  or  like  the  motion  of  heavy  bodies,  which,  the  further 
they  go,  make  still  the  more  haste. 

The  greatest  of  human  powers  is  that  which  is  compounded  of  the  powers  of 
most  men,  united  by  consent,  in  one  person,  natural  or  civil,  that  has  the  use  of 
all  their  powers  depending  on  his  will;  such  as  is  the  power  of  a  Commonwealth: 
or  depending  on  the  wills  of  each  particular;  such  as  is  the  power  of  a  faction,  or 
of  diverse  factions  leagued.  Therefore  to  have  servants  is  power;  to  have  friends 
is  power:  for  they  are  strengths  united. 

Also,  riches  joined  with  liberality  is  power;  because  it  procureth  friends  and 
servants:  without  liberality,  not  so;  because  in  this  case  they  defend  not,  but 
expose  men  to  envy,  as  a  prey. 

Reputation  of  power  is  power;  because  it  draweth  with  it  the  adherence  of  those 
that  need  protection. 

So  is  reputation  of  love  of  a  man’s  country,  called  popularity ;  for  the  same 
reason. 

Also,  what  quality  soever  maketh  a  man  beloved  or  feared  of  many,  or  the 


t  Thomas  Hobbes,  1588-1679,  made  significant  contributions  to  political  science  through 
Leviathan ,  his  major  work. 
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reputation  of  such  quality,  is  power;  because  it  is  a  means  to  have  the  assistance 
and  service  of  many. 

Good  success  is  power;  because  it  maketh  reputation  of  wisdom  or  good 
fortune,  which  makes  men  either  fear  him  or  rely  on  him. 

Affability  of  men  already  in  power  is  increase  of  power;  because  it  gaineth  love. 

Reputation  of  prudence  in  the  conduct  of  peace  or  war  is  power;  because  to* 
prudent  men  we  commit  the  government  of  ourselves  more  willingly  than  to  others. 

Nobility  is  power,  not  in  all  places,  but  only  in  those  Commonwealths  where 
it  has  privileges;  for  in  such  privileges  consisteth  their  power. 

Eloquence  is  power;  because  it  is  seeming  prudence. 

Form  is  power;  because  being  a  promise  of  good,  it  recommendeth  men  to  the 
favour  of  women  and  strangers. 

The  sciences  are  small  powers;  because  not  eminent,  and  therefore,  not  ac¬ 
knowledged  in  any  man;  nor  are  at  all,  but  in  a  few,  and  in  them,  but  of  a  few  things. 
For  science  is  of  that  nature,  as  none  can  understand  it  to  be,  but  such  as  in  a 
good  measure  have  attained  it. 

Arts  of  public  use,  as  fortification,  making  of  engines,  and  other  instruments 
of  war,  because  they  confer  to  defence  and  victory,  are  power;  and  though  the 
true  mother  of  them  be  science,  namely,  the  mathematics;  yet,  because  they  are 
brought  into  the  light  by  the  hand  of  the  artificer,  they  be  esteemed  (the  midwife 
passing  with  the  vulgar  for  the  mother)  as  his  issue. 


From 

POWER  AND  SOCIETY* 

By  Harold  D.  Lasswell  and  Abraham  Kap!an\ 


.  .  .  The  circulation  of  a  leadership  varies  inversely  with  the  disparity  between 
its  skills  and  those  of  the  rank  and  file. 

This  is  one  of  Michels’  basic  theses,  elaborated  throughout  his  study  of  Political 
Parties:  ‘the  leader’s  principal  source  of  power  is  found  in  his  indispensability.” 
Every  organization  rests  on  a  division  of  labor,  and  hence  specialization.  And  to 
the  degree  that  distinctive  skills  are  involved  the  specialist  becomes  indispens¬ 
able.  The  leader  is  such  a  specialist. 

The  leaders  cannot  be  replaced  at  a  moment’s  notice,  since  all  the  other  mem- 
ers  of  the  party  [or  other  group]  are  absorbed  in  their  everyday  occupations  and 
are  strangers  to  the  bureaucratic  mechanism.  This  special  competence,  this  expert 
knowledge,  which  the  leader  acquires  in  matters  inaccessible,  or  almost  inaccessi- 
ble  to  the  mass,  gives  him  a  security  of  tenure  .  .  .  (1915,  84).” 


What  is  fundamental  is  that  the  possession  of  certain  values  is  a  requisite  of 
leadership,  and  that  these  values  are  nontransferable.  (Leadership  resting  on  a 

157^9)Printed  by  permlssion  of  the  Yale  University  Press,  New  Haven,  Conn.,  1950  (pp. 
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transferable  value  could  be  replaced  by  effecting  the  transfer.)  Skill  is  the  most 
striking  of  the  nontranaferable  values;  but  there  are  others  as  well.  Thus  prestige 
is  an  important  requisite  of  leadership  not  readily  transferable.  Hence  stability  of 
leadership  will  also  vary  with  the  disparity  in  the  respect  accorded  the  leaders  and 
the  rank  and  file.  And  the  same  will  be  true  with  regard  to  personal  characteristics 
(for  instance,  prowess)  on  which  leadership  in  a  given  case  might  be  based. 

As  a  consequence,  the  ma|or  throat  to  the  leadership  is  provided,  not  by  the 
rank  and  file  itself,  but  by  potential  rivals  for  leadership  with  the  requisite  skills  and 
other  qualities. 

"Whenever  tho  power  of  the  loaders  is  seriously  threatened,  it  is  in  most  cases 
because  a  new  loader  or  a  now  group  of  leaders  is  on  the  point  of  becoming 
dominant,  ami  ts  inculcating  views  opposed  to  those  of  the  old  rulers  of  the  party. 
...  It  is  not  tho  masses  which  have  devoured  the  loaders:  the  chiefs  have  de¬ 
voured  one  another  with  the  aid  of  tho  masses  (1915,  164-5)." 

As  a  further  consequence  of  the  skill  conditions,  a  loadorhip  is  rarely  completely 
replaced  by  its  rivals,  In  criticism  of  Pareto's  "theory  of  tho  circulation  of  elites” 
Michels  points  out  that  "in  most  cases  there  is  not  a  simple  replacement  of  one 
group  of  dittos  try  another,  but  a  continuous  process  of  intermixture,  the  old 
dements  incessantly  attracting,  absorbing,  and  assimilating  the  now”  (1915, 378). 
Tho  rival  ioadot ships  uro  indispensable  to  one  another  as  well  as  to  the  group. 
Tho  now  leadership  cannot  dispense  altogether  with  tho  skills  and  experience  of 
the  old,  nor  can  tho  old  butter  maintain  its  favorable  power  position  than  by 
extending  to  rivals  a  restricted  share  in  their  own  power.  Hence 

"very  rarely  does  the  struggle  between  tho  old  loaders  and  the  new  end  in  the 
complete  defeat  of  the  former  I  tie  result  of  the  process  is  not  so  much  a  'circula¬ 
tion  dos  Aides'  as  a  'reunion  dns  Aides,'  an  amalgam,  that  is  to  say,  of  th®  two 
dements  (1915.  177)," 

Throughout  even  tho  most  revolutionary  changes  a  stable  administration  core 
remains,  which  w  the  more  prominent  tho  more  specialised  are  tho  skills  it  pos¬ 
sesses. 


From 

HUMAN  PROBLEMS  WITH  BUDGETS* 

By  Chris  Argyrist 

(Professor  Argyns  speaks  here  specifically  about  financial  budgets,  but  his 
remarks  are  applicable  to  operations  research  control  techniques. ) 

*  ninl  h\  MirpiW  Hmtntw  Vtii,  XXX I,  Nil  l  (January Febru¬ 
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Budgets  are  accounting  techniques  designed  to  control  costs  through  people. 
As  such  their  impact  is  felt  by  everyone  in  the  organization.  They  are  continuously 
being  brought  into  the  picture  when  anyone  is  trying  to  determine,  plan,  and 
implement  an  organizational  policy  or  practice.  Moreover,  budgets  frequently 
serve  as  a  basis  for  rewarding  and  penalizing  those  in  the  organization.  Failure 
to  meet  the  budget  in  many  plants  invites  much  punishment;  success,  much 
reward. 

***** 

One  of  the  most  common  of  the  factory  supervisors’  assumptions  about  bud¬ 
gets  is  that  they  can  be  used  as  a  pressure  device  to  increase  production  effi¬ 
ciency.  Finance  people  also  admit  to  the  attitude  that  budgets  help  “keep  em¬ 
ployees  on  the  ball”  by  raising  their  goals  and  increasing  their  motivation.  The 
problem  of  the  effects  of  pressure  applied  through  budgets  seems  to  be  at  the 
core  of  the  budget  problem. 

***** 

.  .  .*  Being  concrete, .  .  .  budgets  seem  to  serve  as  a  medium  through  which 
the  total  effects  of  management  pressure  are  best  expressed. 

***** 

It  is  not  difficult  to  see  what  happens.  Tension  begins  to  mount.  People  become 
uneasy  and  suspicious.  They  increase  the  informal  pressure  to  keep  production 
at  the  new  level.  .  .  . 

***** 

...  We  know,  from  psychological  research,  that  people  can  stand  only  a 
certain  amount  of  pressure.  After  that  point  is  passed,  it  becomes  intolerable  to 
an  individual.  We  also  know  that  one  method  people  use  to  reduce  the  effect  of 
the  pressure  (assuming  that  the  employees  cannot  reduce  the  pressure  itself)  is 
to  join  groups,  which  help  absorb  much  of  the  pressure  and  thus  relieve  the 
individual  personally. 

***** 

Gradually,  therefore,  the  individuals  become  a  group  because  in  so  doing  they 
are  able  to  satisfy  their  need  to  (a)  reduce  the  pressure  on  each  individual;  (b)  get 
rid  of  tension,  (c)  feel  more  secure  by  belonging  to  a  group  which  can  counteract 
the  pressure.  .  .  . 

***** 

But  what  about  the  supervisor,  particularly  the  front-line  supervisor  or  foreman? 
Strong  pressures  also  converge  upon  him.  How  does  he  protect  himself  from  these 
pressures? 

He  cannot  join  a  group  against  management,  as  his  work  force  does.  For  one 
thing,  he  probably  has  at  least  partially  identified  himself  with  management.  For 
another,  he  may  be  trying  to  advance  in  the  hierarchy.  Naturally,  he  would  not  help 
his  chances  for  advancement  if  he  joined  an  anti  management  group. 

The  evidence  obtained  from  our  study  seems  to  indicate  that  the  line  supervisor 
cannot  pass  all  the  pressure  he  feels  along  to  his  workers.  Time  and  time  again 
factory  supervisors  stated  that  passing  the  pressure  down  would  only  create 
conflict  and  trouble,  which  in  turn  would  lead  to  a  decrease  in  production. 

The  question  thus  arises:  Where  does  the  pressure  go?  How  do  the  supervisors 
relieve  themselves  of  at  least  some  of  it?  There  is  evidence  to  suggest  at  least 
three  ways  in  which  pressure  is  handled  by  the  supervisors: 

1.  Interdepartmental  strife — Some  foremen  seek  release  from  pressure  by 
continuously  trying  to  blame  others  for  the  troubles  that  exist  .  . 
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2.  Staff  versus  factory  strife — Foremen  also  try  to  diminish  pressure  by  blaming 
the  budget  people,  production-control  people,  and  salesmen  for  their  problems. 

3.  “Internalizing” pressure — Many  supervisors  who  do  not  complain  about  the 
pressure  have  in  reality  “internalized”  it,  and,  in  a  sense,  made  it  a  part  of  them¬ 
selves.  Such  damming  up  of  pressure  can  affect  supervisors  in  at  least  two  differ¬ 
ent  ways: 

a.  Supervisor  A  is  quiet,  relatively  nonemotional,  seldom  expresses  his  nega¬ 
tive  feelings  to  anyone,  but  at  the  same  time  he  works  excessively.  He  can  be 
found  at  his  desk  long  after  the  others  have  gone  home.  He  often  draws  the 
comment,  “That  guy  works  himself  to  death.” 

b.  Supervisor  B  is  nervous,  always  running  around  “checking  up”  on  all  his 
employees.  He  usually  talks  fast,  gives  one  the  impression  that  he  is  “selling” 
himself  and  his  job  when  interviewed.  He  is  forever  picking  up  the  phone,  barking 
commands,  and  requesting  prompt  action. 

*  *  *  *  * 

.  .  .  Constant  tension  leads  to  frustration.  A  person  who  has  become  frus¬ 
trated  no  longer  operates  as  effectively  as  he  used  to.  He  finds  that  he  tends  to 
forget  things  he  used  to  remember.  Work  that  he  once  did  with  pleasure  he  now 
delegates  to  someone  else.  He  is  not  able  to  make  decisions  as  fast  as  previously. 
Now  he  finds  he  has  to  take  a  walk  or  get  a  cup  of  coffee — anything  to  “get  away 
from  it  all.” 

***** 

.  .  .  Extreme  application  to  work  or  extreme  aggression  become  “natural” 
— part  of  the  “human  nature”  of  the  supervisor.  His  consequent  attempts  to 
alleviate  some  of  the  factors  causing  the  tension  may  lead  to  quick,  ill-conceived, 
confused,  or  violent  action. 

Withdrawal,  apathy,  indifference  are  other  results  of  such  stresses  and  strains. 
Rumors  begin  to  fly;  mistrust,  suspicion,  and  intolerance  grow  fast.  In  short,  con¬ 
flict,  tension,  and  unhappiness  become  the  key  characteristics  of  the  supervisor’s 
life. 

***** 

Our  interviewers  suggested  that  the  budget  people  perceive  their  role  as  being 
“the  watchdog  of  the  company.”  They  are  always  trying  to  improve  the  situation 
in  the  plant.  As  one  finance  supervisor  said,  “ Always  there  is  room  to  make  it 
better.” .  .  . 

In  other  words,  the  success  of  the  finance  men  derives  from  finding  errors, 
weaknesses,  and  faults  that  exist  in  the  plant.  But  when  they  discover  such  condi¬ 
tions,  in  effect  they  also  are  singling  out  a  “guilty  party”  and  implicitly,  at  least, 
placing  him  in  failure.  Naturally,  any  comment  that  “things  aren’t  going  along  as 
well  as  they  could  in  your  department”  tends  to  make  the  particular  foreman  feel 
he  is  deficient. 

***** 

The  way  in  which  foremen’s  shortcomings  are  reported  also  is  important 

Let  us  assume  that  a  finance  man  discovers  an  error  in  a  particular  foreman’s 
department.  How  is  this  error  reported?  Does  the  finance  man  go  directly  to  the 
factory  foreman?  In  the  plants  studied  the  answer,  usually,  is  no. 

The  finance  man  cannot  take  the  “shortest”  route  between  the  foreman  and 
himself.  For  one  reason,  it  may  be  a  violation  of  policy  for  staff  personnel  to  go 
directly  to  line  personnel.  Even  more  important  (from  a  human  point  of  view),  the 
finance  man  achieves  his  success  when  his  boss  knows  he  is  finding  errors.  But 
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his  boss  would  never  know  how  good  a  job  he  is  doing  unless  he  brought  attention 
to  it.  .  .  . 

*  *  %  *  * 

But  how  about  factory  people?  The  answer  seems  evident.  In  such  a  situation, 
the  foreman  experiences  the  negative  feelings  not  only  of  being  wrong  but  also 
of  knowing  that  his  superiors  know  it,  and  that  he  has  placed  them  in  an  undesira¬ 
ble  position. 

Finally,  to  add  insult  to  injury,  the  entire  incident  is  made  permanent  and  exhib¬ 
ited  to  the  plant  officials  by  being  placed  in  some  budget  report  which  is  to  be, 
or  has  been,  circulated  through  many  top  channels. 


From 

MODERN  PRODUCTION  MANAGEMENT* 

By  £ i wood  S.  Buffa\ 


In  a  sense,  inventories  make  possible  a  rational  production  system.  Without 
them  we  could  not  achieve  smooth  production  flow,  obtain  reasonable  utilization 
of  machines,  reasonable  material  handling  costs,  or  expect  to  give  reasonable 
service  to  customers  on  hundreds  of  items  regarded  as  “stock”  items.  At  each 
stage  of  both  manufacturing  and  distribution,  inventories  serve  the  vital  function 
of  decoupling  the  various  operations  in  the  sequence  beginning  with  raw  materials, 
extending  through  all  of  the  manufacturing  operations  and  into  finished  goods 
storage,  and  thence  to  warehouses  and  retail  stores.  Between  each  pair  of  activi- 
ties  in  this  sequence,  inventories  make  the  required  operations  enough  independ- 
ent  of  each  other  that  low  cost  operations  can  be  carried  out.  Thus,  when  raw 
materials  are  ordered,  a  supply  is  ordered  that  is  large  enough  to  justify  the 
out-of-pocket  cost  of  putting  through  the  order  and  transporting  it  to  the  plant 
When  production  orders  to  manufacture  parts  and  products  are  released,  we  try 
to  make  them  big  enough  to  justify  the  cost  of  writing  the  orders  and  setting  up 
machines  to  perform  the  required  operations.  Otherwise,  order  writing  and  setup 
costs  could  easily  become  prohibitive.  Running  parts  through  the  system  in  lots 
also  tends  to  reduce  handling  costs  because  parts  can  be  handled  in  groups. 

***** 


Unfortunately,  the  inventory  question  is  not  a  one-sided  one,  which  is  precisely 
why  inventories  are  a  problem  in  the  operation  of  a  production  system.  If  there 
were  not  an  optimal  level  to  shoot  for,  there  would  be  no  problem.  Anyone  could 
follow  the  simple  rule:  “Make  inventories  as  big  as  possible.”  Inventories  require 
that  invested  capital  be  tied  up,  and,  therefore,  there  is  an  appropriate  opportunity 
cost  associated  with  their  value.  Not  only  that,  they  require  valuable  space  and 
absorb  insurance  and  taxation  charges.  . 

— Thus,  we  have  one  set  of  costs  that  are  fixed  by  the  purchase  or  production 


Keprinted  by  permission  of  John  M.  Wiley,  New  York,  1961  (pp.  442-43,  450-51,  471). 
geles.  6  aUthor  1S  Professor  of  Production  Management,  University  of  California,  Los  An- 


Midwast  Hardware  Manufacturing  Company  /  Readings  447 

order  size  and  another  sot  of  costs  which  increase  with  the  level  of  inventory.  The 
first  sot  of  costs  exert  a  pressure  toward  large  purchase  and  production  lots  to 
reduce  unit  order  writing  and  setup  costs  to  a  reasonable  level.  The  second  set 
of  costs  exerts  a  pressure  toward  small  lots  in  order  to  maintain  inventory  costs 
at  reasonable  levels.  .  .  . 

♦  +  *  *  * 

We  have  boon  discussing  inventory  controls  as  if  they  could  be  set  up  in¬ 
dependently  of  the  production  system,  inferring  criteria,  or  measures  of  effective¬ 
ness,  that  do  not  reflect  the  effect  of  inventories  on  production  programs  and  on 
the  control  of  general  levels  of  production.  This  independence  is  unrealistic  be¬ 
cause  there  are  interactions  between  those  problems.  Inventory  policy  must  fit  in 
with  schedules  to  produce  a  ,vmbimx/  minimum  cost  of  operation  rather  than  a 
minimum  for  inventories  alone.  ,  .  . 

•  *  *  ♦  #t 

Production  and  inventory  control  are  one  subject,  because  any  partitioning  of 


12.  LIGHTRONICS,  INC. 


Case  Introduction 


SYNOPSIS 

Lightronics,  Inc.,  is  a  12-year-old  high  technology  producer  of  solid 
state  light  control  devices  for  the  home  and  industrial  construction  sec- 
ors.  lghty-five  percent  of  its  $11  million  sales  volume  comes  from  this 
segment  of  its  product  line.  The  company  is  considering  the  manufacture 
and  sale  of  a  new  product,  a  home  fire  alarm  device  using  photoelectric 
principles.  The  company  must  decide  whether  to  produce  in  an  auto¬ 
mated  or  nonautomated  manufacturing  operation  and  at  what  price  the 
new  device  should  be  sold  to  the  three  market  segments. 

WHY  THIS  CASE  IS  INCLUDED 

As  the  Lightronics  management  team  struggles  to  make  a  rational 
decision  on  manufacturing  alternative  and  price,  the  lesson  strikes  home 
of  the  need  for  consensus  on  decision  criteria.  The  use  of  scientific  meth¬ 
ods  clearly  precipitates  more  rigorous  management  thinking.  The  case 
permits  testing  of  the  applicability  of  decision  theory  to  relatively  com¬ 
plex  management  decisions.  The  reader  can  manipulate  the  data,  using 
various  decision  making  techniques,  to  test  the  power  of  the  formal  ap¬ 
proach  versus  the  judgmental  approach.  The  classic  conflict  over  the  use 
of  subjective  probabilities  in  unique  management  decisions  also  appears 
in  the  case. 

DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 

1.  What  assumptions  about  competitive  behavior  does  the  Lightronics 

management  seem  to  be  making  in  its  pricing  decision?  Are  they  realis- 

tic?  What  are  the  factors  which  limit  Lightronics’  discretion  in  price 
setting?  ^ 

Read:  Stonier  and  Hague,  A  Textbook  of  Economy  Theory,  pp. 
123-26,  162-64,  182-83,  189,  197-99,  201,  204-5,  208. 
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2.  What  lino  of  octmomic  and/or  marketing  reasoning  would  lead 
Lightronies  to  favor  a  relatively  high  price  (premium  pricing)  for  the 
new  device'.’  A  relatively  low  price  (penetration  pricing)? 

Head:  Heckman  and  Davidson,  Marketing,  pp.  689-91. 

9.  What  is  meant  by  probability?  What  is  an  objective  probability? 
What  is  a  subjective  probability?  What  functions  do  probabilities  serve 
in  decision  making?  Do  subjective  probabilities  serve  as  well  as  objective 
probabilities  in  decision  making?  Any  distinctions  or  exceptions?  Is  it 
appropriate  to  use  subjective  probabilities  in  the  Ughtronics  decision¬ 
making  process? 

Heath  ‘Morris,  Management  Science  in  Action,  pp.  265-68,  272-78, 
2Ht). 

4.  Has  Fret!  Kmlmry  used  the  appropriate  procedure  for  computing 
the  probabilities  of  the  selling  each  of  the  four  independent  markets  (sec 
Exhibit  ‘is? 

Head:  ‘Springer.  Herlihv,  Mall,  anti  Beggs,  Probabilistic  Models,  p. 

14. 

а.  Does  the  decision  tree  approach  in  part  III  of  Exhibit  3  adequately 
represent  the  decision  options  available  to  Lightronies?  Is  the  “tree”  full 
enough?  Should  it  be  comprosstxl? 

Heath  ‘McCreary.  "How  to  Draw  a  Decision  Tree." 

б.  There  seems  to  be  some  uneasiness  about  estimated  figures  in  the 
case.  Do  you  think  Embury  has  incorporated  relevant  cost  in  his  calcula¬ 
tions?  Are  there  other  relevant  costs  which  should  have  been  included? 

Note:  If  a  more  detailed  at  counting  approach  is  desired,  consult  in 
the  library  a  text  on  managerial  economies.  For  example,  Joel 
Dean,  Managerial  economics,  Frentiee-Hall,  Inc.,  1951,  pp. 

271  Dean  discusses  “outlay  costs"  as  those  that  involve  an 
actual  financial  expenditure  and  appear  on  traditional  ac¬ 
counting  records  now  or  in  the  future.  He  discusses  “oppor¬ 
tunity  costs"  as  those  which  takeaway  from  profits  M alterna¬ 
tive  ventures  that  are  sacrificed  or  foregone.  For  example,  if 
a  company  uses  its  limited  buildings,  cash,  or  machines  for  a 
project  under  consideration,  they  cannot  use  them  to  make  a 
certain  profit  if  devoted  to  other  opportunities.  Since  they  are 
never  recorded  as  such  in  the  conventional  accounting  records 
one  might  overlook  them.  They  are  valid  costs  in  managerial 
investment  decisions  because  these  decisions  always  involve 
putting  resources  m  one  phu  t*  versus  putting  them  in  alterna¬ 
tive  opportunities,  Dean  also  stresses  that  both  short-run  and 
long  run  costs  must  he  included,  and  that  only  incremental 
tosis  that  are  incurred  by  tilt*  particular  project  under  consid¬ 
eration  should  be  included  (not  "sunk  costs"  that  art*  not  al¬ 
tered  by  deciding  in  favor  of  a  specific  project). 

One  may  also  consult  Horngren,  Accounting  for  Management  Control, 
pp,  356  363,  363  36H.  and  the  methods  used  by  executives  in  the  AH 
Thorsteri  case. 

7.  Does  the  fart  that  Embury's  suggested  approach  omits  some  rele¬ 
vant  considerations  invalidate  the  use  of  such  a  systematic  process? 
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Read:  *Lindblom,  “The  Science  of  ‘Muddling  Through.’  ”  Miller  and 
Starr,  Executive  Decisions  and  Operations  Research,  pp 
38-42,  45-47,  50. 

8.  What  benefits  would  you  predict  from  the  formal  and  scientific 
approach  proposed  by  Embury  rather  than  “seat  of  the  pants” 
managerial  judgment  in  the  decision  process?  Do  you  see  evidence  of  any 
of  these  benefits  so  far  in  Lightronics? 

Read:  Lieber  and  Lieber,  The  Education  of  T.  C.  Mits,  pp.  44-49. 
Barber,  Science  and  The  Social  Order,  pp.  7-8,  12-13,  18,  21. 
Additional  insight  into  the  power  of  science  in  decision  mak¬ 
ing,  and  the  value  of  quantitative-analytical  thought  proc¬ 
esses,  may  be  found  in  the  library  in  Design  for  Decision,  by 
Irwin  D.  Bross,  The  Macmillan  Company,  1953,  pp.  29  38-41 
85-87,  92-94,  102-6,  108-9,  128-29,  255-57. 

9.  List  alongside  the  names  of  each  of  the  case  characters  (excluding 
the  president)  the  decision  criterion  each  proposes. 

10.  Given  each  man  s  decision  criterion  identified  in  Question  7,  em¬ 
ploy  the  appropriate  decision  technique  to  give  the  preferred  manufac- 
turing /  price  strategy  for  each  man.  Hint:  the  technique  for  Becker  is 
maximax;  Dalworth  implies  the  use  of  maximin,  and  so  forth. 

Read.  O  Connell,  Decision  Making  Rules  and  Computational 
Techniques.” 

Springer,  Herlihy,  Mall,  Beggs,  Statistical  Inference,  pp 
297-99. 

POLICY  QUESTIONS 

11.  Just  on  economic  or  marketing  management  issues  alone,  are 
there  enough  cogent  arguments  to  favor  either  premium  or  penetration 
Pricing  without  going  through  the  mathematical  decision-making  proce¬ 
dures?  If  so,  which  one  do  you  favor?  Why? 

Review  your  responses  to  Question  1  and  2. 

12.  Which  decision  criterion  would  you  use  if  you  were  Mr  Adams? 
Why? 

Review  Question  9. 

13.  Which  decision-making  technique  would  you  use  if  you  were  Mr. 
Adams?  Do  you  favor  the  expected  value  approach  or  the  decision  mak¬ 
ing  under  uncertainty  approach? 

Review  Question  10. 

14.  All  things  considered,  which  manufacturing  alternative  and 
which  price  would  you  choose  as  Mr.  Adams? 

QUESTIONS  FOR  ORIGINAL  STUDENT  WORK  IN  ANALYSIS 
AND  POLICY 

15.  While  reflecting  on  case  facts,  what  additional  theories  from  prior 
education  give  you  insights  as  to  “what  is  going  on”  in  the  Lightronics 
company?  As  to  what  might  be  predicted  to  happen  in  the  future? 

16.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag- 
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matic  ways  can  you  think  of  to  state  the  practical  problems  faced  by 
executives  in  the  case? 


Case  Text* 


Lightronics,  Inc.  is  a  small  company  specializing  in  control  devices 
which  are  for  the  most  part  related  to  home  and  industrial  lighting.  It 
was  founded  12  years  ago  by  two  young  engineers  with  one  idea,  namely, 
a  solid-state  variable  voltage  wall  switch  to  be  used  for  the  variable 
control  of  lights  in  the  home.  At  the  outset,  the  “Rheolite”  was  much 
more  reliable  than  the  wirewound  devices  which  it  was  replacing  and 
represented  a  very  early  application  of  inexpensive  solid-state  devices 
for  simple  home  use.  As  the  first  such  device  on  the  market,  it  initially 
commanded  a  premium  price.  Large  companies  soon  followed  Lightron¬ 
ics  into  the  market  forcing  it  to  cut  its  price  to  be  competitive.  In  spite 
of  this,  the  product  and  the  company  remained  profitable.  Because  its 
device  was  reliable,  less  expensive,  and  no  worse  looking  than  the  offer¬ 
ings  of  competitive  manufacturers,  the  company  was  able  to  maintain 
a  healthy  share  of  the  market  in  the  face  of  large  and  heavily  advertised 
competition.  The  device,  because  of  its  deserved  reputation  for  reliabil¬ 
ity,  was  and  is  especially  popular  with  building  contractors  and  building 
supply  distributors,  despite  its  lack  of  advertised  name. 

The  company  has  added  several  products  to  its  line,  many  of  which 
are  variations  on  its  “bread  and  butter”  product.  For  example,  it  has 
introduced  a  line  of  decorator  devices  which  have  the  same  works  but 
a  variety  of  styles  of  wall  plates  and  knobs.  Lightronics  has  also  intro¬ 
duced  variable  control  devices  for  table  lamps,  which  are  not  installed 
in  the  place  of  a  wall  switch  but  sit  on  the  table  some  distance  away  from 
the  lamp  being  controlled.  The  line  even  includes  large  industrial  mod¬ 
els  for  use  in  factories,  auditoriums,  and  other  public  buildings.  Addi¬ 
tionally,  Lightronics  has  developed  and  marketed  other  types  of  elec¬ 
tronic  devices  not  directly  related  to  lighting  except  by  the  channels  of 
distribution,  such  as  control  panels  for  total  electrical  homes,  burglar 
alarms,  and  some  other  smaller  devices.  However,  the  solid  state  rheostat 
and  its  variants  still  account  for  nearly  85  percent  of  the  current  annual 
sales  of  $11  million. 

The  company  has  maintained  a  very  good  technical  staff  under  Vice 
President  Charles  Becker,  who  is  one  of  the  two  founders  of  the  firm.  Mr. 
Becker  showed  real  inventiveness  when  he  was  an  undergraduate  in  one 
of  the  best  engineering  schools  in  the  country.  It  was  as  a  candidate  for 
a  Ph.D.  in  the  new  hybrid  field  of  electro-mechanical  engineering  that 
he  developed  the  idea  for  the  Rheolite.  The  tinkerer  in  him  won  out  over 

*  Copyright  1973  by  J.  J.  O’Connell  and  E.  G.  Hurst. 
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the  theoretician,  and  he  quit  the  program  to  help  found  Lightronics  He 
still  owns  a  large  share  of  the  company,  but  he  likes  to  be  in  charge  of 
research,  push  products  through  development  into  production,  and  gen¬ 
erally  to  do  trouble  shooting  in  the  company.  He  and  his  staff  pride 
themselves  on  being  ahead  of  the  market,  in  particular  the  large  compa¬ 
nies.  They  see  this  as  a  singular  competitive  advantage.  They  have  a 
variety  of  ideas  currently  in  various  stages  of  research  and  development 
which  make  use  of  the  latest  technology  in  new  and  innovative  wavs 
related  to  their  general  product  field. 

The  other  founder  of  the  company  is  Robert  Adams,  who  has  been 
president  for  the  entire  12  years  of  its  existence.  He  was  a  classmate  of 
Becker  s  in  school,  and  while  he  is  not  the  brilliant  engineer  that  Becker 
is,  he  has  a  wide  variety  of  interests  and  an  easy-going  personality  which 
serve  him  well  m  his  role  as  president  of  a  high  technology  company 
Lightronics  survived  the  infant  mortality  period  which  plagues  compa- 
mes  founded  by  engineers  when  their  initial  capital  runs  out,  largely 
through  the  efforts  of  Adams  in  raising  more  capital.  While  he  was  re¬ 
quired  to  give  away  some  equity  in  order  to  obtain  enough  capital  to  get 
production  up  to  a  survival  level,  he  was  able  to  retain  a  fairly  large 
interest  m  the  company.  He,  Becker,  and  a  few  other  key  employees  still 
have  a  controlling  interest  among  them.  Adams  regards  the  company  as 
s  rong  m  engineering  but  a  bit  too  weak  in  marketing.  He  has  recently 
taken  steps  to  correct  this  by  hiring  Harry  Corsage  as  manager  of  mar¬ 
keting  from  one  of  the  large  aerospace  electronics  firms.  Gorsage  had 
0nly  a  ftW  contacts  m  the  home  hardware  market,  but  he  has  had  a 
ZT^  experience  in  all  phases  of  the  electronics  industry  since  its 
inception.  Though  his  income  was  significantly  cut,  he  came  to  Lightron¬ 
ics  for  a  fairly  low  salary  plus  options,  because  he  got  tired  of  the  “rat 
race,  as  he  called  it. 

,  rPar°duCtl0n,1S  als°  Quite  strong,  once  a  production  line  has  been  set  up 
for  a  new  product.  However,  excessive  time  and  money  have  sometimes 

DaS^r™^  m,Setting  a  newly  developed  product  into  production 

oomemStaffSe^r0t-Ut10n  enginfrinS  is  done  by  the  research  and  devel¬ 
opment  staff.  Becker  has  recently  appointed  one  of  his  most  promising 

young  engineers,  George  Franklin,  to  the  newly  created  job  of  manager 
drawingboard61?  mrriHS'  TaV0  many  nCW  Products  t0  come  off  the 

o^SbalS  “  ded  he  “Uld  ”  l0nger  d0  ,h“  i°b 

]iffht’0d,«Ctl0n  1S,headed  by  Edward  Dalworth,  who  was  hired  to  “moon- 

blcame  theTrsI11? 1St  c°mpany  was  stil1  in  Becker’s  garage, 

finallv  hpf'a  fi  t  foreman  when  *e  production  line  was  started,  and 

the  best  omofehmanafr  ^  plant  Dalworth  ^ws  how  to  get 

up  some  oth  pe,0ple’  and  over  the  has  even  picked 

control  to  helnX  ^  SUCh  “if  k™wledSe  of  accounting  and  inventory 
rv0  0  P  Sm  ™anage  the  plant  Production  consists  almost  exclu- 
sively  of  assembly  of  purchased  piece  parts.  The  parts  are  either  stan- 

S? ^  of  the  platLld  knobs, 
ics  Th*  n  i  h  auge  quantlties  that  they  are  custom  made  for  Lightron¬ 
ics.  The  only  machine  shop  in  the  plant  is  in  research  and  development, 
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where  it  is  used  for  building  prototypes  of  new  designs.  The  typical 
assembly  line  has  6  to  14  stations,  with  the  piece  parts  brought  as  needed 
by  workers  to  the  correct  assembly  stations.  Much  manual  work  is  re¬ 
quired  on  all  products,  although  some  special  assembly  jigs  have  been 
installed  on  several  of  the  high-volume  lines  to  speed  the  flow  and  reduce 
labor  cost. 

NEW  PRODUCT  OPPORTUNITY 

The  company  is  currently  considering  the  production  and  marketing 
of  a  product  recently  developed  and  released  by  Becker’s  group.  It  is  a 
home  fire  alarm,  which  senses  smoke  photoelectrically  and  then  rings 
a  bell.  By  making  some  changes  in  one  of  the  small  unused  Rheolite 
assembly  lines,  Lightronics  has  built  a  pilot  assembly  line  for  the  new 
product,  with  which  it  has  been  producing  samples  for  the  market.  To 
date,  it  has  spent  approximately  $80,000  for  both  product  development 
and  retooling  the  old  line.  The  company  expects  to  market  the  product 
in  the  same  channels  as  the  current  bulk  of  its  product  line.  For  this 
reason,  Harry  Corsage  believes  that  there  is  no  need  for  extensive  addi¬ 
tional  advertising  effort,  since  the  current  salesmen  can  carry  the  new 
product  on  their  calls.  His  newly  appointed  manager  of  market  research, 
Ira  Heinberg,  a  recent  M.B.A.  with  an  Operations  Research  major,  has 
discovered  that  competition  in  the  field  is  very  sparse.  Most  of  the  fire 
alarm  systems  on  the  market  are  not  for  home  use,  and  are  usually  linked 
to  some  sort  of  extinguishing  device,  such  as  a  sprinkling  system.  Their 
price  ranges  from  several  hundred  to  several  thousand  dollars,  and  none 
of  their  manufacturers  seems  inclined  to  go  into  the  home  market  for 
the  time  being.  The  other  devices  work  mostly  with  heat  sensing  rather 
than  smoke  sensing  elements,  and  it  seems  now  to  be  impossible  to 
manufacture  an  adequate  heat  -sensing  device  in  a  home  version  for 
under  $100.  Of  course,  if  the  new  fire  alarm  is  successful,  Lightronics 
expects  that  other  manufacturers  will  follow  it  into  the  market.  How¬ 
ever,  the  executives  expect  that  their  share  will  remain  reasonably  se¬ 
cure,  as  it  has  been  for  their  previous  products,  and  for  largely  the  same 
reasons. 

Lightronics  hopes  to  enter  the  market  with  a  device  which  retails  for 
somewhere  between  $100  and  $160.  Material  costs,  if  there  were  no 
losses,  would  run  $20  per  unit.  On  the  pilot  line  they  are  currently  ex¬ 
periencing  a  50  percent  scrap  rate,  which  makes  the  effective  material 
costs  $30  per  unit.  George  Franklin  expects  that  the  material  costs  for 
the  unit  will  go  to  the  ideal  plus  10  percent  overall,  or  $22  per  unit.  Labor 
costs  are  currently  $40  per  unit.  This  figure  will  improve,  the  amount  of 
improvement  depending  on  which  manufacturing  alternative  is  chosen. 

MANUFACTURING  ALTERNATIVES 

At  this  point,  the  firm  faces  two  separate  but  definitely  related  deci¬ 
sions  on  the  fire  alarm.  The  first  of  these  is  the  choice  of  manufacturing 
alternative.  One  obvious  choice  is  to  use  no  manufacturing  facility  at  all, 
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that  is,  never  to  go  into  the  business.  This  would  involve  selling  the  little 
inventory  which  has  been  built  up  and  leaving  the  pilot  line  as  is  for 
other  later  pilot  uses.  The  workers  currently  on  the  line  could  be  trans¬ 
ferred  to  other  lines  for  a  small  retraining  cost.  This  transfer  could  in¬ 
clude  a  $15,000  supervisor,  since  Lightronics  is  soon  going  to  have  to  hire 
another  foreman  for  another  location  in  the  plant.  It  is  not  known 
whether  there  would  be  a  net  loss  or  gain  in  closing  the  pilot  line,  but 
the  amount  involved  in  either  case  would  not  be  large. 

Another  manufacturing  choice  is  to  make  the  current  pilot  line  per¬ 
manent.  This  would  involve  designing  and  purchasing  some  special  jigs 
and  other  fixtures  at  a  total  cost  of  $50,000.  It  would  reduce  the  unit  labor 
cost  to  $35,  and  would  complete  the  reduction  of  the  material  cost  to  $22 
per  unit.  No  additional  personnel  of  any  sort  would  be  required.  The 
maximum  annual  volume  with  this  line  would  be  3,500  units. 

The  third  manufacturing  alternative  is  to  construct  a  new  highly  auto¬ 
mated  assembly  line  for  the  fire  alarm.  The  current  estimated  cost  for 
this  new  assembly  line  is  $600,000.  It  would  also  reduce  the  unit  material 
cost  to  $22,  and  cut  the  labor  cost  approximately  in  half.  Current  esti¬ 
mates  put  the  labor  cost  on  the  automated  line  somewhere  between  $16 
and  $20  per  unit.  The  estimated  annual  volume  capacity  of  the  new  line 
is  highly  uncertain.  Depending  on  the  eventual  speed  of  the  automatic 
portion  of  the  assembly,  to  which  the  remainder  of  the  line  must  be 
adjusted,  this  annual  volume  could  range  anywhere  between  20,000  and 
30,000  units.  An  additional  full-time  manufacturing  engineer  at  an  an¬ 
nual  cost  of  $25,000  would  be  required,  in  addition  to  the  supervisor 
currently  employed  on  the  pilot  line.  For  both  the  second  and  third  alter¬ 
natives,  the  expected  lifetime  of  the  equipment  for  amortization  purpose 
is  taken  to  be  five  years. 

PRICING  ALTERNATIVES 

The  second  major  decision  facing  Lightronics  is  the  pricing  decision 
for  the  new  product.  Ira  Heinberg  has  identified  three  distinct  markets 
in  which  the  product  can  be  sold.  The  size  of  each  of  these  markets  is 
fairly  well  known  to  the  firm  from  past  experience,  as  is  their  propensity 
to  move  together  in  new  product  purchasing  decision.  Heinberg  has  told 
the  manager  of  planning,  Fred  Embury,  that  he  can  assume  that  each 
of  the  three  market  segments  has  a  fixed  average  annual  volume.  The 
problem  is  to  know  whether  each  of  these  markets  can  be  entered.  After 
much  badgering  from  Embury,  an  M.B.A.  who  has  helped  with  produc- 
tion  and  inventory  control  as  well  as  planning  in  his  three  years  with  the 
company,  Gorsage  and  Heinberg  have  come  up  with  the  probabilities  of 
getting  a  foothold  in  each  of  the  three  markets  as  a  function  of  the  three 
prices  which  Lightronics  is  considering.  These  markets  and  the  proba¬ 
bility  of  selling  in  each  of  them  is  given  in  Exhibit  1. 

The  luxury  home  building  market  is  assumed  assured  for  any  of  the 
three  prices  given.  The  large  building  contractors  are  less  sure,  but  the 
probability  of  selling  them  goes  up  as  the  price  goes  down.  The  retail 
hardware  distributors,  while  representing  the  largest  market,  are  also 
the  least  certain  in  terms  of  penetration. 
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EXHIBIT  1 

Probabilities  of  Success  in  Selling  Market  Segments 


Market 

Size 

(units) 

Price  (70%  of  list) 

$70 

$90 

$110 

Luxury  Home 
Contractors 

3000 

1.0 

1.0 

1.0 

Large  Building 
Contractors 

5000 

0.9 

0.6 

0.3 

Retail  Hardware 
Distributors 

10000 

0.6 

0.2 

0 

Unfortunately,  as  much  as  Adams  would  wish  it  otherwise,  Harry 
Gorsage  has  assured  him  that  differential  pricing  in  the  three  markets 
is  not  possible,  because  of  their  close  ties  to  each  other,  as  well  as  the  lack 
of  any  feasible  sort  of  product  differentiation.  For  example,  putting  a 
fancier  cover  on  the  alarm  for  the  luxury  home  market  will  not  help, 
since  the  device  is  installed  out  of  sight.  When  Heinberg  assured  him 
that  the  three  markets  could  be  considered  independent,  Embury  pointed 
out  that  computing  the  probabilities  for  each  of  the  four  possible  total 
market  sizes1  is  just  a  simple  matter  of  multiplying  the  correct  probabili¬ 
ties  together.  When  asked  to  show  how  this  could  be  done,  Embury  pro¬ 
duced  Exhibit  2. 

Adams  called  a  meeting  of  his  staff  in  order  to  make  the  decisions 
required  to  get  the  fire  alarm  into  production.  For  this  meeting,  Embury 
developed  tables  (Exhibit  3)  which  showed: 

1.  Cost  assumptions  for  both  the  nonautomated  and  the  automated 
manufacturing  alternatives. 

2.  Payoff  (net  profit  before  tax)  matrices  for  each  manufacturing 
alternative,  given  each  price  strategy  and  each  market. 

3.  Expected  value  of  the  annual  return  of  each  price  strategy,  given 
each  of  the  manufacturing  alternatives. 

No  decision  was  reached  at  the  meeting,  but  everyone  present  sug¬ 
gested  different  bases  on  which  the  decision  ought  to  be  made.  After  a 
considerable  amount  of  discussion,  the  following  positions  emerged: 

George  Franklin  (manager  of  production  engineering)  said: 

/  like  Fred  Embury's  expected  value  numbers,  because  they  give  us  a 

way  of  making  the  decision  based  on  the  average  of  what  might  hap¬ 
pen.  We  are  going  to  be  making  a  lot  of  decisions  just  like  this  in  the 

near  future,  and  if  we  always  use  this  criterion  we'll  come  out  better 

1  (a)  Luxury  home  contractors  alone  (assured  at  any  price)  3,000  units;  (b)  luxury  home 
contractors  plus  large  building  contractors  8,000  units;  (c)  luxury  home  contractors  plus  retail 
hardware  distributors  13,000  units;  (d)  luxury  home  contractors  plus  large  building  contrac¬ 
tors  plus  retail  hardware  distributors  18,000  units.  If  the  plant  capacity  is  not  sufficient  to  meet 
demand,  the  stockout  means  lost  sales  for  Lightronics. 


‘Probability 
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on  average  over  the  long  run.  The  only  thing  that  worries  me  is  the 
figures  on  production  capacity  and  labor  costs  on  the  new  line.  Fred 
has  used  the  middle  values  in  his  calculations ,  but  those  figures  are 
by  no  means  certain.  In  engineering ;  we  always  check  the  effect  of  the 
tolerances  of  components  on  the  “figure  of  merit”  for  the  overall  de¬ 
sign.  It  seems  like  we  ought  to  be  able  to  do  the  same  thing  in  making 
business  decisions.  For  example,  Fred’s  figures  used  $18  per  unit  for 
the  labor  costs  on  the  automatic  line.  This  means  that  for  the  highest 
possible  volume  the  annual  labor  cost  figures  could  be  off  as  much  as 
$36,000  in  either  direction.  Of  course,  the  effect  on  expected  values 
will  be  somewhat  different.  But,  I’d  be  interested  in  seeing  how  the 

EXHIBIT  3 

Summary  Tables  Produced  by  Fred  Embury 

Part  I.  Cost  Assumptions 
A.  Using  nonautomated  manufacturing  alternative 


Variable  Costs  per  Unit 

Annual  Fixed  Costs 

Labor:  $35 

Plant  plus  equipment: 

$10,000 

Material:  $22 

Indirect  labor: 

$15,000 

$57 

$25,000 

Using  automated  manufacturing  alternative 

Variable  Costs  per  Unit 

Annual  Fixed  Costs 

Labor:  $18 

Plant  plus  equipment: 

$120,000 

Material:  $22 

Indirect  labor: 

$  40,000 

$40 

$160,000 

Part  II.  Payoff  Matrices 

A.  Using  nonautomated  manufacturing  alternative  (capacity  is  3,500  units/year) 


\  4/. 

$70 

3,000 

3,500 

$14,000 

$20,000 

$90 

$74,000 

$90,500 

$110 

$134,000 

$160,000 

B.  Using  automated  manufacturing  alternative 

3,000  8,000  13,000 

18,000 

$70 

$-70,000 

$80,000 

$230,000 

$380,000 

$90 

$-10,000 

$240,000  1 

$490,000 

$740,000 

$110 

$50,000 

$400,000 

No  sales 
expected 

No  sales 
expected 
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Exhibit  3  (continued) 


Part  III.  Expected  Value  of  Annual  Return 

Manufacturing 


Alternative 


Price 

Market 

Net  Return 

Probabil¬ 

ities 

Expected 

Value  (Total) 

3,000 

14,000 

.04 

560 

3,500 

20,500 

.96 

19,680 

70 

1 

! 

\  Beyond  capacity 

20,240 

3,000 

74,000 

.32 

23,680 

3,500 

90,500 

.68 

61,540 

Nonautomated 

90 

.  1 

l 

1 

•  Beyond  capacity 

85,220 

110 


3,000 

3,500 


134,000  .7  93,800 

160,500  .3  48,150 


Beyond  capacity 


141,950 


3,000 

-70,000 

.04 

-2,800 

8,000 

80,000 

.36 

28,800 

70 

13,000 

230.000 

.06 

13,800 

18,000 

380,000 

.54 

205,200 

245,000 


3,000  -10,000  .32  -3,200 


Automated 

90 

8,000 

240,000 

.48 

115,200 

13,000 

490,000 

.08 

39,200 

18,000 

740,000 

.12 

88,800 

240,000 


3,000 


8,000 

110 

13,000 

50,000 

400,000 


1 


•7  35,000 

•3  120,000 


155,000 


18,000 


No  sales  expected 
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possible  changes  in  this  figure  and  the  other  one  about  which  we  re 
uncertain ,  including  the  market  probabilities,  would  affect  the  deci¬ 
sion  we  would  make. 

Edward  Dalworth  (plant  manager)  said: 

It’s  easy  to  talk  about  taking  the  average  value,  but  we  could  go  broke 
before  we  got  any  project  to  come  in  at  average  or  better.  Remember 
the  story  about  the  man  six  feet  tall  who  drowned  crossing  the  stream 
whose  average  depth  was  only  four  feet.  What  I  think  we  ought  to  do 
is  get  as  close  as  we  can  to  guaranteeing  that  this  product  can  pay  for 
itself.  That  is,  we  ought  to  be  as  sure  as  possible  that  we  can  cover  the 
annual  fixed  costs  of  any  project  we  undertake,  before  we  go  looking 
at  any  sort  of  exotic  averages. 

Donald  Cohen  (controller)  said: 

I  like  Ed’s  idea  of  guarding  against  losing  money,  but  I  don’t  think 
we  need  to  be  as  extreme  about  it  as  he  suggests.  What  is  of  course 
critical  from  the  stockholder’s  point  of  view  is  not  that  we  can  take 
one  project  or  another  with  a  high  net  return,  but  that  we  invest  their 
money  as  well  as  we  can.  We  have  a  lot  of  new  products  coming  down 
the  road  soon,  and  it  would  be  undesirable  to  have  money  tied  up  in 
a  product  that  is  not  producing  a  very  good  return  on  investment  and 
thereby  miss  a  chance  at  another  even  better  product  opportunity. 
I  think  we  ought  to  make  the  decision  based  on  incremental  return 
to  incremental  investment,  somehow  taking  into  account  Ed  s  desire 
to  guard  against  loss.  I  read  somewhere  about  something  called  utility 
theory,  which  allows  you  to  compute  the  different  relative  desirabili¬ 
ties  of  profit  and  loss.  Isn’t  there  some  way  we  can  construct  a  utility 
curve  for  Lightronics  in  terms  of  return  on  investment ? 

Harry  Gorsage  (manager  of  marketing)  said: 

It’s  a  heck  of  a  lot  easier  to  get  market  share  early  than  it  is  later  once 
everybody  gets  into  the  market.  Since  this  is  pretty  much  a  virgin 
market,  Isay  we  should  get  into  it  with  both  feet,  by  building  up  our 
sales  volume  now.  Later,  if  necessary,  we  can  raise  the  price,  but  the 
key  thing  initially  is  to  get  the  jump  on  the  competition  in  sales  and 
therefore  in  market  share. 

Ira  Heinberg  (manager  of  market  research)  said: 

/  helped  Harry  develop  those  probability  figures  for  the  market  in 
each  of  the  three  channels,  but  I  have  some  doubts  about  them.  What 
I’d  really  like  to  do  is  get  more  information  about  the  market  by  doing 
some  more  market  research.  Whether  we  do  that  or  not,  I  think  we 
ought  to  pick  the  alternative  which  minimizes  the  total  spread  in 
return  on  sales.  How  can  we  plan  on  anything  with  the  possible  fig¬ 
ures  running  all  over  the  map? 
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Charley  Becker  (vice  president  of  research  and  development)  said: 

/  agree  with  Ira  that  the  probability  figures  look  a  little  shaky,  since 
he  and  Harry  more  or  less  pulled  them  out  of  the  air,  but  I  don 't  think 
any  amount  of  market  research  is  going  to  cure  the  problem.  We’ve 
got  a  good  product  here,  and  we  have  a  good  record  of  producing  good 
products,  and  I’m  as  sure  of  this  one  as  I  have  been  of  all  our  previous 
successes.  I  say  that  we  ought  to  pick  that  combination  of  plant  size 
and  price  which  will  give  us  the  maximum  return  if  everything  goes 
well.  I  may  be  an  incurable  optimist,  particularly  where  it  concerns 
the  products  we  develop,  but  I  think  everything  is  going  to  go  well . 
Look  at  our  track  record  in  the  past. 

Fred  Embury  (manager  of  planning)  said: 

We  re  farther  away  from  a  decision  now  than  we  were  when  we  came 
into  the  room.  I  thought  I  had  a  pretty  good  set  of  figures  worked  up 
which  would  allow  us  to  make  the  decision  with  no  fuss  or  bother. 
Now  I  find  out  that  everybody  wants  something  different.  There  are 
different  measures  of  performance  floating  around,  like  net  return, 
return  on  investment,  return  on  sales,  and  so  forth.  There  are  also 
different  ways  of  using  them:  maximum  expected  value,  minimum 
risk,  even  maximum  maximum. !  I  think  I  could  recommend  every 
possible  alternative  if  I  took  all  your  desires  seriously.  I  suppose  I 
ought  to  try  it,  just  to  see  the  variety  of  decisions  we  could  come  up 
with. 

Adams  called  the  meeting  to  a  halt  for  the  day,  since  it  seemed  to  be 
getting  nowhere  fast.  He  suggested  that  Fred  Embury  work  up  all  the 
figures  suggested  by  each  person’s  position,  and  said  they  would  recon¬ 
vene  the  meeting  tomorrow  in  order  to  make  the  final  decision. 

EXHIBIT  4 

Simplified  Organization  Chart 
Lightronics,  Inc. 
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Selected  Readings 


From 

MANAGEMENT  SCIENCE  IN  ACTION* 

By  William  T.  Morris  t 

For  our  purposes  it  will  suffice  to  consider  three  rough  types  of  interpretations 
of  the  term  “probability,”  although  there  are  more.1 

1 .  Relative  Frequency.  The  probability  of  an  event  A  is  the  limit  of  the  relative 
frequency  with  which  A  is  observed  when  an  experiment  is  repeated  an  indefinitely 
large  number  of  times.  This  is  ordinarily  what  is  meant  when  it  is  asserted  that  the 
probability  of  heads  when  a  fair  coin  is  flipped  is  one  half.  It  is  an  unhandy  kind 
of  an  operational  definition  since  the  notion  of  a  limit  is  quite  imaginary.  In  practice, 
however,  we  are  perfectly  willing  to  make  an  induction  from  a  large  number  of 
replications  as  to  what  would  happen  in  the  limit.  The  class  of  all  possible  experi¬ 
ments  or  instances  is  called  a  reference  class,  and  the  occurrences  of  the  event 
A  form  a  subclass  of  the  reference  class.  Sometimes  the  reference  class  is  finite 
(the  number  of  customers  now  served  by  the  firm)  and  the  probability  of  an  event 
(sales  of  $1 ,000  or  more  to  a  customer)  can  in  principle  be  learned  by  examining 
every  member  of  the  reference  class.  The  trouble  comes,  as  we  shall  see,  not 
when  we  want  to  make  statements  about  large  or  infinite  reference  classes  but 
when  decision  making  requires  something  be  said  about  very  small  reference 
classes  containing  perhaps  one  or  two  members. 

2.  Personalistic  or  Subjective.  The  probability  of  the  event  A  in  this  view  is  a 
measure  of  a  person’s  “degree  of  belief”  in  the  statement,  “The  outcome  of  the 
experiment  will  be  A.”  It  measures  his  confidence  in  the  assertion  or  his  conviction 
of  its  truth.  This  interpretation  is  itself  the  subject  of  considerable  confusion.  We 
will  shortly  explore  more  carefully  its  meaning  and  the  ways  in  which  it  may  be 
made  operational.  Personalistic  or  subjective  probabilities  are  not,  in  spite  of  their 
name,  products  of  unbounded  flights  of  whim  and  fancy.  The  interpretation  is 
appealing  because  of  the  possibility  of  dealing  with  a  manager’s  confidence  in 
assertions  like,  “Our  chief  competitor  is  coming  out  with  a  new  model  this  year.” 
Managers  having  feelings  of  certainty  or  uncertainty  about  such  assertions,  and 


*  Reprinted  by  permission  of  Richard  D.  Irwin,  Inc.,  Homewood,  Ill.,  1963  (pp.  265-68, 
272-78,  280). 

t  The  author  is  Professor  of  Industrial  Engineering,  The  Ohio  State  University. 

1  L.  J.  Savage,  The  Foundation  of  Statistics  (New  York:  John  Wiley  8c  Sons,  Inc.,  1954),  pp. 
56-57;  R.  Duncan  Luce  and  Howard  Raiffa,  Games  and  Decisions  (New  York:  John  Wiley  8c 
Sons,  Inc.,  1957);  Robert  Schlaifer,  Probability  and  Statistics  for  Business  Decisions  (New 
York:  McGraw-Hill  Book  Co.,  Inc.,  1959);  and  Harry  V.  Roberts,  “The  New  Business  Statistics,” 
Journal  of  Business,  Jan.  1960. 


462  The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 


these  feelings  can  in  no  useful  way  be  dealt  with  by  means  of  the  relative  frequency 
interpretation. 

3.  Everyday  Language.  This  is  not  really  an  interpretation  of  probability,  but 
a  category  into  which  are  placed  all  the  known  and  unknown,  vague  and  precise, 
consistent  or  inconsistent,  meanings  which  attach  to  the  term  “probability”  in 
ordinary  conversation.  What  do  managers  mean  when  they  talk  about  probability 
in  discussing  their  decisions?  What  is  a  businessman’s  notion  of  “running  a  cal¬ 
culated  risk?”  Do  these  meanings  have  any  useful  relationship  to  the  interpreta¬ 
tions  already  mentioned? 

There  is  ample  evidence  that  many  of  the  difficulties  which  arise  between 
adviser  and  manager  are  in  some  way  related  to  a  divergence  between  meanings 
assigned  to  words  in  everyday  language  and  the  operational  interpretations  made 
of  them  by  management  science. 

*  .*  *  *  * 

Here,  all  at  once,  are  a  considerable  variety  of  misunderstandings  about  what 
the  “laws  of  probability”  promise.  The  more  common  of  these  difficulties  include 
the  following: 

1.  “The  probability  of  this  coin  coming  up  heads  on  its  next  flip  is  one  half.” 
Here  is  a  problem  which  troubles  not  only  the  manager  but  the  analyst  as  well. 
A  businessman  faces  the  same  predicament  when  he  tries  to  relate  the  evidence, 
“One  half  of  all  new  business  enterprises  fail  during  their  first  two  years”  to  a 
decision  about  investing  in  one  particular  new  enterprise. 

In  the  case  of  the  coin,  it  is  clear  the  next  flip  will  come  up  either  heads  or  tails. 
The  number  “one  half”  has  no  direct  meaning  in  description  of  what  will  happen 
on  a  particular  flip.  We  do  not  know  what  the  coin  will  do,  except  to  say  it  will  land 
on  one  side  or  the  other.  The  relative-frequency  interpretation  may  hold  that  one 
half  is  the  number  approached  by  the  long-run  ratio  of  heads  to  flips,  if  the 
experiment  is  repeated  an  indefinitely  large  number  of  times.  The  personalistic 
interpretation  may  suggest  that  one  half  is  a  number  which  somehow  measures 
a  person’s  degree  of  belief  in  the  truth  of  the  statement,  “The  next  flip  of  this  coin 
will  result  in  heads.  These  ideas  may  turn  out  to  be  useful  in  decision  making, 
but  not  because  of  anything  they  assert  about  what  will  actually  happen  on  a  given 
flip.  More  of  this  later. 

2.  Mistaken  beliefs  based  on  “the  law  of  averages”  are  popular.  What  does 
this  law  promise  about  things  that  will  happen  in  the  long  run?  “If  a  coin  has  come 
up  heads  ten  times  in  a  row,  it  is  almost  sure  to  come  up  tails  on  the  eleventh 
flip.”  Flips  of  a  coin  are  independent  events,  with  each  outcome  quite  unrelated 
to  what  has  happened  in  the  past.  The  coin,  after  all,  cannot  remember.  To  some 
extent  this  may  parallel  the  thought  behind  such  remarks  as,  “The  law  of  averages 
requires  that  this  decision  be  right  because  the  last  two  (or  ten,  or  twenty)  have 
been  wrong.” 

The  law  of  averages  is  not  at  all  the  kind  of  imperative  seemingly  assumed  by 
such  statements.  Poisson  called  it  a  “law,”  and  thus  led  many  astray.  Its  originator, 
Bernoulli,  was  careful  to  call  it  a  “theorem.”  It  promises  nothing  in  the  short  run, 
and  not  what  is  commonly  supposed  in  the  long  run.  One  version  of  it  roughly 
stated  says,  “As  the  number  of  flips  grows  larger,  the  probability  that  the  observed 
relative  frequency  of  heads  will  differ  from  one  half  by  more  than  a  specified 
amount,  grows  smaller.  As  the  number  of  flips  approaches  infinity,  this  probability 
approaches  zero.” 
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3.  The  common  decision  maker’s  remark,  “We  took  a  calculated  risk,”  is  seem¬ 
ingly  meant  most  often  as  an  ex  post  facto  rationalization  of  a  decision  rather  than 
as  a  description  of  what  was  done.  In  the  majority  of  cases  nothing  resembling 
the  calculating  of  a  risk  was  carried  on.  Perhaps  at  the  time  the  decision  was  made 
it  was  recognized  that  things  might  not  turn  out  well.  Actually  calculating  the  risk 
is,  as  has  been  noted,  the  chief  contribution  of  management  science. 

How  little  use  is  made  of  any  of  the  statistical  evidence  which  is  widely  available 
and  potentially  relevant  to  decisions.  Vast  amounts  of  data  exist  which  decision 
makers  might  translate  into  probabilities,  both  in  their  business  and  personal 
choices,  but  they  are  little  used,  at  least  in  any  explicit  fashion.  It  may  even  be 
argued  that  the  probabilities  thus  derived  are  not  relevant — say,  for  example,  the 
use  of  a  mortality  table  by  a  man  buying  insurance — but  the  reasons  that  support 
such  an  argument  are  not  well  known. 

4.  Continued  interest  and  belief  in  the  possibility  of  gambling  systems  suggest 
further  this  irrationality  and  inability  to  calculate  the  risk  in  reasonable  ways. 
Hunches,  which  experiments  in  extrasensory  perception  suggest  are  not  to  be 
sneered  at,  are  one  thing,  but  a  system  which  will  improve  one’s  chances  in  a 
straight  gambling  game  is  not  to  be  found.  Most  are  based  on  false  impressions 
of  the  nature  of  independent  events  and  the  law  of  averages.  Gamblers  may  feel 
they  are  challenging  fate  in  order  to  conquer  it,  or  that  fate  will  somehow  be 
especially  kind  to  them,  but  if  this  happens  it  is  not  a  result  of  their  own  calcula¬ 
tions. 

5.  Sampling,  the  process  of  drawing  inferences  about  a  population  on  the  basis 
of  evidence  from  a  sample,  is  a  particularly  difficult  concept  for  many  to  accept. 
The  theory  sampling  is,  of  course,  a  deductive  result  of  the  theory  of  probability. 
It  may  be  that  management’s  difficulties  with  sampling  are  natural  ones  for  those 
who  often  deal  only  with  the  end  products  of  the  process.  It  may  be  that  the 
self-confidence  of  experienced  executives  manifests  itself  in  a  contempt  for  statis¬ 
tics,  especially  when  the  results  disagree  with  their  own  views. 

***** 

Relative-frequency  probability  is  thus  sometimes  called  “objective  probability” 
to  contrast  it  with  the  subjective  or  personalistic  interpretation.  “Objective”  here 
may  give  the  impression  of  a  method  of  making  probability  operational  which  does 
not  depend  in  any  way  on  a  person’s  state  of  mind  but  reflects  some  fact  to  which 
all  must  agree.  Carefully  examined,  “Objective  probability”  is  not  so  objective  as 
all  that,  since  in  practice  it  requires  a  number  of  judgments  which  different  people 
may  well  make  in  different  ways. 

***** 

The  data  used  to  obtain  probabilities  represent  nearly  always  a  sample  of  the 
population  to  which  the  probabilities  are  intended  to  refer.  Thus,  probabilities  are 
usually  based  upon  inferences.  As  has  been  seen,  judgment  is  involved  in  making 
such  inductions.  Perhaps  all  that  can  ultimately  be  said  about  objective  probabili¬ 
ties  is  that  the  data  upon  which  they  are  based  and  the  judgments  involved  in  their 
production  are  (or  can  be)  made  explicit  for  all  to  see  and  question.  This  is  not 
the  case  with  personalistic  or  subjective  probabilities. 

The  more  troublesome  shortcoming  of  this  interpretation  is  that  it  provides  no 
way  of  dealing  with  one-time  events  or  situations  which  are  repeated  only  a  small 
number  of  times.  Unfortunately,  it  is  the  case  that  many  business  decisions,  espe¬ 
cially  those  of  great  consequence,  are  not  what  can  be  usefully  or  reasonably 
viewed  as  repeatable  situations.  A  “repeatable”  event  means  that  it  can  be 
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classed  with  other  events  into  a  reference  class  in  a  way  which  is  informative  and 
of  some  use  for  decision-making  purposes.  Thus  a  strict  relative-frequency  inter¬ 
pretation  leaves  one  without  guidance  except  in  the  long  run.  It  makes  no  logical 
sense  to  talk  about  the  probabilities  of  outcomes  in  a  one-time  decision. 

This,  however,  has  not  prevented  people  from  doing  so.  Probabilities  are  used 
widely  in  decisions  without  regard  to  the  number  of  times  the  decision  is  to  be 
repeated.  Various  arguments  have  been  used  to  justify  this,  although  in  actual 
practice  the  necessity  for  justification  is  hardly  ever  appreciated. 

1.  Although  the  decision  situation  is  not,  in  the  view  of  the  decision  maker,  to 
be  repeated,  he  stipulates  an  imaginary  problem  in  which  it  is  to  be  repeated  many 
times.  He  then  uses  the  probabilities  which  would  be  useful  guides  to  action  for 
the  imaginary  problem  in  exactly  the  same  way  for  the  real  problem.  This  is 
supposed  to  “explain”  the  use  of  probabilities  in  the  one-time  case. 

2.  The  decision  maker  stipulates  that  what  he  is  doing  is  illogical  but  goes 
ahead  anyway  on  the  premise  that  being  a  little  bit  illogical  does  only  a  little  bit 
of  harm. 

3-  The  probabilities  are  redefined  so  as  to  be  regarded  as  measures  of  “degree 
of  belief”  in  truth  of  propositions  and  are  thus  somehow  relevant  without  regard 
to  the  repeatability  of  the  situation.  More  of  this  shortly. 

4.  The  decision  maker  proposes  to  use  probabilities  in  all  decisions,  thus  taking 
advantage  of  long-run  effects  in  the  reference  class  of  all  decisions  rather  than 
in  a  more  restricted  reference  class. 

***** 

In  two  general  situations  the  relative-frequency  position  may  lead  to  a  model 
which  does  not  reflect  all  the  evidence  available  to  and  used. by  a  manager. 
Ordinarily  an  experienced  manager  will  have  a  large  amount  of  accumulated  infor¬ 
mation  or  background  data  which  is  not  duplicated  by  the  explicit  evidence  ob¬ 
tained  by  the  staff.  In  a  simple  case,  suppose  a  sample  of  a  lot  of  a  product  is 
inspected  and  the  resulting  inference  is  that  the  lot  is  of  acceptable  quality.  Sup¬ 
pose,  however,  that  a  manager  has  some  information  to  the  effect  that  the  supplier 
was  having  a  good  deal  of  trouble  with  his  process  at  the  time  the  lot  was  pro- 
duced.  He  might  decide,  and  wisely  so,  to  hold  off  on  acceptance  of  the  lot  until 
a  much  larger  sample  can  be  inspected.  . 

The  second  case  is  that  in  which  no  relative-frequency  data  at  all  are  available, 
and  the  evidence  is  solely  that  which  the  decision  maker  himself  stipulates  Sup¬ 
pose  a  new  and  radically  different  product  is  to  be  launched  and  no  test  marketing 
is  to  be  made.  Clearly,  the  decision  must  be  based  on  experience  which  cannot 
e  ma^e  explicit  in  the  staff  analysis.  If  the  staff  operates  without  any  stipulation 
from  the  manager  it  can  only  view  the  volume  of  sales  for  the  new  product  as  a 
matter  of  uncertainty.  The  manager  himself  may  be  quite  unwilling  to  take  this  view, 
and  thus  he  calls  up  from  this  memory  all  the  experience  he  feels  is  relevant. 

The  net  effect  of  a  strict  relative-frequency  interpretation  is  to  restrict  staff  work 
to  those  situations  in  which  relative-frequency  evidence  is  available,  or  to  exclude 
from  explicit  consideration  by  the  staff  any  evidence  not  of  a  statistical  nature. . 

***** 

It  is  clear  that,  in  many  important  decisions,  relative-frequency  evidence  alone 
will  not  seem  to  the  manager  a  sufficient  basis  for  choice.  He  will  indeed  add  to 
and  modify  this  evidence,  a  process  loosely  called  judgment.  To  what  extent 
should  one  try  to  reflect  these  judgments  or  applications  of  experience  explicitly 
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in  the  analysis  of  a  decision?  To  put  it  another  way,  if  one  is  really  serious  about 
the  involvement  of  the  manager  in  the  staff  analysis,  why  not  reflect  the  ex¬ 
ecutive’s  rich  background  and  experience,  together  with  his  ability  to  guess  at  the 
future,  directly  in  the  model  of  the  decision?  .  .  . 

*  *  *  *  * 

To  transform  a  manager’s  beliefs  into  personalistic  probabilities  and  to  integrate 
them  with  other  evidence  in  the  analysis  would  doubtless  be  a  considerable  task. 
What  would  be  the  advantages  of  doing  this?  It  would  provide  one  way  of  explicitly 
involving  the  decision  maker  in  the  work  of  the  staff.  It  would  help  the  manager 
impart  to  the  staff  in  a  careful  manner  some  aspects  of  his  own  estimates  of  the 
decision  situation.  It  would  show  the  manager  that  his  own  thinking  was  expressly 
included  in  the  model.  Thus  the  resulting  recommendations  would  be  consistent 
with  his  beliefs,  and  indeed  partly  of  his  own  creation.  It  would  provide  a  possible 
means  of  taking  advantage  of  both  the  manager’s  rich  background  of  experience 
and  the  data  obtained  by  the  staff.  If  the  practice  became  well  developed  and 
generally  accepted,  it  might  offer  the  staff  a  wider  field  of  operation,  including 
decision  problems  on  which  relative-frequency  evidence  was  not  available.  It  might 
exploit  the  usefulness  of  the  staff  in  connection  with  decisions  at  higher  manage¬ 
ment  levels.  It  would  permit  the  adviser  to  extend  in  a  consistent  fashion  the  choice 
processes  of  the  manager.  .  .  . 

Not  the  least  benefit  of  this  program  would  be  to  make  these  probabilities 
explicit  so  they  could  be  checked  for  consistency,  criticized  by  others,  and  revised 
as  new  experience  is  obtained.  .  .  . 

sfc  5fs  sfc  * 

The  case  in  favor  of  subjective  probabilities  may  include  arguments  such  as 
the  following: 

1.  All  probabilities  are  to  some  extent  subjective,  and  thus  nothing  new  in 
principle  is  being  proposed. 

2.  Different  people,  in  situations  where  relative-frequency  evidence  may  even¬ 
tually  be  obtained,  may  have  quite  different  subjective  probabilities,  but  these  get 
modified  through  further  experience.  With  the  aid  of  the  staff,  this  modification  may 
take  place  in  accordance  with  Bayes’  theorem.  If  this  happens,  then  in  the  long 
run  all  the  different  subjective  probabilities  will  converge  to  the  relative-frequency 
probabilities.  The  effects  of  the  initial  a  priori  probabilities  are  soon  washed  away 
by  the  accumulation  of  evidence. 

3.  It  is  foolish  to  waste  the  experience  of  decision  makers,  especially  when  little 
other  evidence  is  available.  Here  is  a  way  to  use  and  to  extend  it  by  deducing  useful 
consequences  from  it. 

4.  It  is  assumed,  by  those  who  favor  this  approach,  that  reasonable  men  having 
similar  experience  will  not  differ  greatly  in  their  personalistic  probabilities.  This 
assumption  may  indeed  be  true. 
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PROBABILISTIC  MODELS* 

By  c-  H-  Springer,  R.  E  Her/ihy,  R.  T,  Mall,  and  R.  /.  Beggs 


Events 

A,  B 

Addition  rules 

Probability  that 
either  A  or  B  occur 

P(A+B)  =  P(A  or  B) 

Multiplication  Rules 

Probability  that  both 

A  and  B  occur 

P(A-B)  =  P(A  and  B) 

Mutually  exclusive 

Events  cannot  both 
occur  together 

P(A)  +  P(B) 

0 

Conditionally  dependent 

The  occurrence  of  one 
event  changes  the 
probability  of  the 
occurrence  of  another 
event 

P(A)  +  P(B)  -  P(A)  •  P(B|A) 

P(A)  4-  P(B)  —  P(B)  •  P(A|B) 

P(A)-P(B|A) 

P(B)-P(A|B) 

Independent 

Occurrence  of  events 
are  not  influenced  by 
one  another 

P(A)+P(B)-P(A)-P(B) 

P(A)-P(B) 

From 

HOW  TO  GROW  A  DECISION  TREE** 


By  Edward  A.  McCreary 


The  business  schools,  and  a  handful  of  bellwether  companies,  have  a  new 
device  for  long-range  planning.  Called  a  Decision  Tree,  this  simple  mathematical 
tool  enables  the  planner  to  consider  various  courses  of  action,  assign  financial 
results  to  them,  modify  these  results  by  their  probability,  and  then  make  compari- 


*  Reprinted  by  permission  of  Richard  D.  Irwin,  Inc.,  Homewood,  III.,  1968  (p.  14). 
rhZhThin^’  March-April,  1967.  Excerpts  from  pp.  13-18.  Reprinted  by  permission  from 
“raTon^6’  ?  V  IBM’  C°Pyright  1967  by  BusinSs  MachLS 
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sons.  It  is  the  use  of  odds  that  distinguishes  decision  trees  from  conventional 
business  decision-making  and  which  sometimes  produces  a  surprising  result:  the 
best  business  decision  is  not  necessarily  to  prepare  for  the  most  likely  event 

The  clearest  way  to  explain  this  is  through  an  example.  In  this  instance,  a 
commonplace  business  decision  is  reduced  to  a  decision  tree: 

In  the  winter  of  1 967,  Emperor  Products  Corporation,  a  medium-size  electronics 
component  manufacturer,  had  four  semiautomatic  assembly  machines  operating 
at  full  capacity  for  one  of  its  products.  Sales  demand  for  this  product  was  rising, 
and  company  officers  were  trying  to  decide  whether  to  expand  current  production 
by  installing  a  fifth  production  unit  or  putting  its  employees  on  overtime.  Emperor’s 
director  of  marketing  backed  the  production  vice  president’s  bid  for  new  equipment 
because,  as  he  said:  “I’ve  been  talking  with  key  customers  and  the  way  things 
are  going  I’m  confident  we  can  get  20  percent  more  sales  by  fall.” 

The  company  treasurer,  however,  was  less  ebullient:  “Maybe  ...  I  say,  maybe 
...  we  can  get  a  20  percent  sales  increase.  But  with  present  tax  and  inventory 
prospects  we  have  to  look  at  the  other  side  of  the  coin.  Sales  may  go  up,  but  there 
is  also  a  good  chance  that  we  face  a  sales  drop.” 

Over  the  course  of  the  next  week,  after  back-and-forth  discussion  on  sales 
prospects,  Emperor’s  president  asked  his  treasurer,  marketing  director  and  their 
staffs  to  quantify  and  agree  upon  a  joint  estimate.  The  two  groups  agreed  that 
while  there  was  a  60  percent  likelihood  that  sales  would  increase  20  percent,  there 
was  also  a  40  percent  chance  that  sales  might  drop  by  as  much  as  5  percent. 

During  this  period,  the  company  president  had  called  for  figures  on  the  possible 
dollar  consequences,  over  the  next  year,  of  the  two  decision  alternatives:  overtime 
v.  new  equipment;  and  of  the  two  possible  events,  sales  increase  v.  a  sales 
decline.  Moreover,  since  Emperor’s  growth  had  already  strained  its  working  capi¬ 
tal,  he  asked  for  the  figures  in  terms  of  net  cash  flow  to  the  company.  The  figures 
he  got  were  as  follows: 

New  Equipment  Overtime 

Alternative _ Alternative 

(Net  Cash  Flow) 

Event:  20  Percent 

Sales  Rise  +$460,000  +$440,000 
Event:  5  Percent 

Sales  Drop  +$340,000  +$380,000 


Obviously,  in  the  event  things  went  well  and  sales  rose,  the  decision  to  install 
new  equipment  showed  the  greatest  payout.  But  a  sales  decrease,  if  new  equip¬ 
ment  had  been  bought,  would  be  more  painful  to  the  company  than  the  elimination 
of  overtime.  The  probabilities  of  the  various  events  somehow  had  to  be  taken  into 
account,  so  the  president  drew  up  the  simple  decision  tree  shown  ...  [in  Ex¬ 
hibit  1]. 

At  the  present  moment  in  time  the  company  was  at  the  square  box,  or  decision 
node  of  a  two-branched  action  fork.  It  could  install  new  equipment  or  go  to  over¬ 
time.  After  it  made  either  of  these  decisions  the  company  would,  sometime  in  the 
fall  of  the  year,  find  itself  in  a  circled  event  node  of  a  two  branched  event  fork 
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EXHIBIT  1 


which  would  see  sales  either  rise  (60  percent  probability)  or  drop  (40  percent 

probability).  The  12-month  payment  for  each  possible  action-event  branch  was 
as  illustrated. 

To  determine  whether  the  new  equipment  or  the  overtime  decision  branch 
offered  the  better  composite  value  of  payout-as-modified-by-probability  the  presi¬ 
dent  did  the  following: 

Starting  at  the  horizon  line  or  top  of  the  decision  tree,  he  multiplied  each  event 
branch  “value”  at  the  horizon  line  by  the  probability  for  this  event.  For  example 
lrLm<tne1!V  ecluiPment  hflf  of  the  diagram  he  multiplied  the  high  sales  probability 
['  y.  b,y.the  Pay°ut  for  this  event  ($460,000)  to  get  a  composite  figure  Of  $276,000. 
Ann!  u  In^  the  'ower  sa*es  probability  (.40)  times  the  payout  for  this  event  ($340  - 
000),  he  got  a  figure  of  $1 36,000.  He  then  added  these  two  figures  to  get  a  total 
composite  figure,  a  combined  “value”  at  the  event  fork  of  $412,000 

Using  the  same  technique  for  the  overtime  half  of  the  diagram,  he  determined 
that  the  composite  “value”  of  the  high  sales  branch  was  $264,000  that  the 

°f, the  low  sa,es  event  which  was  $152,000,  and  that  the  final  probability- 
modified  value”  for  the  overtime  event  fork  was  $41 6,000. 

With  this  information  he  could  simplify  the  decision  diagram.  He  erased  the 
event  branches  and  end  values  at  the  horizon  line.  This  left  the  two  action 
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branches  (new  equipment  v.  overtime)  and  the  two  combined  “values”  of  $412,- 
000  and  $416,000  respectively.  The  decision  diagram  now  looked  as  follows: 


One  glance  at  this  simplified  decision  tree  and  the  company  president  knew, 
considering  the  odds,  that  the  best  choice  was  overtime.  It  offered  the  highest  total 
odds-modified  value.  The  best  decision,  apparently,  was  to  prepare  for  the  less 
probable  event.  To  complete  the  process  the  president  erased  the  lower  valued 
action  branch  which  he  now  knew  he  did  not  wish  to  take,  and  his  final  decision 
diagram  looked  as  follows: 


Later,  in  going  through  these  numbers  in  order  to  try  to  explain  their  logic  to 
his  marketing  director,  treasurer  and  manufacturing  vice  president,  the  president 
noted,  “Now  I  recognize  that  the  $412,000  odds-modified  ‘value’  for  new  equip¬ 
ment  is  something  of  an  imaginary  figure,  but  I’m  not  worried  about  that;  I  need 
it  to  compare  with  a  similarly  imaginary  ‘value’  for  the  overtime  alternative.  Since 
the  way  the  odds  modify  the  payouts  gives  the  overtime  alternative  the  greater 
value  ($41 6,000),  I’m  convinced  that  we  should  play  it  safe  and  stay  with  overtime. 
Later  on,  if  our  prospects  look  good,  we  can  always  add  more  equipment.” 

However,  the  company  treasurer  decided  that  it  might  be  worthwhile  taking  that 
second  look  immediately,  and  extended  the  decision  tree  another  year  forward. 
After  conferring  with  the  marketing  director,  the  treasurer  decided  he  could  safely 
assume  that  long-term  trends  for  the  component  in  question  were  excellent  and 
that  even  if  sales  did  drop  5  percent  in  1 967  and  early  1 968,  the  odds  were  8-in-1 0 
that  sales  would  increase  20  percent  in  1968  and  1969.  The  odds  were  2-in-1 0 
that  sales  would  increase  by  at  least  1 0  percent  in  1 968.  Moreover,  if  sales  rose 
in  1967,  as  hoped,  the  odds  were  50-50  that  they  would  further  increase  by  either 
20  percent  or  10  percent  in  1968. 

With  these  probabilities  in  mind,  the  treasurer  then  drew  up  an  extended  two- 
year  decision  diagram  of  possible  actions,  events  and  payouts  that  looked  as 
illustrated  ...  [in  Exhibit  2]. 
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EXHIBIT  2 


mba,rassed  “  -  —  « >^5 

hi  ,t  'WaStr°?9'”  he  said  “0n  a  short-term  basis  it  seemed  best  to  go  to  overtime 
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Smiling  as  he  pulled  out  his  own  extended  two-year  decision  diagram,  which 
showed  the  same  conclusion,  the  president  said,  “Let’s  go  tell  Harry  down  in 
Production.”.  .  . 

The  above  decision  situations  were  simple  enough  so  that,  given  the  back¬ 
ground  information  at  each  stage,  most  (but  not  all)  executives  would  intuitively 
have  made  the  decisions  chosen  by  Emperor’s  management.  What  the  decision 
trees  did,  however,  was  make  abundantly  clear  what  would  have  been  debatable 
— and  debated — in  most  companies. 

*  *  *  *  * 

Exponents  and  developers  of  decision  trees  do  note,  however,  that  the  internal 
logic  of  decision  diagrams  is  sometimes  difficult  to  get  across  to  veteran  manag¬ 
ers.  This,  because,  as  one  businessman  student  remarks,  “Handling  decision 
diagrams  is  a  bit  like  learning  parallel  skiing:  you  have  to  override  some  deeply 
inlaid  intuitions  and  instincts  to  make  things  click.”  The  comparison  is  apt,  for  in 
parallel  skiing  a  man,  already  on  a  steep  mountainside,  must  lean  far  forward  to 
bring  his  weight  to  the  tips  of  his  skis;  only  then  will  weight  come  off  the  backs 
of  his  skis  to  permit  him  control  and  maneuverability.  A  neophyte  skier  may  accept 
all  this  intellectually,  but  on  a  steep  slope  every  instinct  yells  for  him  to  pull  back. 

Among  businessmen,  interestingly  enough,  it  is  often  precision-prone  math¬ 
ematicians  and  engineers  rather  than  sales  and  general  managers  who  balk  at 
the  probability-logic  of  a  decision  tree.  Their  qualms,  which  tend  to  take  the  form 
of  a  sharp  distrust  of  the  composite  “values”  and  related  events  at  an  event  fork, 
have  (within  their  limitations)  a  certain  logical  consistency. 

The  best  way  to  illustrate  the  “logical”  objections  to  decision  trees  and  how 
they  can  be  overcome  is  by  a  suitably  altered  case  study: 

As  part  of  an  overall  decision  study  involving  research  and  development  pos¬ 
sibilities,  the  Pythagoras  Parts  Company  of  New  York  determined  that  for  one 
particular  $1 ,000,000  investment  in  a  new  process  and  product  the  company  stood 
a  70  percent  chance  of  developing  high  sales  over  a  period  of  time  and  net  cash 
flow  of  $4,000,000.  However,  there  was  also  a  30  percent  chance  of  relatively  low 
sales  and  a  negative  cash  flow  of  (— -)  $1 ,000,000.  Project  managers  were  anxious 
to  get  a  yes  or  no  on  this  decision,  a  diagram  which  looked  as  follows: 


ACTION: 

Invest  in  new  process 


EVENT:  PAYOUT 

High  v.  low  sales  Net  cash  flow 

(probabilities  in  brackets) 


$4  million 


$1  million 


Via  backwards  induction,  company  analysts  illustrated  that  the  composite  value 
of  each  event  branch  was:  .70  X  $4,000,000  =  $2.8  million,  and  .30  X  (— )  $1,- 
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000,000  =  (~ )  $0.3  million.  With  these  totals  they  determined  a  composite  value 
of  $2.5  million  for  the  event  node  (see  diagram  .  .  .  [below].) 


Decision 

to  invest  $2.5  million 

$1  million 


Estimated 
monetary 
value  of 
this  action 


This  was  the  first  time  some  of  the  company  executives  had  ever  been  pre- 
sented  with  decision  diagrams,  and  at  this  point  in  the  presentation  a  number  of 
executives  began  to  balk. 

1  f9ree  that  the  odds  are  70-30  for  success  or  failure,”  one  of  them  admitted 
but  those  are  before-the-fact  odds.  In  real  life  we  won’t  get  70  percent  success 
and  30  percent  failure  and  some  compromise  average  return.  Once  we  get  to 
making  that  product  we  are  going  to  find  sales  bring  in  either  plus  $4  000  000  or 
we  are  out  $1,000,000.  We  will  either  make  money  or  lose  it;  there  just  won’t  be 
any  in-between  value  like  your  $2.5  million.” 

On  this  note  the  meeting  ended.  A  decision  on  the  project  was  postponed 
The  next  week,  however,  another  development  led  Pythagoras  managers  to 
review  decision  values  in  a  new  light.  A  representative  of  Heisenberg  Investments 
Inc.,  a  venture  capital  group,  called  on  Pythagoras  management.  Heisenberg  had 

e  jHhe  new  process  from  a  Pythagoras  director.  The  investment  company 
might  be  interested  in  buying  out  the  new  process. 

After  a  number  of  exploratory  meetings,  the  senior  Heisenberg  representative 
began  serious  negotiations  by  announcing,  “We  agree  that  the  odds  on  this  project 
are  70  percent  profitable  and  30  percent  unprofitable.  We  also  recognize  that  your 

company  is  a  bit  tight  on  cash  and  dubious  about  taking  a  miilion-dollar  gamble 
that  might  not  pay  off. 

"Well,  we  can  convert  this  situation  from  a  gamble  to  a  sure  thing  for  you  We 
are  willing  to  buy  the  process.  In  other  words,  we  will  take  over  the  gamble  The 
question  is,  how  much  must  we  pay?” 

Bargammg  then  got  under  way.  Gradually,  as  the  Heisenberg  offer  rose  from 

f  D^'  '°n  Start'n9  P°,nt’ the  once  purely  “abstract”  $2.5  million  composite  value 
of  Pythagoras  previous  decision  diagrams  began  to  get  very  real.  There  was  an 
in-between  value  after  all,  and  not  the  strictly  win-or-lose  situation  seen  by  one 
of  the  Pythagoras  executives.  In  fact,  when  offered  a  sure  $2.5  million  the  Py¬ 
thagoras  people  found  they  were  just  about  willing  to  give  up  the  7o’  percent 
chance  at  (+)  $4,000,000  and  30  percent  chance  at  (— )  $1,000,000  They  now 

Snn$n  nnn  oIOh  fVj!  being  in  a  position  t0  take  the  70-30  gamble  for 

$4,000,000  and  (  )  $1 ,000,000  respectively. 

Once  a  decision-maker  can  accept  that  position  values  at  the  nodes  of  a 

decision  diagram  are  logical  and  meaningful,  he  can  readily  make  use  of  decision 
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trees.  Any  further  difficulties  will  no  longer  be  those  of  philosophy  but  of  detail — 
though  there  may  be  plenty  of  these.  Decision  trees,  while  simple  in  essence,  can 
get  complex  in  application. 

Take,  for  instance,  any  of  the  event  forks  in  the  Emperor  Products  illustration 
.  .  .  [above].  In  actuality,  both  at  the  action  and  the  sales-event  forks  there  might 
be  a  great  many  different  possible  actions  and  a  whole  spectrum  of  possible  sales 
rises  or  drops  after  each  possible  different  action.  What  we  showed  as  simple 
event  forks  would  be  more  accurately  portrayed  as  event  fans  which  make  for  a 
very  complex,  multiple-branched  decision  tree.  Fortunately,  under  analysis  some 
of  the  values  of  a  given  event  fan  can  turn  out  to  be  much  more  likely  to  occur 
than  others.  In  fact,  there  are  times  when  event  fans  can  be  effectively  treated 
as  a  single  branch  or  as  relatively  simple  two-  or  three-branch  forks. 

Such  a  rationalizing  of  event  fans,  of  course,  makes  a  decision  tree  more 
manageable.  One  of  the  main  difficulties  in  analyzing  decision  trees  is  that  even 
with  simple  two  and  three  or  four  branch  forks  the  trees  can,  as  one  analyst  put 
it,  “get  so  bushy  they  are  hairy.” 

But  there  are  useful  techniques  for  thinning  down  bushy  trees.  Some  involve 
simple  common  sense.  For  example,  in  a  situation  such  as  Emperor’s  the  manag¬ 
ers  automatically  eliminated  two  possible  actions:  do  nothing,  and  raise  price.  In 
that  case  competitive  factors  and  the  possible  entry  of  newcomers  to  the  field 
would  label  both  these  alternatives,  though  possible,  patently  unrewarding.  Then, 
too,  for  purposes  of  comparison  between  alternative  branches,  there  are  tech¬ 
niques  for  thinning  a  fork  in  a  tree  from,  say,  five  down  to  a  simpler  two  branches. 
With  careful  staff  work  it  is  usually  possible  to  shape  and  trim  a  decision  tree  down 
to  its  principal  branches  before  bringing  it  up  for  top  management  consideration. 

The  really  difficult  and  vital  element  in  the  construction  of  a  decision  tree  is  the 
making  of  assumptions  and  setting  of  probabilities  from  which  the  “magic”  num¬ 
bers  in  a  decision  tree  are  developed.  When  decision  trees  are  first  introduced 
many  managers  go  through  strenuous  verbal  and  mental  contortions  to  avoid 
being  pinned  down  to  hard  number  estimates.  When  they  do  assign  probability 
values  to  estimates,  managers  tend  to  be  inconsistent;  in  dealing  with  related 
multiple  events  they  often  assign  individual  values  that  total  more  than  100  per¬ 
cent.  Finally,  with  different  managers  involved  in  developing  a  given  valuation  of 
the  probabilities  of  an  event,  it  takes  time  and  careful  analysis  to  reach  mutual 
agreement. 

Moreover,  the  complexities  that  underlie  even  one  simple-seeming  probability 
number  can  be  extensive.  In  some  cases,  an  estimated  probability  may  be  the 
computer-simulated  resultant  of  the  interactions  of  four,  five  and  more  variables, 
plus  a  number  of  economic  indices  and  a  string  of  basic  assumptions. 

A  reassuring  aspect  of  decision  trees,  however,  is  that  they  are  as  easily 
adaptable  to  fairly  rough  calculations  worked  out  by  pencil  and  a  hand  calculator 
as  to  highly  refined  ones.  And,  as  further  reassurance,  even  at  their  most  highly 
refined,  decision  tree  numbers  make  no  pretense  of  developing  specific  point 
values.  They  are  intended  only  as  a  measure  of  the  relative  virtues  of  alternate 
action-event  paths  and  of  the  various  points  on  these  paths. 

Men  with  some  exposure  to  a  variety  of  decision  diagram  applications,  such 
as  Vatter  of  Harvard  and  Collins  of  Arthur  D.  Little,  agree  that  within  any  one 
company  there  is  an  indeterminate  band  of  applications  where  decision  trees  can 
be  of  value  but  outside  of  which  they  approach  redundancy.  For  instance,  if  the 
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decision  problem  is  a  relatively  simple  one  in  which  the  executives  involved  are 
well-practiced  and  which  they  can  virtually  handle  in  their  heads,  the  use  of  deci¬ 
sion  trees,  even  as  an  introductory  device,  might  be  uneconomical.  But  there  are 
many  marketing,  pricing,  research  investment,  new  venture  and  acquisition  deci- 
sions  whose  complexity  and  implications  for  the  company  warrant  the  use  of 
decision  trees. 

The  decision  diagrams  also  have  useful  side  effects.  Since  most  upper-level 
middle  managers  are  both  responsible  for  budgets  and  accountable  to  bosses, 
they  tend  to  play  a  conservative  game — and  with  good  reason.  If  they  run  risks 
that  pay  off,  fine.  But  one  failure  that  generates  losses  can  ruin  or  retard  a  career. 
The  result,  in  most  concerns,  is  a  clustering  of  decisions  at  the  lower  payout,  lower 
risk  end  of  the  spectrum.  In  other  words,  the  company’s  best  strategy  and  an 
individual  manager’s  best  strategy  do  not  necessarily  coincide. 

If,  however,  the  same  manager  makes  a  formal,  decision  tree  analysis  of  the 
investment  and  gets  agreement  from  above  as  to  the  relative  risks  and  rewards 
of  the  project,  he  will  be  in  a  position  to  make  the  investment  with  much  less 
likelihood  of  career  suicide  in  the  event  of  losses. 

There  is  some  danger  in  that  managers,  mesmerized  by  the  logic  of  the  num¬ 
bers  they  see,  may  take  the  decision  tree  as  an  answer  machine  rather  than 
carefully  investigating  the  assumptions  upon  which  the  diagram’s  numbers  are 
based.  But  valuating  the  risks  versus  rewards  for  decision  trees  finds  the  balance 
well  in  their  favor. 


From 

THE  SCIENCE  OF 
“MUDDLING  THROUGH”* 

By  Charles  E.  Lindblom 


Suppose  an  administrator  is  given  responsibility  for  formulating  policy  with 
respect  to  inflation.  He  might  start  by  trying  to  list  all  related  values  in  order  of 
importance,  e.g.,  full  employment,  reasonable  business  profit,  protection  of  small 
savings,  prevention  of  a  stock  market  crash.  Then  all  possible  policy  outcomes 
could  be  rated  as  more  or  less  efficient  in  attaining  a  maximum  of  these  values. 
This  would  of  course  require  a  prodigious  inquiry  into  values  held  by  members  of 
society  and  an  equally  prodigious  set  of  calculations  on  how  much  of  each  value 
is  equal  to  how  much  of  each  other  value.  He  could  then  proceed  to  outline  all 
possible  policy  alternatives.  In  a  third  step,  he  would  undertake  systematic  com¬ 
parison  of  his  multitude  of  alternatives  to  determine  which  attains  the  greatest 
amount  of  values. 


‘Reprinted  by  permission  of  Public  Administration  Review,  Vol.  XIX,  No  2  (Spring  1959i 
Chicago^S^'llL^  ^  ^mer‘can  Society  for  Public  Administration,  6042  KimbaS^veime! 
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In  comparing  policies,  ho  would  take  advantage  of  any  theory  available  that 
generalized  about  classes  of  policioa.  In  considering  inflation,  for  example,  he 
would  compare  all  policies  in  the  light  of  the  theory  of  prices.  Since  no  alternatives 
are  beyond  his  investigation,  ho  would  consider  strict  central  control  and  the 
abolition  of  all  puces  and  markets  on  the  one  hand  and  elimination  of  all  public 
controls  with  reliance  completely  on  the  free  market  on  the  other,  both  in  the  light 
of  whatever  theoretical  generalizations  he  could  find  on  such  hypothetical  econo¬ 
mies. 

Finally,  he  would  try  to  make  the  choice  that  would  in  fact  maximize  his  values. 

An  alternative  lino  of  attack  would  bo  to  set  as  his  principal  objective,  either 


would  expect  to  repeat  endlessly  the  sequence  just  doscribod,  as  conditions  and 
aspirations  changed  and  as  accuracy  of  prediction  improved. 


fy  Root  or  By  Branch 

f  or  complex  problems,  the  first  of  those  two  approaches  is  of  course  impossi¬ 
ble,  Although  ‘inch  an  approach  can  bo  described,  it  cannot  bo  practiced  except 
for  relatively  simple  problems  and  even  then  only  in  a  somewhat  modifiod  form. 
It  assumes  intellectual  capacities  and  sources  of  information  that  men  simply  do 
nut  possess,  arid  it  is  even  mure  absurd  as  an  approach  to  policy  when  the  timo 
and  money  that  can  tie  allocated  to  a  policy  problem  is  limited,  as  is  always  the 
cane, 

Curiously,  however,  the  literatures  of  decision-making,  policy  formulation,  plan¬ 
ning.  and  public  administration  formalize  the  first  approach  rather  than  the  second, 
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leaving  public  administrators  who  handle  complex  decisions  in  the  position  of 
practicing  what  few  preach.  For  emphasis  I  run  some  risk  of  overstatement.  True 
enough,  the  literature  is  well  aware  of  limits  on  man's  capacities  and  of  the 
inevitability  that  policies  will  be  approached  in  some  such  style  as  the  second.  But 
attempts  to  formalize  rational  policy  formulation— to  lay  out  explicitly  the  necessary 
steps  in  the  process— usually  describe  the  first  approach  and  not  the  second.1 

The  common  tendency  to  describe  policy  formulation  even  for  complex  prob¬ 
lems  as  though  it  followed  the  first  approach  has  been  strengthened  by  the  atten¬ 
tion  given  to,  and  successes  enjoyed  by,  operations  research,  statistical  decision 
theory,  and  systems  analysis.  The  hallmarks  of  these  procedures,  typical  of  the 
first  approach,  are  clarity  of  objective,  explicitness  of  evaluation,  a  high  degree 
of  comprehensiveness  of  overview,  and,  wherever  possible,  quantification  of  val¬ 
ues  for  mathematical  analysis.  But  these  advanced  procedures  remain  largely  the 
appropriate  techniques  of  relatively  small-scale  problem-solving  whore  the  total 
number  of  variables  to  be  considered  is  small  and  value  problems  restricted 
Charles  Hitch,  head  of  the  Economics  Division  of  RAND  Corporation,  one  of  the 
leading  centers  for  application  of  these  techniques,  has  written: 


“I  would  make  the  empirical  generalization  from  my  experience  at  RAND  and 
elsewhere  that  operations  research  is  the  art  of  sub-optimizing,  i.e.,  of  solvinq 
some  lower-level  problems,  and  that  difficulties  increase  and  our  special  compe- 
fence  diminishes  by  an  order  of  magnitude  with  every  level  of  docision  making  we 
attempt  to  ascend.  The  sort  of  simple  explicit  model  which  operations  researchers 
are  so  proficient  in  using  can  certainly  reflect  most  of  the  significant  factors  in¬ 
fluencing  traffic  control  on  the  George  Washington  Bridge,  but  the  proportion  of 
the  relevant  reality  which  we  can  represent  by  any  such  model  or  models  in 
studying,  say,  a  major  foreign-policy  decision,  appears  to  bo  almost  trivial,"* 


Accordingly  l  propose  in  this  paper  to  clarify  and  formalize  the  second  method 
much  neglected  in  the  literature.  This  might  be  described  as  the  method  of  succos- 

IT  d  c°mpf 1  sons- 1  wil>  contest  it  with  the  first  approach,  which  might  bo 
cailed  the  rational-comprehensive  method.’  More  impressionistically  and  briefly 
and  therefore  generally  used  In  this  article— they  could  bo  characterized  as  the 

T  T0t  method'  the  former  continually  building  out  from  the 
current  situation,  step-by-step  and  by  small  degrees;  the  latter  starting  from  funda- 


ChurohmTfrlckoffTnd  F  fTrnoff  ?  7h“’h  Is  upplM.  s„  c  w 

and  Sons,  1957);  and  J  V  McCloskev ttrxrurrh  >  John  Wil,.y 
Management,  Vol.  II  (The  Johns  Hopkins  Vr«T  1936)  h  A" 
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paper.  Km*  tm<1  !*»“<  y-maki«K  as  synonymous  for  pursers  of  this 
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mentals  anew  each  time,  building  on  the  past  only  as  experience  is  embodied  in 
a  theory,  and  always  prepared  to  start  completely  from  the  ground  up. 

Let  us  put  the  characteristics  of  the  two  methods  side  by  side  in  simplest  terms. 


Rational -Comprehensive  (Root) 


Successive  Limited  Comparisons 
(Branch) 

la.  Clarification  of  values  or  1b.  Selection  of  value  goals  and  em- 

objectivos  distinct  from  and  usu-  pirical  analysis  of  the  needed  ac- 

ally  prerequisite  to  empirical  anal-  tion  are  not  distinct  from  one  an- 

ysls  of  alternative  policies,  other  but  are  closely  intertwined. 

2a.  Policy-formulation  is  therefore  ap-  2b,  Since  means  and  ends  are  not 

proached  through  means-end  distinct,  means-end  analysis  is 

analysis:  First  the  ends  are  iso-  often  inappropriate  or  limited, 

latad.  then  the  means  to  achieve 
them  are  sought, 

3a,  The  test  of  a  “good"  policy  is  that  3b  T  ho  tost  of  a  “good"  policy  is  typi- 

it  can  bo  shown  to  bo  the  most  cally  that  various  analysts  find 

appropriate  moans  to  dosirod  themselves  directly  agreeing  on  a 


into  account. 


Theory  is  often  heavily  rolled 
upon. 


are  neglected. 

ii)  Important  alternative  potential 
policies  are  neglected. 

iii)  Important  affected  values  are 
neglected. 

A  succession  of  comparisons 
greatly  reduces  or  eliminates  reli¬ 
ance  on  theory. 


Assuming  that  the  root  method  is  familiar  and  understandable,  we  proceed 
directly  to  clarification  of  its  alternative  by  contrast.  In  explaining  the  second,  we 
shall  bn  describing  flow  most  administrators  do  in  fact  approach  complex  ques¬ 
tions,  for  tfie  root  method,  the  “best"  way  as  a  blueprint  or  model,  is  in  fact  not 
workable  for  complex  policy  questions,  and  administrators  are  forced  to  use  the 
method  of  successive  limited  comparisons, 
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that  on  many  critical  values  or  objectives,  citizens  disagree,  congressmen  dis¬ 
agree,  and  public  administrators  disagree.  Even  where  a  fairly  specific  objective 
is  prescribed  for  the  administrator,  there  remains  considerable  room  for  disaaree 
ment  on  sub-objectives.  .  .  .  y  e 

Administrators  cannot  escape  these  conflicts  by  ascertaining  the  majority’s 
preference,  for  preferences  have  not  been  registered  on  most  issues;  indeed 
there  often  are  no  preferences  in  the  absence  of  public  discussion  sufficient  to 
bring  an  issue  to  the  attention  of  the  electorate.  Furthermore,  there  is  a  question 
of  whether  intensity  of  feeling  should  be  considered  as  well  as  the  number  of 
persons  preferring  each  alternative.  By  the  impossibility  of  doing  otherwise  ad¬ 
ministrators  often  are  reduced  to  deciding  policy  without  clarifying  objectives  fiS 
Even  when  an  administrator  resolves  to  follow  his  own  values  as  a  criterion 
for  decisions  he  often  will  not  know  how  to  rank  them  when  they  conflict  with  one 

borate  t?  thfy  |USUa ”y  d°‘  Suppose’  for  sample,  that  an  administrator  must 
relocate  tenants,  living  in  tenements  scheduled  for  destruction  One  objective  is 

to  empty  the  buildings  fairly  promptly,  another  is  to  find  suitable  accommodation 
for  persons  displaced,  another  is  to  avoid  friction  with  residents  in  other  areas  in 

ii'fnh  ar9S  rU'd  be  unwelcome-  aether  is  to  deal  with  all  concerned 
through  persuasion  if  possible,  and  so  on.  wnoernea 

How  does  one  state  even  to  himself  the  relative  importance  of  these  partially 
conflicting  values?  A  simple  ranking  of  them  is  not  enough;  one  needs  ideaHy  to 
know  how  much  of  one  value  is  worth  sacrificing  for  some  of  another  value  The 
answer  is  that  typically  the  administrator  chooses— and  must  choose— directly 
among  policies  in  which  these  values  are  combined  in  different  ways.  He  cannot 
first  clarify  his  values  and  then  choose  among  policies 

A  more  subtle  third  point  underlies  both  the  first  two!  Social  objectives  do  not 
a  ways  have  the  same  relative  values.  One  objective  may  be  hiahlv  prized  in  one 
circumstance,  another  in  another  circumstance.  If,  for  example  an  administrate 

N°th  tf!e  dispatch  with  which  his  agency  can  carry  through  its  projects' 
and  good  public  relations,  it  matters  little  which  of  the  two  posstolv  con  So 

or  are  nnt^  ad™nist''ators  such  a  question  as:  Given  the  degree  to  which  we  are 
relations  tateadHKChieVin9  th®  values  of  disPatch  and  the  values  of  good  public 
to  Sr  «'S  "  u  sacrificin9  a  little  speed  for  a  happier  clientele  oMs  it  betted 

s  -  »  -  « 

except  in  terms  of  particular  policies.  That  one  value  is  preferred  to  another  in  n„ 
deS  to°  df  ValU6S  96neral  3nd  3bstract  terms  80  ^  they  do  not  shSn 

S5SfT~^=  £ 

amo^iiS^SS£!J?hfor,nU!fle  the  relevant  values  first  and  th®n  choose 
9  P  cies  to  achieve  them,  administrators  must  choose  directly  among  alter- 
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native  policies  that  offer  different  marginal  combinations  of  values.  Somewhat 
paradoxically,  the  only  practicable  way  to  disclose  one’s  relevant  marginal  values 
even  to  oneself  is  to  describe  the  policy  one  chooses  to  achieve  them.  Except 
roughly  and  vaguely,  I  know  of  no  way  to  describe — or  even  to  understand— what 
my  relative  evaluations  are  for,  say,  freedom  and  security,  speed  and  accuracy 
in  governmental  decisions,  or  low  taxes  and  better  schools  than  to  describe  my 
preferences  among  specific  policy  choices  that  might  be  made  between  the  alter¬ 
natives  in  each  of  the  pairs. 

In  summary,  two  aspects  of  the  process  by  which  values  are  actually  handled 
can  be  distinguished.  The  first  is  clear:  evaluation  and  empirical  analysis  are 
intertwined;  that  is,  one  chooses  among  values  and  among  policies  at  one  and 
the  same  time.  Put  a  little  more  elaborately,  one  simultaneously  chooses  a  policy 
to  attain  certain  objectives  and  chooses  the  objectives  themselves.  The  second 
aspect  is  related  but  distinct:  the  administrator  focuses  his  attention  on  marginal 
or  incremental  values.  Whether  he  is  aware  of  it  or  not,  he  does  not  find  general 
formulations  of  objectives  very  helpful  and  in  fact  makes  specific  marginal  or 
incremental  comparisons.  Two  policies,  X  and  Y,  confront  him.  Both  promise  the 
same  degree  of  attainment  of  objectives  a,  b,  c,  d,  and  e.  But  X  promises  him 
somewhat  more  of  f  than  does  Y,  while  Y  promises  him  somewhat  more  of  g  than 
does  X.  In  choosing  between  them,  he  is  in  fact  offered  the  alternative  of  a 
marginal  or  incremental  amount  of  fat  the  expense  of  a  marginal  or  incremental 
amount  of  g.  The  only  values  that  are  relevant  to  his  choice  are  these  increments 
by  which  the  two  policies  differ;  and,  when  he  finally  chooses  between  the  two 
marginal  values,  he  does  so  by  making  a  choice  between  policies.4 

As  to  whether  the  attempt  to  clarify  objectives  in  advance  of  policy  selection 
is  more  or  less  rational  than  the  close  intertwining  of  marginal  evaluation  and 
empirical  analysis,  the  principal  difference  established  is  that  for  complex  prob- 
lems  the  first  is  impossible  and  irrelevant,  and  the  second  is  both  possible  and 
relevant.  The  second  is  possible  because  the  administrator  need  not  try  to  analyze 
any  values  except  the  values  by  which  alternative  policies  differ  and  need  not  be 
concerned  with  them  except  as  they  differ  marginally.  His  need  for  information  on 
values  or  objectives  is  drastically  reduced  as  compared  with  the  root  method;  and 
his  capacity  for  grasping,  comprehending,  and  relating  values  to  one  another  is 
not  strained  beyond  the  breaking  point. 


[Editors’  Note:  Article  proceeds  to  discuss  the  remaining  four  points  2b-5b  listed 
above.] 


4  The  line  of  argument  is,  of  course,  an  extension  of  the  theory  of  market  choice,  especially 
the  theory  of  consumer  choice,  to  public  policy  choices. 
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DECISION  MAKING  RULES  AND 
COMPUTATIONAL  TECHNIQUES* 

By  J.  J.  O’Connell 


Certain  rules  and  techniques  have  become  standardized  for  making  de¬ 
cisions  under  conditions  of  uncertainty,  risk,  and  conflict.  The  following  is  a 
brief  synthesis  of  those  rules  and  techniques.  No  effort  is  made  to:  (a)  define 
all  terms,  (b)  explain  the  complete  reasoning  of  the  steps,  (c)  point  out  the 
underlying  assumptions,  or  (d)  enumerate  the  benefits  and  limitations  of 
each  application.  The  reader  will  profit  by  attempting  to  infer  these  points 
from  our  cookbook  presentation  of  the  techniques.  Help  in  this  task  and 
more  advanced  treatments  can  be  found  in  the  sources  cited  in  each  section 
below. 


I.  Decision  Making  under  Uncertainty 
1.1.  Maximin 

Situation:  A  will  get  various  profit  amounts  depending  on  what  strategy 
he  uses  (Ax  or  A2)  and  depending  on  which  state  of  nature  (Bj  or  B  ) 
exists  when  A  acts.  A  has  no  idea  whether  he  will  face  Bj  or  B2. 
Technique:  Identify  the  minimum  payoff  for  each  of  A’s  strategies  (in 
each  row).  Pick  the  maximum  of  these  minima. 


Payoff  Matrix 

B, _ B, 

Aj  [~23  35 

A2  34  26 


Minimum 

Maximum  of 

Payoffs 

Minima 

Choose 

23 

26 

26 

26  (i.e., 
Strategy 
A2) 

snouia  choose  the  strategy 


m  wiiibii  rie 


V I  IIIC 


minimum  payoffs  open  to  him. 

1.2.  Coefficient  of  Optimism 
Situation:  Same  as  1.1. 

hfv^m  '  'dentify  thS  maximum  PaV°ff  for  each  of  A’s  strategies.  Iden- 
and  minZ'hUm  PT  ^  eaCh  °f  A’S  strate9ies'  Weight  the  maxima 

pectThe  bestW^Tt  f"tS  WhiCh  6Xpress  h0W  °Ptimistic  Vou  are  (ex- 
Srori.^tcb  *  ®'atlVe  t0  y0ur  Pessimism  (expect  the  worst).  Sum  the 
products  in  each  row  to  get  the  expected  value  in  each  row.  ’ 


Unpublished 


manuscript,  1963. 
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Payoff  Matrix 

^1 _ 

Ai  [~23  35 

A2  34  26 


Maximum  Minimum 

Payoffs  Payoffs 


35  23 

34  26 


Coefficient 
of  Optimism 

Inclined  to 
expect  maximum 
payoff  6  times 
out  of  10. 


Expected  Value  Table  Choose 

35  X  .6  +  23  X  .4  =  30.2 

34  x  .6  +  26  x  .4  =  30.8  30.8  (i.e.,  Strategy  A2) 

Rule:  A  should  choose  the  strategy  with  the  highest  expected  value. 
1.3.  Minimax  (Regret) 

Situation:  Same  as  1.1. 

Technique:  Subtract  the  highest  payoff  given  each  possible  outcome 
from  each  other  payoff  for  that  outcome  (subtract  the  highest  number  in 
each  column  from  each  number  in  that  column).  Identify  the  maximum 
regret  for  each  of  A’s  strategies.  Pick  the  minimum  of  these  maxima. 


Maximum  Minimum  of 

Payoff  Matrix  Regret  Matrix  Regrets  Maxima  Choose 

Bj _ Ba  Bj _ B, 

Ax  [23  35  Aj  HI  0  1 1 

A2  I  34  26  A2  0  9  9  9  Strategy  A2 

Rule:  A  should  choose  the  strategy  in  which  he  suffers  the  lesser  of  the 
maximum  “regrets”  he  faces. 

1.4.  Laplace  Criterion 
Situation:  Same  as  1.1. 

Technique:  Assign  equal  probabilities  to  each  state  of  nature,  thereby 
weighting  each  payoff  equally.  Sum  the  products  in  each  row  to  get  the 
expected  values  of  each  row. 


Payoff  Matrix  Probabilities 

(-5) 

(.5) 

Bi  B2 

B> 

b2 

A, 

23  35  That  Bx  will  occur  =  .5 

A, 

23 

35 

A2 

34  26  That  B2  will  occur  =  .5 

a2 

!  34 

26 

Expected  Value  Table 

Choose 

23  X  .5  +  35  X  .5  =  29.0 

34  X  .5  +  26  X  .5  =  30.0 

30.0  (i.e.,  Strategy  A2) 

Rule:  A  should  choose  the  strategy  with  the  highest  expected  value. 
[Editors’  Note:  See  David  W.  Miller  and  Martin  K.  Starr,  Executive 
Decisions  and  Operations  Research  (Englewood  Cliffs,  N.J.:  Prentice- 
Hall,  Inc.,  1960),  pp.  85-94;  William  J.  Baumol,  Economic  Theory 
and  Operations  Analysis  (Englewood  Cliffs,  N.J.:  Prentice-Hall,  Inc 
1961),  pp.  368-75.] 
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II.  Decision  Making  under  Risk 


Situation:  A  will  get  various  profit  amounts  depending  on  what  strateqy 
he  uses  and  depending  on  what  state  of  nature  exists  when  he  acts  Us¬ 
ing  additional  information  A  has  about  himself  and  about  the  possible 
states  of  nature,  A  can  make  some  estimate  how  likely  B,  is  to  occur  com¬ 
pared  to  the  chances  of  B2’s  occurring. 

Technique:  Assign  probabilities  to  each  state  of  nature  which  represent 
A  s  judgment  about  the  chances  of  B,  or  B2  happening.  The  probabilities 
serve  as  weights  for  the  payoffs  in  each  column.  Sum  the  products  in 
each  row  to  get  the  expected  payoff  for  each  row. 


Payoff  Matrix 
Bj  B2 

A,  23  35 

A2  34  26 


Subjective  Probabilities 

That  B,  will  occur  =  .4 
That  B2  will  occur  =  .6 


(•4)  (.6) 

_Bj _ B2 

Ai  23  35 

A2  34  26 


Expected  Value  Table 
23  X  .4  +  35  X  .6  =  30.2 
34  X  .4  +  26  X  .6  =  29.2 


Choose 

30.2  (i.e.,  Strategy  AJ 


Rule:  A  should  choose  the  strategy  with  the  highest  expected  value. 

[Editors’  Note:  See  Miller  and  Starr,  op.  cit.,  pp.  82-85;  Morris,  Man- 
agement  Science  in  Action  (see  author  index).] 

III.  Decision  Making  under  Conflict  (Game  Theory) 


anuauon: 


.  «  will  get  various  profit  amounts  depending  on  what  strategy 
he  uses  and  depending  on  what  strategy  B  uses.  In  this  situation  the 
profit  A  gams  will  be  a  loss  for  B-a  two-person,  zero  sum  game.  In  con¬ 
trast  to  the  above  situations,  A  here  has  an  intelligent  adversary  for  the 
first  time. 


Technique:  Identify  the  minimum 
the  maximum  of  these  minima. 


payoff  for  each  of  A’s  strategies.  Pick 


Identify  the  maximum  loss  for  each  of  B's  alternatives.  Pick  the  mini- 
mum  of  these  maxima. 


Payoff  Matrix 


A  s  Minimum 
Payoffs 


Maximum  of 
Minima 


B, 

b2 

Ai 

|~23 

35 

a2 

I  34 

26 

B's  Maximum  Losse 

b, 

34 

b2  1 

35 

23 

26 


26 

Minimum  of 
Maxima 

34 


A  Wilt  Choose 


26  (i.e.,  Strategy  A2) 

B  wiil  Choose 
34  (i.e.,  Strategy  BJ 


Rule:  A  should  choose  the  strategy  in  which  he  gets  the  higher  of  the 

suffix  th  F?y°ffS  °ftn  t0  h'm'  B  Sh0U,d  choose  the  strategy  in  which  he 
suffers  the  lower  of  the  maximum  losses  facing  him 

Note:  B  can  figure  out  that  A’s  most  rational  strategy  is  A2.  If  B  were  1 00% 
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certain  A  would  use  strategy  A2,  B  then  would  himself  prefer  strategy  B2, 
so  that  he  would  lose  26  instead  of  34. 

A  can  figure  out  that  B’s  most  rational  strategy  is  B,.  If  A  were  100% 
certain  B  would  use  strategy  B^  A  would  stick  with  his  most  rational 
strategy,  A2.  Of  course,  if  A  thought  B  would  switch  to  strategy  B2,  then  A 
might  be  tempted  to  switch  to  strategy  Alt  so  that  he  would  gain  35  in¬ 
stead  of  34. 

A  could  certainly  “ride”  with  his  most  rational  strategy,  A2,  which  as¬ 
sures  him  at  least  the  better  of  the  minimum  profits,  26.  On  the  other 
hand,  A  could  use  what  is  called  a  “mixed  strategy.” 

Situation:  Both  opponents  have  figured  their  own  most  rational  strate- 
gies  (and  each  is  aware  of  the  other’s)  but  the  “game”  is  still  indetermi¬ 
nate-further  gamesmanship  could  benefit  either  party. 

Technique:  A  could  judge  that  he  might  outsmart  B  by  employing  a  ran¬ 
dom  strategy.  He  could  use  a  method  which  made  it  equally  probable  that 
he  would  employ  A,  or  A2J  To  see  if  this  is  a  better  strategy  than  the 
most  rational  one  figured  above,  A  would  set  equal  weights  to  each 
payoff  in  each  of  his  strategies.  He  then  can  determine  the  expected 
value  in  the  two  cases:  B  uses  B„  B  uses  B2. 

Apply  the  appropriate  weights  to  the  payoffs  in  each  column.  In  each 
case,  sum  the  products  to  get  the  expected  value  of  each  column. 


Payoff  Matrix 

Bi _ 

Aj  23  35 

A2  34  26 


Expected  Value  Table 
B,  B2 

23  X  .50  35  X  .50 

34  x  .50  26  x  ,50 

28.5  30.5 


Rule:  Since  both  28.5  and  30.5  are  better  than  the  26  which  A  is  willing  to 
settle  for  in  his  most  rational  strategy,  it  will  “pay”  A  to  do  some  gam¬ 
bling.  A  should  flip  a  coin.  If  heads,  strategy  A^  if  tails,  strategy  A2. 
[Editors’  Note:  See  Miller  and  Starr,  op.  cit.,  pp.  94-98;  Baumol,  op. 
cit.,  pp.  348-66;  John  McDonald,  Strategy  in  Poker,  Business  and  War 
(New  York:  W.  W.  Norton  &  Co.,  Inc.,  1950),  especially  pp.  50-83.] 


From 

UTILITY  THEORY* 

By  C.  H.  Springer,  R.  E  Her/ihy,  R.  T.  Mall,  and  R.  I.  Beggs 


Van:  .  .  .  Economists  long  ago  invented  a  concept  called  utility  to  treat  the 
question  of  individual  predisposition  toward  risk. 

1  Techniques  are  available  for  determining  the  probabilities  from  the  values  in  the  payoff 
matrix.  See  the  Baumol  reference  cited  below. 

*  Reprinted  with  permission  from  Statistical  Inference,  Richard  D.  Irwin,  Inc.,  Home- 
wood,  Ill.,  1966  (pp.  297-99). 


484 


The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 


Dick:  Well,  how  does  this  utility  concept  work,  Van? 

Van.  Utility  is  a  measure  of’  th©  vs/ug  nr  i  icofi  iina^n  * 
usually — to  an  individual.  It  recognizes  for  instance  thatarini!  somethi"9~money 
to  the  man  who  hasn’t  had  a  square meal L  18  a  lot  more 
already  made  his  first  million.  Here,  let  me  give  you  a  morTn'I  'S  t0  ^  9Uy  whos 
all  have  fire  insurance  on  our  houses.  We  nrnhahiw  m  personal  example.  We 
holding  our  mortgages  didn’t  require  it  Whv?  Bara  W°U  ^3Ve  even  if  the  bank 
if  our  house  did  bum  down.  V  Because  We  Couldn,t  afford  the  loss 

Tom:  What’s  this  to  do  with  utility,  Van? 

destroyed  by  fire  within  a^ear?**1'"*  ^  ^  Chances  of  your  house  being  totally 

Tom:  °h,  I  don’t  know.  Probably  less  than  one  in  a  thousand 
Van:  I  would  guess  your  house  is  worth  about  $20  000  Rtaht?  if  th 
one  out  of  a  thousand  chances  of  losinn  un,  ,r  *  T00'  Rl9ht?  lf  there  were 

$20.  Then  why  are  you  willing  to  pay  about  $100 w  L  ®  6Xpected  loss  is  only 
tell  you.  Because  $1 00  has  less  utility  for  you  than  a  001  rl?SUranc®  each  year?  r11 

Tom:  O.K.  I  get  the  point.  I  can’t  afford  '°°,!  chance  of  losmg  $20,000. 

the  expected  loss.  That’s  how  the  insurant  S°  willing  to  pay  more  than 
guess.  A  $20,000  loss  doesnThive SEE  S2ZZJT  **  ^  ' 

have7bel.no  ' « USe  y0U'd 

dollars.  P  y0ffS  fr0m  dollars  to  the  usefulness  of  those 

Van.  There  are  several  schemes  for  mpkinn 
a  picture  which  relates  utility  to  dollars  9  conversion-  Let’s  look  first  at 


Utility 


Dollars 


«s  particular  graph  indicates  that  the  100  nnnth 
to  us  as  the  first  dollar  beeai  th<=  „  00-°00th  dollar  we  earn  is  just  as  useful 

the  same  amount  for  a’dollar  ehanno  urve  9°es  UP— that  is,  the  utility  increases— 
a  dollar  change  regardless  of  the  amount  involved.  And  going 
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the  other  direction  the  100,000th  dollar  we  lose  doesn’t  hurt  any  more  than  the 
first  dollar  we  lose.  If  this  linear  relationship  between  utility  and  dollars  were  true, 
then  dollars  would  be  exactly  equivalent  to  utility  and  there  would  be  no  point  in 
introducing  the  concept  of  utility  into  the  problem  in  the  first  place. 

Harry:  The  fact  of  the  matter  is  that  it  does  hurt  more  than  1 0  times  as  much 
to  lose  $100,000  than  it  would  to  lose  $10,000.  Maybe  we  better  go  a  little  further 
into  this  utility  thing,  Van. 

Van:  The  utility  function  for  most  of  us  average  folks  looks  something  like  this. 


Utility 


Within  a  range  between  a  and  b  utility  is  about  equivalent  to  dollars.  But  beyond 
that  range,  we  get  cautious  about  how  much  we  might  lose  and  the  more  we  get, 
the  less  difference  another  dollar  makes.  Of  course,  most  of  our  decisions  involve 
sums  in  between  our  own  personal  a  and  b  values,  so  utility  theory  never  gets 
involved.  But  back  to  the  graph.  You  can  assign  any  scale  to  the  utility  axes,  you 
choose.  The  unit  of  measure  is  arbitrary.  The  only  important  thing  is  the  relative 
value  of  utility  at  different  points  on  the  curve. 

Just  for  illustration,  suppose  the  utility  function  for  .  .  .  [your]  company  looks 
something  like  this. 

Harry:  If  I  understand  what  you’re  saying,  Van,  that  might  not  be  too  far  from 
the  way  our  curve  would  actually  look. 

Van:  With  this  curve,  we  can  convert  the  payoff  dollars  to  utilities  and  then 
compute  the  expected  utility  in  the  same  way  we  computed  the  expected  pay¬ 
off.  .  .  . 


13.  SEA  BREEZE  MOTEL,  INC. 


Case  Introduction 


SYNOPSIS 

A  graduate  of  a  university  program  in  hotel  administration  builds  a 
new  motel  on  Cape  Cod.  During  the  first  season’s  operation,  there  is  a 
considerable  problem  of  “no-shows” — people  who  make  reservations  and 
then  do  not  honor  them.  This  often  results  in  loss  of  revenues.  In  order 
to  overcome  this  problem,  the  owner  of  the  motel  employs  a  consultant 
in  operations  research  who  recommends  an  optimum  strategy,  that  of 
taking  12  reservations  for  a  ten-room  facility.  During  the  second  season’s 
operation,  the  motel  operates  under  this  strategy.  However,  in  the  judg¬ 
ment  of  the  owner,  the  formula  or  model  is  not  working,  and  he  wonders 
whether  to  use  it  in  the  third  season. 

WHY  THIS  CASE  IS  INCLUDED 

The  Sea  Breeze  case  enables  one  to  see  both  the  power  of  scientific 
approaches  in  the  practice  of  management  and  the  limitations  of  this 
approach.  It  forces  the  policy  maker  to  decide  whether  a  management 
science  approach  will  be  utilized  in  the  formulation  of  firm  policy  or 
whether  he  will  place  more  reliance  on  judgment  or  intuition. 

DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 

1.  From  the  viewpoint  of  economics,  why  is  it  so  important  to  Heenan 
to  have  the  rooms  filled  to  capacity  at  all  times? 

Prepare:  Using  your  own  analytical  ability,  think  about  the  fixed 
costs  such  as  investment  in  buildings  and  furnishings.  Con¬ 
vert  these  costs  to  a  formula  that  will  yield  fixed  cost  per 
unit  of  output. 
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2.  Why  did  Heenan  “decide  right  then  and  there  that  there  must  be 
a  way  for  me  to  solve  the  problem  more  reliably  than  just  by  guessing”? 

lemyhdld  Ir^off  have  mner  self-confidence  that  he  could  solve  the  prob¬ 
lem  by  mathematics  or  “management  science”?  P 

Read:  Barber,  Science  and  the  Social  Order,  pp  7-8  12-n  i«  91 
Also,  the  concept  of  "convergent  phenomL”  and  the  section 
on  Physical  science”  In  Chapter  2  of  The  Managerial  Mind 
Not  included  in  this  volume,  but  an  excellent  source  for  under¬ 
standing  of  the  nature  of  science  as  uncovering  an  orderliness 
in  dynamic  events  is  Alfred  N.  Whitehead,  Science  and  the 
Modern  World  ( New  York:  Macmillan  Co.,  1925;  now  available 
m  paperback  by  Mentor),  Chapter  1 

dMI  “  What  S““ 

ashe^as  to  why  the  Journal  arhcle 

Reati:  general  Electric  Co.,  Professional  Management  in  General 
Electric.  ‘Moore  and  Tumin,  “Specialists  and  the  Ignorance  of 
Non-Specialists.  Simon,  Smithburg,  and  Thompson  Public 
Administration,  pp.  182,  189-200. 

4.  Why  didn’t  the  facts  of  the  real  world  corresnmiH 

Xiar-,h\*- why  “ «- 

n  June  and  more  than  predicted  in  July?  Whv  did  HPBno  -a 

Shields  as  part  of  the  “model”  which  ffit  work?  ° 

ead:  Min* and ,he s“,i°n on CeMrts 


POLICY  QUESTIONS 


tion  ' °U  Weru  in  Heenan’s  Place-  what  would  you  do  about  the 

tion  policy  in  the  coming  season?  e 


reserva- 


QUESTIONS  FOR  ORIGINAL  STUDENT  WORK 
AND  POLICY 


IN  ANALYSIS 


edncaln  'give  *****  «»r 

Motel  Inc  ?  As  to  whTi  wiJat  1S  Somg  °n”  in  the  Sea  Breeze 

7  0  her'  ,  g  be  predicted  to  happen  in  the  future? 

matic  ca“  Z  ^  therh^  what  ^ 

executives  in  the  case?  f  practical  problems  faced  by 


Sea  Breeze  Motel ,  Inc.  /  Case 


489 


Case  Text* 


Since  his  graduation  from  the  Cornell  University  School  of  Hotel  Ad¬ 
ministration,  Dave  Heenan  had  been  the  owner-manager  of  the  Sea 
Breeze  Motel  in  Harwichport,  Massachusetts,  on  Cape  Cod.  With  funds 
furnished  from  an  administered  inheritance,  Heenan  initiated  the  con¬ 
struction  of  the  lavish,  ten-suite  complex  in  the  late  autumn  three  years 
ago. 

An  early  completion  date  of  the  following  March  23  further  enabled 
Heenan  to  solicit  customers  for  the  oncoming  season — beginning  June 
1  and  terminating  September  10.  Heenan  intended  to  supplement  his 
seasonal  earnings  at  Sea  Breeze  by  assisting  his  cousin  in  the  manage¬ 
ment  of  the  Royal  Palms  Hotel  during  the  winter  months. 

Since  the  rate  per  suite  was  set  at  $40  a  day,  and  because  the  motel 
has  only  10  units,  Heenan  sought  to  segment  the  motel’s  market  to  upper- 
income  families  and  to  make  his  accommodations  conducive  to  repeat 
trade  over  the  years.  Although  competition  on  the  Cape  was  fierce  for  this 
type  of  clientele,  Heenan  initiated  measures  to  appeal  to  the  appropriate 
market. 

First,  Heenan — with  the  assistance  of  experienced  classmates  and 
friends  of  his  father — sought  out  and  received  the  highest  possible  rat¬ 
ing,  “AAA,”  from  the  Certification  Board  of  the  New  England  Hotel  and 
Motel  Association  (NEHMA).  Knowledgeable  persons  in  the  hotel-motel 
industry  had  pointed  out  to  Heenan  that  the  possession  and  maintenance 
of  “AAA”  would  be  probably  the  most  important  factor  in  attracting 
desirable  occupants. 

In  addition,  Heenan  embarked  on  a  promotional  campaign  designed 
to  attract  wealthy  vacationers.  By  advertising  in  the  travel  sections  of  the 
Boston  Globe,  the  Christian  Science  Monitor,  and  appropriate  national 
and  regional  media  and  by  personally  selling  a  carefully  selected  group 
of  travel  agents,  Heenan  felt  that  he  had  made  significant  headway  in 
promoting  the  Sea  Breeze  image. 

However,  upon  returning  to  Harwichport  in  May  two  years  ago  Hee¬ 
nan  soon  became  aware  that  full-season  occupancy  of  individual  cus¬ 
tomers  would  be  most  difficult  to  achieve  in  the  early  stages  of  opera¬ 
tions.  The  majority  of  early  reservations  received  were  for  various 
periods  ranging  from  three  nights  to  two  months.  Moreover,  the  average 
duration  appeared  to  be  somewhere  between  one  to  two  weeks.  With  this 
in  mind,  Heenan  readied  the  Sea  Breeze  for  the  reception  of  its  first  guest 
in  June. 


*  Copyright  1973  by  Charles  E.  Summer.  Names  of  persons,  associations,  firms,  and  places 
have  been  disguised. 
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While  he  considered  the  first  summer’s  operations  as  favorable  for  the 
most  part,  Heenan  realized  that  if  his  existing  facilities  were  to  be  ex¬ 
panded  annually,  greater  revenues  and/or  reduced  operating  costs  would 
have  to  be  generated.  What  bothered  Heenan  most  was  the  so-called 
“no-show”  problem.  In  a  significant  number  of  instances,  people  who  had 
previously  reserved  a  specific  Sea  Breeze  suite  neither  arrived  to  fill  their 
reservations  nor  notified  management  in  advance  of  their  cancellations 
Initially,  Heenan  thought  about  establishing  a  minimum  advance  de¬ 
posit  to  protect  against  “no-show”  losses,  but  he  soon  droppedThe  ffiel 
after  recognizing  that  such  a  requirement  would  foster  a  host  of  inhibi 
tory  effects  m  the  minds  of  potential  upper-income  occupants  As  a  re- 
sult,  Heenan  adopted  a  policy  of  holding  reservations  until  3  pm  of  the 
specified  day  to  protect  against  possible  losses.  This  arbitrary  deadline 
he  thought,  would  best  afford  sufficient  customer  convenience  while  a^ 
the  same  time,  hopefully  enable  management  ample  time  within  which 
to  rent  the  rooms  of  canceled  reservations.  But  in  practice  over  a  period 
weeks,  marked  customer  irritation  was  voiced  by  those  unable  to  reach 
Harwichport  by  early  afternoon,  and  since  it  was  extremely  difficult  to 
rent  no-show  rooms  late  in  the  day,  it  soon  became  evident  that  such 
a  policy  was  unwise.  Nevertheless,  feeling  that  “no-shows”  were  makffie 
serious  inroads  on  the  motel’s  profitability,  Heenan  saw  no  other  course 
of  action  but  to  retain  the  3  p.m.  deadline  course 

me“  T„X°  MlrfT’5  “  •>»  annual  assembly  of  hotel- 

V-f  f  U  f  h  Same  year’  that  a  workable  solution  to  the 
no-show  dilemma  seemed  imminent.  Originated  some  years  ago  to 
serve  the  dual  role  of  congregating  hotel  executives  and  informing  them 
updated  managerial  methods  and  techniques,  the  assembly  provided 

orum  for  the  discussion— formally  and  informally— of  a  wide  variety 
of  operational  problems.  variety 

association  with  other  managers,  Heenan  found  that  an  ever 
ncreasmg  percentage  of  hotelmen  minimized  the  risk  of  “no-shows” 
with  a  procedure  of  accepting  more  reservations  than  the  number  of 

0^  Od^te^b/the^xed’suppiy^f”^^’4161’  PerCentase 

strateSToreximpleTf  the?  aSS°?fated  With  the  Option  of  such  a 

will  result  vacant  rooms  w^h  ,  ^11  r°°™S  iS  undemstimated,  there 

if  acant  rooms  with  a  consequential  loss  of  rental  revenues  Or 

Ltwg’Td*"  ST/1  rerS,a*edu  th“e  ™  d»ub,  be  a Toss  0f 
their  rese“  atioi  wh°  “*  lodging  in  spite  of 

research  terms,  the  proprietor  of  a  motel  might  adopt  var- 
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ious  “strategies”  or  alternatives  of  action.  These  strategies,  in  the  last 
analysis,  are  different  numbers  of  reservations  the  proprietor  might  wish 
to  accept.  For  example,  given  the  fixed  number  of  ten  suites  at  Sea 
Breeze,  Heenan  might  have  one  strategy  of  accepting  11  reservations,  a 
second  strategy  of  accepting  12  reservations,  or  a  third  strategy  of  accept¬ 
ing  13  reservations.  In  Heenan* s  later  calculations,  when  he  drew  up  a 
decision  matrix  (Table  2),  these  strategies  were  listed  down  the  left  col¬ 
umn  as  row  headings. 

Fuller  went  on  to  explain  that  the  other  critical  determinant  of  what 
he  should  do  about  “no-shows”  were  various  “states  of  nature”  that  he 
might  encounter — things  over  which  he  has  little  control.  “You  can  con¬ 
trol  the  number  of  reservations,  through  your  strategy,  but  you  cannot 
control  what  all  of  those  customers  will  do — whether  they  will  cancel  or 
simply  not  show  up.  Therefore,  why  not  view  the  actual  number  of  cus¬ 
tomers  which  in  fact  arrive  as  various  states  of  nature,  and  then  calcu¬ 
late  which  strategy  will  yield  the  least  cost  to  Sea  Breeze  due  to  “no- 
show”  customers.” 

Fuller  also  recommended  that  Heenan  read  an  article  entitled  “Deci¬ 
sion  Theory  Applications  to  the  No-Show  Problem**  in  a  recent  edition 
of  a  hotel  trade  publication.  After  reading  this  article,  Heenan  said,  “I 
decided  right  then  and  there  that  there  must  be  a  way  for  me  to  solve 
this  problem  more  reliably  than  just  by  guessing.  I  got  in  touch  with  a 
large  consulting  firm  in  Boston,  and  they  referred  me  to  Jim  Imhoff,  an 
individual  who  does  operations-research-type  consulting.  The  big  firm 
frankly  said  my  project  was  not  as  large  or  complex  as  they  generally 
take  on.’* 

Heenan  arranged  to  return  from  Florida  in  the  spring  a  year  ago,  and 
he  arranged  with  Imhoff  to  come  to  Harwichport  to  gather  data  from  his 
records.  This  Imhoff  did,  and  according  to  Heenan,  “We  worked  well 
together.  Jim  kept  asking  questions  and  I  would  supply  what  I  could.  I 
even  enlisted  the  help  of  three  other  motels  out  here  to  furnish  data,  in 
return  for  which  we  agreed  to  let  them  read  the  report.”  Imhoff’s  memo¬ 
randum  to  Heenan  appears  as  Exhibit  1. 

EXHIBIT  1 

Mr.  David  Heenan 
Sea  Breeze  Motel 
Harwichport,  Massachusetts 

Dear  Dave: 

I  know  that  you  are  anxious  to  receive  this  final  report,  so  that  you 
can  proceed  with  accepting  reservations  for  the  summer  season.  I 
have  enjoyed  working  on  this  project,  and  hope  that  you  will  feel  free 
to  call  on  me  again  if  you  have  further  questions.  I  have  discussed  the 
problem  with  my  partner  before  coming  to  the  final  conclusion. 

The  purpose  of  this  report  is  to  give  you  our  final  recommendation 
as  to  how  many  reservations  you  should  accept,  and  to  explain  how 
we  arrived  at  this  figure .  Let  me,  therefore,  begin  with  this  recommen¬ 
dation : 
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EXHIBIT  1  {continued) 

Sea  Breeze  Motel  should  accept  12  reservations  for  the  existing  ten 
suite  facility,  if  optimum  season  profit  is  to  be  realized. 

/  know  that  you  have  been  referring  to  this  final  figure  as  “the 
magic  number.  Here  it  is.  But  I  should  like  to  explain  how  we  arrived 
at  this  so  that  it  won  t  seem  like  magic.  Rather,  it  is  an  orderly  at 
tempt  to  gather  concrete  factual  information  and  then  to  use  certain 
mathematical  techniques  to  arrive  at  costs,  revenues,  and  final  profit 
I  m  fully  aware  that  you  know  much  of  what  we’re  doing  from  our 
past  conversations.  However,  let  me  devote  the  rest  of  this  revort  to 
summarizing  the  sts'ps  zub  zo&nt  through „ 

Essentially,  two  different  cost  figures  had  to  be  determined. ■  (a)  the 
cost  of  a  vacant  room  (given  a  “no-show”);  and  (b)  the  cost  of  the> 
anticipated  lifetime  loss  of  a  good  customer  if  he  is  denied  admission 
even  with  a  reservation  (because  of  an  overstated  demand  estimate) 
The  former  statistic  was  easily  derived;  it  was  simply  the  daily  loss 

of  revenues  of  a  single  vacant  suite,  or  $40.  However,  to  determine  the 
latter  e^ense  we  had  to  analyze  the  financial  record  JfTe  past 
season.  Initially  required  was  the  average  customer  stay  at  Sea  Breeze 
which  was  found  to  be  ten  days.  At  the  set  rate  of  $40  per  day  we 
calculated  that  some  $400  in  rentals  were  generated  durina’thl 
VM  Furthermore  desirous  of  a  10  percJffffrefZfS ffss 
rentals,  we  calculated  a  net  profit  of  $40  for  any  base  period. 

To  project  the  expected  lifetime  customer  value,  it  was  necessary 
to  determine  the  probability  of  one’s  returning  to  Sea  Breeze  in  the 
following  year.  Although  the  infancy  stage  of  your  operations  did  not 
provide  avaitaMe  historical  information,  files  oftheNEHMA  revealed 
that  approximately  an  80  percent  probability  of  return  could  be  an 
ticipatedfor  moteis  comparable  to  the  Sea  Breeze.  Stated  otherwise 

ri™Vpmb?blhly  tHat  a  9UGSt  WiU  returnM  n  years  is  (0.80fi-or  Life 
t,me  value  of  a  customer  =  (Net  profit  base)  +  (Pr.  rjtujue),  pXr) 

(Net  profit  base)  +  .  .  .  +  (Pr.  return  "  years)  •  (Net  profit) 

' For  Sea  Breeze  then — 

Lifetime  value  =  $40  +  (0.80)  •  (40)  +  (0.64)  •  (40)  +  .  .  . 

+  (0.80)"  •  (40)  =  $200 

fn^hSUmmary’  the  expected  Wetime  revenue  stream  at  Sea  Breeze 
for  the  average  customer  was  found  to  be  $200.  However,  recognizing 

vercZTueafT-  °f  m°ney’  We  discounted  *he  above  statistic  (by  10 
motd  lV)  m  °Tder  t0  eStablish  the  true  Present  worth  to  the 

Lifetime  value  adjusted  =  $40  +  (°-8°)  •  (40)  ^  (0.64)  (40)  , 

L10  “  i.2l  + 

•  -  .  (0.80)"  (40)  _ 

(1.10)"  — °'°- 

Moreover,  Sea  Breeze  would  probably  lose  the  entire  $90.09  for  any 
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EXHIBIT  1  {continued) 

customer  who,  despite  cl  reservation,  has  been  turned  away  for  his 
vacation  stay . 

To  calculate  the  probabilities  of  the  requisite  states  of  nature,  we 
first  determined  the  probability  of  a  “no-show”  and  then  the  total 
number  of  reservations.  You  were  able  to  obtain  “no-show” statistics 
over  a  five-year  period  from  three  comparable  motels  on  Cape  Cod. 
These  records  indicated  that  25  percent  of  all  reservations  were  of  a 
no-show  variety.  Given  the  total  number  of  reservations,  we  util¬ 
ized  the  binomial  probability  distribution  to  calculate  probabilities 
of  the  various  numbers  of  “no-shows.  ” 

For  R  (reservations),  the  probability  of  n  (“no-shows”)  is: 


R  (R  -  1)  (R  —  2)  .  .  .  .  (fl  —  n  +  1) 
n(n-l)(n-2)....(2)  (11) 


(0.25)"(0.75)*-« 


For  example,  given  ten  suites,  we  considered  how  many  reservations 
over  ten  you  might  best  be  advised  to  accept.  If  11  reservations  were 
taken,  the  probability  of  one  “no-show”  (the  optimal  solution)  could 
be  determined  as  follows: 


Pr.  1  no-show  =  —  (0.25)1(0.75)10  =  0.1459  =  15% 

Simply  stated,  there  is  roughly  a  15  percent  chance  that  if  one  “extra  ” 
reservation  were  accepted,  the  two  ever  present  costs — loss  of  rentals 
and  loss  of  lifetime  customer  value — would  be  erased. 

Proceeding  in  this  manner,  we  computed  the  probabilities  of  “no- 
shows”  under  various  acceptance  strategies,  letting  R  equal  the  num¬ 
ber  of  reservations: 


TABLE  1 
Probability 


"No-Shows” 

R  =  11 

R  =  12 

R  —  13 

0 . 

...  0.0422 

0.0317 

0.0238 

1 . 

...  0.1549 

0.1267 

0.1029 

2 . 

...  0.2581 

0.2323 

0.2059 

3 . 

...  0.2581 

0.2581 

0.2517 

4 . 

...  0.1721 

0.1936 

0.2097 

5 . 

...  0.0803 

0.1032 

0.1258 

6 . 

...  0.0268 

0.0401 

0.0559 

7 . 

...  0.0064 

0.0115 

0.1186 

8 . 

...  0.0011 

0.0024 

0.0047 

9 . 

...  0.0001 

0.0004 

0.0009 

0.0001 

1.000 

1.000 

1.000 

Finally,  having  computed  the  probabilities  of  the  various  states  of 
nature  (the  number  of  “no-shows,  ”  over  which  you  have  no  control). 
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EXHIBIT  1  (concluded) 

and  the  necessary  costs  we  calculated  the  resultant  payoffs.  By  utiliz¬ 
ing  the  matrix  in  Table  2  which  blends  the  costs  and  probabilities  of 
selected  reservation  strategies,  we  found  that  the  minimum  expected 
cost — hence,  the  optimal  solution — was  attained  when  R  =  12. 

By  adopting  a  policy  of  accepting  12  reservations  for  ten  rooms,  the 
Sea  Breeze  would  follow  the  safest  and  surest  possible  course  of  action. 
In  short,  the  least  cost  (over  time)  of  such  a  policy  would  be  $63.69  as 
compared  with  the  more  costly  strategies  ofR  =  11  and  R  =  13. 


According  to  the  recommendation,  the  Sea  Breeze  Motel  should  accept 
12  reservations  for  any  given  period,  so  long  as  the  facility  contains  ten 
suites.  Imhoff  explained  over  the  telephone,  after  Heenan  had  received 
the  report,  that  no  solution  “will  allow  you  to  eat  your  cake  and  have  it, 
too.  You  can’t  have  completely  satisfied  every  single  customer  and  at  the 
same  time  satisfied  your  desire  for  every  dollar  of  profit.  But  12  reserva¬ 
tions  will  give  the  best  balance — the  optimum  profit.” 

Assured  that  this  policy  would  remedy  the  “no-show”  predicament  at 
Sea  Breeze,  Heenan  announced  his  intention  of  accepting  12  reservations 
for  ten  suites  during  single  time  intervals  of  the  oncoming  seasons.  For 
the  first  few  weeks  of  the  motel’s  operations  last  season,  Heenan  was 
pleased  with  the  relative  effectiveness  of  his  newly  stated  reservations 
program.  It  was  true  that  customers  were  turned  away  on  some  occasions 
because  of  overacceptance,  while  on  others,  vacant  rooms  resulted  be¬ 
cause  of  underestimated  “no-shows.”  However,  Heenan  believed  that 
these  costs  would  be  exceeded  by  the  additional  revenues  gained  in  re¬ 
serving  the  two  extra  suites. 

During  the  remaining  months  of  last  season,  however,  a  series  of 
incidents  occurred  which  caused  considerable  trouble,  in  Heenan’s 
words,  “for  the  smooth  operations  of  Sea  Breeze  Motel,  and  for  its  reputa¬ 
tion.” 

In  July,  Cape  Cod  was  plagued  with  an  unusually  bad  weather  situa¬ 
tion.  Fog,  haze,  and  below  normal  temperatures  resulted  in  a  decreased 
tourist  business  for  the  entire  area  and  in  a  high  rate  of  cancellations 
and  “no-shows”  for  Sea  Breeze.  Given  ten  motel  units,  and  31  days  in  July, 
the  motel  would  be  fully  occupied  if  the  management  received  payment 
for  310  unit /days.  However,  for  the  month  as  a  whole,  paying  guests 
occupied  units  only  for  186  unit/days.  This  is  the  equivalent  of  having 
six  units  occupied  for  the  31-day  period,  instead  of  the  full  ten  units.  On 
inspection  of  his  records,  Heenan  found  that  almost  exactly  half  of  these 
unoccupied  unit/days  were  accounted  for  by  “no-shows” — in  other 
words,  of  the  four  units  remaining  unoccupied  throughout  July,  two  of 
these  could  be  traced  to  occasions  when  people  did  not  cancel  their  reser¬ 
vations.  On  numerous  occasions,  because  of  the  quality  of  his  property, 
Heenan  had  the  opportunity  of  renting  to  tourists  who,  defying  the 
weather,  stopped  in  between  10  a.m.  and  2  p.m.  to  see  if  they  could  stay 
overnight.  Believing  in  his  reservation  system,  he  turned  these  potential 
guests  away. 

Just  the  opposite  happened  in  August.  Instead  of  having  many  cancel- 
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lations  and  “no-shows,”  the  Sea  Breeze  found  that  everyone  seemed  to 
want  to  carry  through  his  vacation  plans.  Even  though  Table  1  in  Im- 
offs  report  indicates  that  there  is  only  a  3  percent  chance  that  there  will 

be  no  no-shows  if  12  reservations  are  accepted,  there  were  in  fact  nine 

days  on  which  reservation  guests  arrived  for  all  12  reservations 

One  additional  event  in  August  troubled  Heenan  a  great  deal.  On  the 
weekend  °f  August  14th,  one  of  those  nine  times  when  Ill  12  reservations 

aCtU5  °£CUpanCy’  a  Particularly  important  guest  was 
refused  his  room.  Mr.  Foster  Shields,  Executive  Secretary  of  the  New 
England  Motei  Managers  Association,  arrived  with  a  reservation  made 
Th^dikHei  T1Ve<VUSt  k,e*°re  the  latest  reservation  hold  time  (3  p.m  ) 

him  ohi,ner>aw l0glZed  f°r  \hG  6rr0r  in  bookings,  and  offered  to  help 
him  obtain  suitable  accommodations  elsewhere  P 

Shields  later  wrote  to  Heenan  and  informed  him  that  the  committee 
on  certifications  could  lower  his  rating  from  “Triple  A”  to  a  lower  cate¬ 
gory,  possibly  “BCC.”  Heenan  knew  that  with  the  luxury  nature  of  his 

SUCh,an  aCtlon  would  seriously  impair  the  image  of  his  motel 
and  he  knew  that  loss  of  qualitative  status  is  reported  in  trade  journals’ 
which  are  read  widely  by  travel  agencies. 

On  dosing  the  Sea  Breeze  and  going  to  Florida  last  fall  Heenan  took 
with  him  the  day-by-day  records  of  the  season.  He  wanted  to  stSy  the 
records  and  compare  them  with  the  Imhoff  report,  to  see  what  to  do  about 
a  reservation  policy  for  the  motel  in  the  coming  season.  about 

As  of  the  time  this  case  is  written,  early  this  year,  Heenan  states: 

I  have  got  to  decide  whether  to  try  to  operate  under  this  system  this 
year,  whether  to  junk  the  whole  thing  and  accept  onlySnTsZZ 
ttons  to  match  my  facilities,  or  whether  to  hire  Jim  Imhoff  again  to 

7he  ^h  6  CUn  WlTk  Z  bU9S  °Ut  °f  the  s^stem-  Somehow  I  know  that 
the  thing  can  be  solved  better  than  just  by  guessina-I  had  Z+h 

what  Bob  Fuller  said,  what  I  readin  the  journal,  and  what  Jimlmhdff 
can  do  as  a  man  with  knowledge  I  don’t  have.  At  the  same  time  I 
think  I  fell  between  the  chairs  last  summer.  I  alienated  quests  ’in 

wUifhSL°idmUCh’  1  l°S,!  t0°  mUCh  pr°fits  ^  July,  and  that  problem 
7ersona]t  Ld  l  y  Incid™taUy,  1  did  visit  with  Shields 
Zth  U  Td  Zn,0S  Ure  temP°rarily  OK.  He  is  thoroughly  pleased 
with  everything  he  knows  or  has  seen  regarding  Sea  Breeze  That’s  the 

IZIZa  whatIm  trym9  to  do-to  match  a  really  excellent  facility 
inn  fh  t  V}ana9ement  I  don’t  think  he  understood  what  I  was  talk- 

mLtUnt^  *  ,a  ™  month  SaTh) 

hati  intend,  to  do  regarding  customer  satisfaction  throuqh  a  good 

r-ne  got  to  cteciffitj,  ££ 
<^t  reservations  fw  this  season;  this  is  a  better  year  for  tourist  and 

vacation  expenditures  than  ever.  7  d 
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Selected  Readings 


From 

MEASURING* 

By  Professional  Management  in  General  Electric 


Of  the  four  elements  of  the  work  of  a  professional  manager,  the  element  of 
measuring  has  been  given  too  little  inventive  attention.  Conversely,  this  is  an  area 
in  which  rapid  advances  will  be  made  if  the  area  is  given  the  attention  which  it 
deserves.  The  feed-back  of  adequate  measurements  into  the  other  areas  of  a 
manager’s  work  closes  the  cycle  and  makes  dynamic  progressive  achievement 
possible.  What  would  a  sailor  on  the  high  seas  do  without  a  compass?  How  can 
a  manager  make  wise  decisions  if  he  does  not  have  adequate,  timely  facts  about 
the  working  situation?  The  more  completely,  accurately,  and  promptly  he  can  be 
kept  informed,  the  wiser  and  surer  his  decisions  can  be. 

***** 

The  work  of  managing  inherently  involves  exercising  judgment  as  a  basis  for 
making  decisions.  Judgment,  which  is  in  essence  appraisal,  is  in  turn  a  function 
of  the  facts  and  information  on  which  it  is  based.  It  is  the  manager’s  task,  in  a 
business  enterprise,  or  component,  to  make  decisions  as  occasion  requires,  and 
on  the  best  information  available  at  the  time.  If  only  qualitative  appraisal,  rooted 
in  general  experience  or  beliefs,  is  feasible,  it  is  still  essential  to  weigh  and  to 
decide.  But  the  professional  manager’s  job  is  to  function  through  the  authority  of 
knowledge  rather  than  of  rank.  Hence,  the  more  he  can  “measure,”  the  more  he 
can  ask  sound,  balanced,  objective,  and  persuasive  questions  and  when  appropri¬ 
ate,  make  decisions  of  corresponding  clarity  and  acceptability.  As  a  manager 
develops  professional  skill,  the  advantages  of  seeking  “measured  facts”  in  more 
and  more  areas  is  increasingly  realized.  With  modern  knowledge  of  mathematics 
and  statistics,  and  with  modern  tools  and  machines  or  computers  to  apply  them, 
the  opportunities  to  “measure”  increasingly  more  complex  situations  are  simulta¬ 
neously  enhanced.  Hence,  the  areas  can  be  minimized  where  reliance  is  on 
opinion  and  qualitative  judgment  alone  because  the  appraisal  factors  can  be 
stated  and  worded  in  terms  which  are  more  and  more  measurable. 

*4*  sfc 

In  The  New  York  Times  for  January  31 , 1 954,  Secretary  of  the  Treasury  George 
M.  Humphrey  is  quoted  as  saying,  “There  are  no  hard  decisions,  just  insufficient 
facts.  When  you  have  the  facts,  the  decisions  come  easy.” 

*  By  permission  from  Professional  Management  in  General  Electric,  Book  Three,  The 
Work  of  a  Professional  Manager ,  copyright  1954  by  the  General  Electric  Company.  (Excerpts 
from  pp.  109-10;  142-43.) 
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The  s^entific  mfhod  involves  analysis  and  synthesis  that  are  directed  toward 
the  simplification  of  concepts  and  the  statement  of  generalizations  or  principles 
The  situations  ,n  wh,ch  we  find  ourselves  tend  to  become  unmanageable  unless 
the  simplification  process  keeps  pace  with  the  rapidly  growing  volume  and  com 
plexity  of  observed  facts.  The  first  four  chapters  of  this  book  give  an  orSeriy 
arrangement  of  the  ideas  that  appear  pertinent  and  of  significant  importance  in 
the  WORK  OF  a  professional  manager.  By  the  very  arrangement  oHhese Tdeas 
simplification  of  concept  is  achieved.  raeas, 

Zay  Jefferies  has  observed  that  if  the  simplification  processes  keep  oace  with 
he  completing  processes,  “individuals  with  a,  givenability  c ^^n  expect  to  go 
forward  indefinitely  without  becoming  casualties  of  their  own  complexity  ” 

k  1  °f  the  people  of  the  world  is  for  order,  not  chaos  Manaqina 
should  be  the  science  of  bringing  the  kind  of  order  which  nature  exhibits  all  about 

us,  and  of  doing  so  by  applying  a  process  of  rational  organization  to  the  relation 
ships  in  which  men  associate.  This  is  our  deep  need.  As  individuals  we  show  liffle 
or  no  more  capacity  or  ability  or  emotional  steadiness  than  the  able  men  amona 
our  forebears.  Yet,  unfolding  science  brings  new  complexities,  and  it  is  the  mana- 
ger  s  job  to  match  them  with  patterns  of  simplicity,  which  will  win  the  comprehen 
sion  and  the  acceptance  of  the  individual  men  whose  work  is  being  managed 


From 

SPECIALISTS  AND  THE  IGNORANCE  OF 
NON-SPECIALISTS  * 

By  Wilbert  E  Moore  and  Melvin  M.  Turning 

"t 

versity  respectively.  10  °gy  at  the  University  of  Denver  and  Princeton  Uni- 
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concluding  that  some  persons  whose  skills  are  both  scarce  and  functionally  impor¬ 
tant  will  occupy  a  generalized  superior  position.1  Although  that  status  is  not  solely 
the  product  of  the  ignorance  of  others,  in  concrete  instances  it  is  partially  main¬ 
tained  by  such  ignorance. 

One  evidence  of  the  function  of  ignorance  of  as  a  preservative  of  privileged 
position  lies  in  the  situation  where  the  consumer  acquires,  through  continuous 
exposure  to  the  services  of  the  specialist,  a  sense  of  his  own  ability  to  deal  with 
his  problems,  and  thus  to  dispense  with  the  services  of  the  specialist  ( e.g when 
we  learn  how  to  treat  common  colds,  simple  fevers,  and  bruises,  and  where  we 
learn  how  to  send  stern  notes  concerning  contractual  obligations).  Thus  the  range 
of  situations  in  which  the  special  services  are  believed  to  be  required  is  altered 
from  the  original  position. 

On  the  other  hand,  the  specialist  commonly  develops  devices  to  protect  himself 
against  this  sort  of  attrition.  A  common  device  is  that  of  specialized  and  possibly 
esoteric  vocabulary,  or  the  use  of  instruments  and  techniques  not  intrinsically 
required  for  the  solution  but  seemingly  so. 

However,  the  central  point  remains  that  real  or  presumed  differential  knowledge 
and  skills  are  inherently  necessary  to  maintain  mutually  satisfactory  relationships 
between  specialist  and  consumer.  .  .  . 

1  Kingsley  Davis  and  Wilbert  E.  Moore,  “Some  Principles  of  Stratification,”  American 
Sociological  Review,  Vol.  10  (April  1945),  pp.  242-49. 


14.  NATIONAL  MOTOR  PARTS 
COMPANY 


Case  Introduction 


SYNOPSIS 

°f  Nati°Ml  “-tor 

insure  thatcha^oTr  St i"““h  ““•*  «f  Jobs  to 

of  output  for  workers  The  audit  *c  duced  accuracy  of  standards 

dent.  The  proposal  L  exn^  r  *P?r?ved  ^ the  executive  vice  presi- 

neering,  who  in  turn  present  it  °to  ^ivis”  managers  of  industrial  engi- 
proval.  P  “  t0  dlvlslon  general  managers  for  ap- 

Sullivan,  the  incumbent  in  the  ioh  T,tandard  for  the  position,  and  for 
P.a»r  „ag.r,  prepares  to  take 
WHY  THIS  CASE  IS  INCLUDED 

and  jobs  in  theTompany^based^n^' tT  rf ti0nal  planning  of  objectives 

with  the  desires  of  individual  work^n^r^  eC°n°mics’  confliets 
tne  union.  rKers,  and  with  the  power  structure  of 

and  research^  done^by^s^ecialis^toboth^'h11  ^  f°rm  °f  quantification 

versus  the  functionsfand  rights^^labor  “  United  States  society, 

issue.  lghtS  of  labor  unions,  stands  out  as  a  prominent 


500 


National  Motor  Parts  Company  t  Introduction  501 

DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 

1.  From  the  viewpoint  of  technology  and  economics,  why  did  King 
propose  the  general  audit?  Why  did  the  industrial  engineers  at  two  lower 
levels  approve  it?  Why  did  management  approve  it? 

Read:  •Martin's  Memorandum,  “Standards  on  Lock  Pin  Operation,” 
Exhibit  2  in  case.  *Galbraith,  The  Affluent  Society,  pp.  121—24, 
126.  Those  who  wish  additional  insight  into  why  efficiency 
and  prevention  of  waste,  is  an  integral  part  of  the  engineer’s 
job  and  responsibility,  may  consult  in  the  library  the  “Fore¬ 
word  to  Shop  Management,  ”  in  Scientific  Management  by 
Frederick  Taylor,  Harper  &  Row,  Publishers,  Inc.,  1947,’ pp. 
5-10.  (Optional,  not  in  this  volume:  J.  D.  Black  and  A.  G.  Black, 
Production  Organization  [New  York:  Henry  Holt  &  Co.,  Inc.,’ 
1939].  This  is  an  advanced  reading  in  economic  theory.  Or,  one 
may  simply  think  of  the  inputs  of  physical  resources,  includ- 
ing  man-hours,  in  relation  to  the  output  of  products.  This  is  the 
physical  or  technological  relationship.  This  relationship  of 
cost  of  inputs  to  value  of  output  is  the  economic  equivalent ) 

2.  From  the  viewpoint  of  science  and  decision  theory,  why  did  man¬ 
agement  propose  the  audit  in  the  form  of  a  quantitative,  industrial  engi¬ 
neering,  approach? 

Read:  *Moroney,  Facts  from  Figures,  pp.  460-63.  Anderson,  An  Or¬ 
ganization  Appraisal,  pp.  1-2.  *Barber,  Science  and  the  Social 
Order,  pp.  7-8,  12-13,  18,  21.  *Beard,  Public  Policy  and  the 
General  Welfare,  pp.  148  et  stf#*Veblen,  The  Engineers  and  the 
Price  System,  Chapter  5. 

3.  From  the  viewpoint  of  political  science  and  management  theory 
why  did  the  industrial  engineers  at  each  level  do  the  intellectual  investi¬ 
gation  of  the  decision  and  then  recommend  it  to  the  line  executives  (try 
drawing  a  diagram  of  who  did  what  in  this  decision  process).  Later,  why 
did  Carter,  the  division  manager,  Leach,  the  plant  manager,  and  Bauer, 
the  foreman,  accept  the  proposals  and  carry  out  the  audit? 

Read:  Hobbes,  Leviathan,  Chapter  10.  O’Donnell,  “The  Source  of 
Managerial  Authority.”  Fayol,  General  and  Industrial  Man¬ 
agement,  pp.  24-25,  68-70.  Locke,  Concerning  Civil  Govern¬ 
ment,  Chapter  9. 

4.  From  the  viewpoint  of  sociology,  answer  the  same  questions  as 
immediately  above. 

Read:  *  Thompson,  Modem  Organization,  pp.  4-6,  12-13,  19-21,  61, 
63-65,  77-78.  Lasswell  and  Kaplan,  Power  and  Society,  pp.’ 
157-59.  Simon  et  al..  Public  Administration,  pp.  182,  189-200. 
*Drucker,  The  Future  of  Industrial  Man,  pp.  32-38. 

5.  Why  do  you  think  Glen  Carter,  general  manager  of  the  division, 
raised  the  issue  of  the  right  of  a  plant  manager  to  manage  the  plant? 

Read:  Citations  for  Question  3.  O’Donnell,  “The  Source  of  Mana¬ 
gerial  Authority.” 
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(Optional,  not  in  this  volume:  Montesquieu,  The  Spirit  of  Laws, 
Book  I,  Section  2,  “Of  the  Laws  of  Nature,"  Section  3,  "Of  Posi¬ 
tive  Laws.”) 

POLICY  QUESTIONS 

6.  Are  theconcepts  of  “pluralism,”  “constructive  conflict,”  or  "partici¬ 
pation”  applicable  in  this  situation?  Why  might  they  work  ( or  not  work )? 

Read:  Newman  and  Summer,  The  Process  of  Management:  t  'oneepts. 
Behavior,  and  Practice,  pp.  439-48.  McGregor,  The  Human 
Side  of  Enterprise,  pp.  124-31,  172-75. 

(Optional:  Eells  and  Walton,  Conceptual  Foundations  of  Busi¬ 
ness,  pp.  361-63.  Follett,  “Constructive  Conflict.") 

7.  If  you  were  the  plant  manager,  what  line  of  action  would  you  pur¬ 
sue  with  the  head  of  the  local  union,  Ed  Lillian?  Outline  the  steps  you 
would  take,  and  list  carefully  your  reasons. 


QUESTIONS  FOR  ORIGINAL  STUDENT  WORK  IN  ANALYSIS 
AND  POLICY 

8.  While  reflecting  on  case  facts,  what  additional  theories  from  prior 
education  give  you  insights  as  to  “what  is  going  on”  in  National  Motor 
Parts  Company?  As  to  what  might  he  predicted  to  happen  in  the  future? 

9.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag¬ 
matic  ways  can  you  think  of  to  state  the  practical  problems  fat  ed  bv 
executives  in  the  case? 


Case  Text* 


1  he  National  Motor  Parts  Company  is  one  of  the  five  largest  firms  in 
*e  Ja,S1C  aut„°  Pam  industry.  It  has  nine  operating  divisions  anti  a  total 

vides  Z!  °T  ? 3;?°°  eTl0yeCS- ItS  t!Xtensiv«  orgimistuion  pw 

larh  S  1Ztd  sJfxllsuat  the  corP<,nit<“'.  divisional,  anti  plant  level.  At 
each  of  these  levels,  the  cost  accounting  and  industrial  engineering 
groups  exert  a  considerable  amount  of  interest  over  the  development  •  d 
execuhon  of  corporate  policy.  Though  individual  divlalona  an ‘  1^- 

ionf  ^aHUT°^°US’  diViSi°n  °mcials  orally  follow  the  policy  sugges- 
nsrH -Tade  by  tbe  cosl  accounting  and  industrial  engineering  staffs.  A 

partial  organization  chart  is  shown  in  Exhibit  I. 

inH?.c^  o^°gra-m  recently  advocated  by  Phil  King,  corporate  direc  tor  of 
industrial  engineering,  was  a  review  of  work  standards  on  all  jobs  which 

autho^bifjohfHutcWnso^""'6  ** h<Ml  °f  »niwn.Hy.  This  w.,s 
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had  not  been  checked  or  audited  within  the  previous  two  years  King’s 
request  arose  from  the  fact  that  he  had  seen  several  instances  of  what 
appeared  to  him  to  be  goldbricking  during  a  tour  of  plants  in  several  of 
National’s  operating  divisions.  Upon  his  return  to  the  central  office  Mr 
King  met  with  two  of  his  staff  engineers,  and  after  careful  deliberation' 
an  audit  plan  was  drawn  up.  This  plan  was  subsequently  approved  by 
the  executive  vice  president  in  charge  of  manufacturing  operations 
The  basic  plan  suggested  by  King  used  a  technique  known  as  work 
sampling  to  check  on  the  idle  time  present  in  individual  job  standards 
In  essence,  the  approach  taken  relied  on  the  fact  that  a  series  of  short’ 
random  observations,  if  taken  often  enough  over  an  appropriate  time 
period,  could  give  an  accurate  picture  of  the  operations  performed  in 
each  job.  The  work  sampling  results  would  be  used  to  determine  which 
jobs  were  not  requiring  the  employees  to  work  for  an  entire  day  to  meet 
their  stated  output  standards.  By  the  same  token,  those  jobs  which  were 
demandng  a  full  day’s  work  to  meet  existing  standards  would  also  be 
recognized.  Though  work  sampling  was  to  be  used  to  identify  standards 
which  were  loose  (i.e.,  standards  which  did  not  require  a  full  day’s  work 
to  meet  standard  output  requirements  for  that  day),  King’s  proposal  in- 
cluded  the  further  suggestion  that  looseness,  when  detected,  should  be 
checked  in  detail  by  the  use  of  stopwatch  time  study  and  a  thorough 
motion  study  of  the  job  in  question. 

To  launch  his  program,  Mr.  King  held  a  series  of  meetings  with  the 
heads  of  divisional  industrial  engineering  groups.  Though  objections 
were  raised  about  the  cost  and  time  considerations  inherent  in  the 
proposal  the  division  engineering  managers  agreed  that  the  plan  was 
technically  sound  and  agreed  to  put  it  into  effect  as  soon  as  possible. 

nrn^n  TF  rTCCeptive  listeners  to  Mr.  King’s  standards  audit 
procedure  was  John  James,  manager  of  industrial  engineering  in  Na¬ 
tional  s  Metal  Products  Division.  This  division  employs  21,000  people  in 
five  plants.  James,  who  holds  degrees  in  both  industrial  engineering  and 
mathematics,  thought  that  King’s  plan  was  both  technically  sound  and 
mmently  practical.  He  returned  to  division  headquarters  in  Kingston 
Michigan  and  drew  up  procedures  to  utilize  the  plan  in  the  Metal  Prod¬ 
ucts  Division’s  five  plants. 

Within  a  month  after  the  corporate  staff  meeting,  James  offered  his 

SSer'who-had^  ‘“f  P‘an  K,Gkm  <****•  «*•“***»■ 

Carter  who  had  come  to  respect  James’  technical  ability  and  practical 

weekl™^CCePtfJ  the,plan  readily  and  aSreed  to  present  it  at  the  next 

mere lvo^bn^h  ,1S  *  u  managers‘  Carter  ^ggested  that  he  should 

TvaiSle  to  MUnH  fni  managers  and  that  James  should  be 

anable  to  fill  in  details  and  to  answer  questions 

In  the  subsequent  meeting,  each  of  the  plant  managers  agreed  that 

SfhSTST8  T11!’ ^  6aCh’  ^ tUm’ SUggeSt6d  *at  Jam's  conmct 
tLdeTafis  of  H?nlP  Tum  ,ria^  engineering  departments  to  explain 
charge  P  ^  6  P  managers  wh0  had  formerly  been  in 

feredtonrm?  ^  engineering  groups  in  the  National  hierarchy  of- 

basls  nordl  i  addiral  CleriCal  and  peering  help  on  a  temporary 
asis  m  order  to  get  the  program  moving  quickly. 
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After  gaining  the  support  of  Mr.  Carter  and  the  five  plant  managers, 
James  met  with  the  heads  of  industrial  engineering  in  each  of  the  divi¬ 
sion  s  five  plants.  1  hough  the  familiar  objections  were  raised  about  the 
time  and  cost  of  such  a  program,  all  five  men  stated  that  the  audit  proce¬ 
dure  was  practical  and  they  agreed  to  put  it  into  effect  immediately. 
Within  this  group,  the  plan  was  embraced  most  enthusiastically  by  Pete 
Martin,  the  industrial  engineer  in  charge  of  the  Kingston  Hills  plant. 

The  Kingston  Hills  plant  shared  the  same  plot  ofland  as  the  headquar¬ 
ters  of  the  Metal  Products  Division.  It  employed  more  than  5,000  workers 
and  was  generally  considered  to  he  the  most  modern  and  most  efficient 
of  the  division's  plants.  Donald  Leach,  the  plant  manager,  was  one  of  the 
three  men  in  the  division  who  rose  to  his  present  position  from  a  supervi¬ 
sory  job  in  the  industrial  engineering  hierarchy.  Leach’s  plant  was 
equipped  with  the  latest  advances  in  automated  equipment,  and  it  was, 
according  to  division  records,  the  most  profitable  plant  in  the  division. 
Leach  prided  himself  on  his  ability  to  attract  and  retain  good  managerial 
talent  ami  he  was  partieularly  proud  of  the  work  done  by  Pete  Martin 
in  developing  new  methods  of  work  and  in  adapting  mathematical  tech¬ 
niques  ami  procedures  to  fit  the  needs  of  the  operations  at  the  Kingston 
Hills  plant.  Thus,  when  Martin  suggested  the  adoption  of  an  audit  pro¬ 
gram,  Leach  agreed  readily  and  offered  Martin  additional  clerical  help 
to  work  on  the  details  of  setting  tip  the  program. 

Pete  Martm  went  to  work  on  the  program  immediately,  and  within  a 
week  tin*  first  audit  reports  were  completed.  After  one  month,  audits  had 
been  completed  on  seventeen  operations.  Sixteen  of  these  audits  in¬ 
dicated  that  very  little  idle  time  was  evident  in  the  operations  studied, 
but  the  audit  performed  on  one  job,  the  production  of  a  tiny  metal  lock 
pin  used  in  automatic  transmission  units,  seemed  to  show  an  unusual 
amount  of  idle  tune.  The  job  in  question  was  performed  by  Bill  Sullivan, 
an  experienced  long  service  employee,  Sullivan  set  up,  tended,  and  per¬ 
formed  certain  minor  maintenance  tasks  on  an  automatic  screw  ma¬ 
chine.  Because  the  products  in*  worked  on  were  varied,  the  original 
standards  had  been  measured  quite  carefully.1  Since  the  time  when  the 
original  standards  were  set,  changes  had  occurred  which  caused  the 
standards  to  become  loose.  Materials  changes,  changes  in  tolerance 
limits  on  the  various  machined  parts,  tilt*  time  and  methods  used  to  set 
up  tin*  various  runs,  the  actual  length  of  machine  runs,  and  the  .adoption 
of  a  more  standardized  parts  line  had  all  occurred  in  recent  years;  and 
since  several  of  these  changes  had  apparently  not  been  reflected  in  ad¬ 
justments  in  the  affected  output  standards,  it  was  a  rare  day  when  Sul¬ 
livan  failed  to  obtain  his  expected  or  standard  output. 

The  looseness  of  Sullivan's  standards  was  no  revelation  to  several  of 
his  immediate  co  workers.  Due  worker,  for  example,  when  conversing 
with  Pete  Martin  about  the  audit,  stated,  "If  your  audit  doesn’t  pick  up 
that  soft  touch  Sullivan's  got,  vou'd  better  toss  the  whole  thing  down  the 
drain,”  Few  of  the  workers  were  flitter  about  Sullivan’s  "gravy  train"  job, 

'  SuUtt.ittS  Numtmi  M  flit**  umr  wm*  4 1744  minuted  jmr  l BO  units 

tif  mufmf  $m*  limit  Hun  it  nhimii  in  I  m  Martin**  memo  ( Mxlnhit  *1), 
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however,  since  the  looseness  of  his  standards  gave  him  no  wage  advan¬ 
tages  over  his  fellow  workers.  In  other  National  plants  where  payment 
was  tied  directly  to  output  through  the  use  of  incentive  payment  plans, 
the  relative  looseness  of  standards  had  frequently  caused  bitter  disputes 
because  of  the  wage  inequities  it  generated.  In  the  Kingston  Hills  Plant 
the  failure  of  management  to  detect  a  loose  standard  meant  that  workers 
accrued  leisure  time  benefits,  not  higher  wages.  Though  workers  ob¬ 
jected  to  such  “unfair”  work  loads,  no  grievance  had  ever  been  filed  to 
ask  management  to  correct  such  inequities. 

The  second  phase  of  the  audit  procedure  entailed  a  review  of  Sul¬ 
livan’s  job  by  Fred  Davis,  one  of  Martin’s  most  competent  engineers  In 
this  study,  Davis  compared  the  previously  set  standard  (Table  1  in  Mar¬ 
tin’s  memo)  with  the  newly  calculated  time  required  to  perform  the 

operation  under  changed  conditions  (Table  2  in  the  memo)  This  in  turn 

showed  a  tentative  idle  time  of  hours  per  shift*  Davis’s  stopwatch  time 
study  of  the  screw  machine  operation  confirmed  the  results  of  the  initial 
audit,  and  a  detailed  methods  study  of  the  job  turned  up  substantial 
changes  in  the  original  working  conditions  including  changes  in  materi¬ 
als  and  methods  of  operation.  Mr.  Leach,  when  confronted  with  this 
information  by  Martin  and  Davis,  ordered  them  to  take  steps  to  correct 
wha-t  he  believed  was  an  inequity  in  the  basic  work  load  structure 
After  several  weeks  of  study,  Davis  devised  a  plan  where,  with  certain 
layout  changes  and  some  methods  improvements,  Sullivan  would  oper¬ 
ate  not  one,  but  two  machines.  Davis’  methods  study  showed  that  the  time 
allowances  were  adequate  enough  to  allow  Sullivan  to  complete  the  re- 
qmrements  of  the  revised  job  if  he  worked  a  full  eight-hour  day  Davis 
showed  his  plan  to  Pete  Martin,  and  together  they  presented  it  to  Mr 
Leach.  Leach  approved  the  plan  and  directed  the  purchasing  department 
to  acquire  another  automatic  screw  machine.  He  thereupon  called  in 
Andy  Bauer,  Sullivan’s  immediate  supervisor,  and  informed  him  that 

“  if  t0ld  of  the  impending  change.5  Bauer,  who  had 

rked  with  Mr.  Davis  on  the  methods  study,  agreed  to  tell  Sullivan  that 
management  intended  to  exercise  its  contractual  right  “to  make  changes 
m  methods,  equipment,  materials  and  conditions  of  work  in  order  to 

su^^nt^-^^TT  ^  t0  adjUSt  6XiSting  WOrk  standards  to  reflect 
*  The,lab,°r  contract  further  stated  that  “in  case  of  such 
methods  change  only  those  elements  of  the  standard  will  be  changed 
which  are  affected  by  the  change  in  methods,  etc.”  One  other  section  of 
the  contras  spelled  out  the  fact  that  “standards  will  be  set  on  the  basis 

of workeSS  au  6<1  «ty  and  that  they  sha11  be  insistent  with  the  quality 
workma.nship,  efficiency  of  operation,  and  reasonable  working  capacfi 
ties  of  normal  operations.”  In  the  National  Motors  contract,  as  in  most 

engineering  studies  Derform^H^f  n»f ^  S^enJ.t0 ,^e  so  kigh  as  to  be  almost  unbelievable, 
Experts  in  the  industrial  eneineerinT^Ii H  ^  Nat^on?;1  Motors  uncovered  similar  looseness, 
best-managed  plants.  g  S  field  concede  that  this  situation  can  arise  in  even  the 

per3hourneW  CaUed  f°r  a  time  00664  mi™tes  per  piece,  or  approximately  360  units 
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others  in  the  basic  auto  industry,  the  resolution  of  work  standards  dis¬ 
putes  can  be  solved  only  by  dealings  between  management  and  the  labor 
union.  Arbitration  is  specifically  prohibited  as  a  means  of  settling  dis¬ 
putes  over  work  standards. 

Two  months  later,  the  new  machine  was  installed  at  the  workplace 
along  with  several  minor  changes  in  layout  and  work  flow.  Foreman 
Bauer  instructed  Sullivan  in  his  new  duties,  and  Sullivan,  though  he  was 
unhappy  about  the  new  layout,  started  to  work  with  the  two  machines. 
During  the  day,  John  Andrews,  the  union  steward,  stopped  by  to  check 
on  the  new  job.4  Sullivan  complained  violently  that  he  was  the  victim  of 
a  “speedup.”  Andrews,  after  listening  to  the  details  of  the  shift  from  one 
to  two  machines,  suggested  that  Sullivan  file  a  grievance. 

That  evening  Sullivan  wrote  a  grievance  and,  shortly  before  starting 
work  the  next  morning,  turned  it  over  to  John  Andrews.  Andrews,  follow¬ 
ing  the  normal  procedure  for  processing  such  grievances,  presented  it 
to  Andy  Bauer  for  discussion  and  possible  solution.  Because  of  the  techni¬ 
cal  nature  of  the  grievance,  Bauer  called  upon  Pete  Martin  and  Fred 
Davis  to  explain  the  nature  of  the  change  to  Andrews.  When  Martin  and 
Davis  showed  their  detail  methods  studies  to  Andrews,  he  stated,  “What 
your  guys  have  done  here  is  to  blow  up  a  big  smoke  screen  to  hide  the 
fact  that  you’re  pulling  a  speedup  on  Sullivan’s  job.”  The  net  result  of 
the  meeting  was  that  the  grievance,  still  unsettled,  moved  to  the  second 
step  in  grievance  procedure.  This  step  involved  discussion  between  the 
head  of  the  local  union,  Ed  Lillian,  and  Donald  Leach,  the  plant  man¬ 
ager. 

Mr.  Leach,  when  presented  with  Bill  Sullivan’s  grievance,  immedi¬ 
ately  called  Pete  Martin  into  his  office  to  discuss  the  problem.  Together 
they  reviewed  the  methods  study  and  the  subsequent  standards  revisions. 
The  approaches  and  the  figures  shown  by  Martin  seemed  correct  and 
reasonable  to  Mr.  Leach,  and  he  believed  that  the  contractual  clause 
allowing  him  to  “make  changes  in  methods  equipment,  materials,  and 
conditions  of  work  in  order  to  obtain  greater  efficiency  and  to  adjust 
existing  work  standards  to  reflect  such  changes”  justified  the  introduc¬ 
tion  of  the  second  machine.  He  stated,  “It’s  my  duty  to  my  work  force  to 
maintain  an  efficient  operation  so  that  the  job  security  of  all  the  workers 
will  be  protected.”  Leach  also  said,  “The  only  way  we  can  continue  to 
grow  and  prosper  and  provide  steady  employment ,  for  our  workers  is  to 
push  for  more  efficiency  in  all  of  our  plant  activities.”  In  his  upcoming 
meeting  with  Ed  Lillian,  Leach  planned  to  use  this  reasoning  as  the  basis 
for  his  insistence  on  the  introduction  of  the  second  machine.  He  also 
intended  to  allow  Lillian  to  review  any  and  all  of  the  data  used  as  the 
basis  for  changes  made  on  the  disputed  job. 

Ed  Lillian,  on  the  other  hand,  expected  to  rely  on  John  Andrews  to 
present  the  union  side  of  the  dispute.  Lillian  told  Andrews  that  he  would 

4  One  of  the  main  duties  of  a  union  steward  is  to  represent  the  worker  in.  presenting 
grievances  to  management.  He  is  usually  elected  to  this  office  by  fellow  workers.  Stewards 
hold  regular  jobs  in  the  plants  where  they  perform  their  duties,  and  they  receive  no  extra  pay 
for  their  union  activities. 
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support  him  fully  if  the  company’s  actions  were  in  violation  of  the  labor 
contract 

The  feelings  of  the  parties  prior  to  the  grievance  meeting  are  summa¬ 
rized  below: 


Bill  Sulhvan:  All  of  a  sudden  I’m  expected  to  turn  out  three  thou¬ 
sand  pieces  per  day  where  I  used  to  have  to  do  fourteen  hundred 5  If 

this  isn’t  a  speedup  I  don’t  know  what  the  hell  it  is.  I’ve  got  rights  and 

I  expect  the  union  to  protect  them. 

J°hn  Andrews:  The  company  hasn’t  done  a  thing  to  change  meth¬ 
ods  here.  They’ve  just  come  in  and  made  changes  to  correct  their 
mistakes  from  the  past.  Their  actions  violate  the  fairness  and  equity 
clauses  relating  to  revisions  of  work  standards  which  exist  in  the 
Labor  contract. 

Pete  Martin:  We’ve  made  good  studies  of  Sullivan’s  job  and  we 
know  that  the  lock  pin  standard  is  loose.  It’s  not  unfair  to  ask  him 
to  put  in  a  fair  day’s  work  in  order  to  earn  a  fair  day’s  pay. 

Ed  Lillian:  Even  though  Don  Leach  is  sometimes  tough  in  his  deal¬ 
ings  with  us,  he’s  been  fair  and  consistent.  On  this  issue,  however  I’m 
not  sure  he’s  really  right. 

Donald  Leach:  I  believe  that  I’m  both  contractually  and  economi¬ 
cally  correct  when  I  take  the  stand  that  the  second  machine  should 
be  maintained  on  this  operation.  After  all,  if  we  don ’t  have  efficiency 
in  this  plant  the  workers  won't  have  any  job  security. 

Glenn  Carter:  The  real  issue  here  is  whether  or  not  managers  have 
the  right  to  run  their  own  plants.  If  we  have  to  subsidize  inefficiency 
in  our  operations  we  won't  be  in  business  very  long. 


The  grievance  meeting  scheduled  to  resolve  this  dispute  was  affected 
by  at  least  two  other  factors: 

i  j  Strikes  over  Production  standards  are  legal  during  the  life  of  the 
labor  contract.  Though  other  issues  (wages,  hours,  working  conditions, 
etc  )  could  be  grieved,  no  strikes  could  be  called  legally  on  these  matters 
until  the  existing  contract  expired. 

j  2‘  ™ouSh  one  more  step  remained  in  the  division’s  grievance  proce¬ 
dure  Mr.  Carter  had  written  a  note  to  Ed  Lillian  which  stated  that  he 

•  TiT  ?0t’  T  6,r  any  circumstances,  alter  the  stand  taken  by  Mr.  Leach 
m  the  plant  level  negotiations.”  Since  the  dispute  cannot  be  arbitrated, 
the  parties  are  faced  with  the  problem  of  devising  some  other  strategy 
to  solve  (or  to  “win)  the  disagreement. 

,  Ia  ^ front-page  editorial  on  the  day  before  the  grievance  meeting,  the 
local  Kingston  Daily  Record  asks  the  disputants  to  act  with  “caution  and 
ioco  v,The  Records editorial  recalls  that  “the  steel  industry  in  1959  and 
1960  became  enbroiled  iira  similar  issue  which  evolved  into  a  strike 
lasting  six  months.” 


the  mrt S“UiV^n  Wa  S  required  t0  turn  out  1.440  pieces  per  day  before  the  audit.  After 
2)  n®e  and  subsequent  standards  revision,  Sullivan’s  quota  rose  to  2,880  (Exhibit 
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EXHIBIT  2 

To:  Audit  Hauer,  Foreman ,  Machined  Parts  Section 

Front:  Peter  Martin.  Plant  Industrial  Engineer 

Subject;  Standards  on  lock  pin  operation  performed  bi/  William  Sul¬ 
livan,  C  lock  No.  aSTlti 

In  response  to  pour  request  during  our  recent  standards  grievance 
meeting  icith  Pill  Sullivan  and  John  Andrews,  I  have  described  both 
the  general  procedure  for  setting  machine  standards  and  the  specific 
calculations  performed  to  set  a  standard  on  Sullivan 's  lock  pin  opera¬ 
tion,  Though  you  mag  feel  that  some  parts  of  the  explanation  are 
overt g  detailed,  l  have  included  them  so  that  gour  records  on  this 
matter  will  he  complete  and  accurate. 

A  production  standard  for  a  machine  operation  is  determined  bg 
measuring  tieo  things  1 1 1  the  time  used  bg  the  operator  to  complete 
a  unit  of  output,  and  C>)  the  machine  time  needed  to  produce  each 
unit.  The  operators  time  might  consist  of  the  following  items:  setting 
up  the  neeessarg  tooling,  tigs,  and  fixtures  to  produce  the  part,  feeding 
materials  into  the  machine,  inspection  activities,  some  minor 
maintenance  activities  such  as  oiling  the  machine  and  keeping  it 
clean,  and  other  factors  which  could  varg  ividelg  depending  upon  the 
nature  of  the  job  and  or  the  equipment  in  use.  Machine  time  repre¬ 
sents  the  time  u  hen  the  machine  is  performing  some  operation  on 
the  unit  being  produced 

A  simple  addition  of  the  operators  time  and  the  machine  time 
rarelg  produces  an  accurate  work  sta ndard,  however,  since  workers 
can  perform  certain  of  their  activities  during  the  run  time  of  the 
machine  It  is  also  true  that  machines  don  V  tdwags  operate  perfect Ig, 
so  it  mag  be  neeessarg  to  determine  an  allowance  to  compensate  for 
such  acontingencg  r com  mo  nig  called  a  "downtime  allowance")  in  the 
final  standard  Such  complicating  factors  make  a  rather  knotty  prob¬ 
lem  out  of  what  seems  to  beat  first  glance  nothing  more  than  a  simple 
job  of  measurement 

Take  for  exam  file  the  standard  on  Hilt  Sullivan's  job  at  National 
Motors  Sullivan  was,  prior  to  the  industrial  engineering  audit,  ope¬ 
rating  one  machine.  When  a  machine  is  operated  bg  one  man,  a  good 
deal  of  overlap  generallg  occurs  between  operator  time  and  machine 
run  time  In  order  to  illustrate  the  setting  of  a  work  standard  on  this 
operat  ion,  we  would  first  determine  which  of  the  operator's  activities 
can  be  performed  during  the  machine's  run  time.  We  would  then  have 
to  adjust  the  total  elapsed  time  observed  during  our  study  of  the  lock 
pin  operation  to  reflet  t  such  overlap.  If  we  van  grasp  the  relationship 
between  operator  time  and  machine  time  on  a  one  machine  job,  we 
can,  if  we  so  desire,  ex  pand  the  concept  to  illustrate  the  methods  used 
to  measure  standards  on  more  complicated  multimaehine  opera 
lions 

The  first  step  nt  setting  a  standard  is  to  identify  the  unit  by  which 
we  intend  to  measure  output.  Sullivan's  machine  is  turning  out  u 
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metal  part  called  a  lock  pin.  The  lock  pin  then  is  the  unit  of  output 
which  our  standard  is  based. 

The  next  task  we  face  is  to  thoroughly  analyze  the  job,  to  determine 
a  standard  method  of  performing  the  job,  and  to  measure  the  various 
elements  of  this  standard  operating  method.  One  procedure  used  to 
determine  the  most  efficient  way  to  do  the  job  involves  the  use  of  a 
flow  chart.  Flow  charts  trace  the  path  of  materials  and  men  as  they 
relate  to  the  machines  needed  to  make  the  product  under  observation. 
Another  attack  uses  detailed  studies  of  the  motions  made  by  the  oper¬ 
ator  in  setting  up  and  running  a  machine.  This  latter  approach  may 
be  performed  in  very  detailed  fashion  and  may  even  utilize  motion 
pictures  of  the  operation  to  enable  the  industrial  engineer  to  study 
the  most  refined  and  intricate  motion  patterns  practiced  by  the  oper- 

Though  a  number  of  methods  are  used  to  set  work  standards,  stop¬ 
watch  time  study  is  used  most  widely.  In  time  study  a  trained  ob¬ 
server  records  the  time  taken  to  manufacture  (say)  a  lock  pin.  He  then 
rates  these  observed  times  to  reflect  a  so-called  “normal" output  expec¬ 
tation  on  the  job.  A  normal  or  average  rating  is  generally  assigned  a 
value  of  100  percent  A  below-average  performance  or  less-than-nor- 
mal  performance  is  given  a  less  than  100  percent  rating,  while  a 
better-than-average  operator  would  be  rated  in  excess  of  the  100  per¬ 
cent  (normal)  rating.  The  rating  factor  multiplied  by  the  observed 
time  yields  the  normal  time  for  performing  the  portion  of  the  job 
under  observation. 

If  for  example ,  a  rating  of  110  percent  was  given  to  a  time  value 
of  .2000  (two  tenths  of  a  minute),  the  “normal”  time  to  perform  this 
task  would  be  .2200  (1.10  X  .2000).  This  shows  us  how  a  faster  than 
normal  man's  time  (2000)  would  be  adjusted  to  reflect  the  pace  ex¬ 
pected  of  an  average  operator  (.2200).  If  a  rating  of  90  percent  was 
placed  on  an  observed  time  of. 2444 for  the  same  task,  the  normal  time 
for  the  operation  would  be  (still)  .22  (.90  X  .2444).  It  is  no  accident  that 
both  of  these  normal  (.22)  times  are  identical.  If  the  rating  process  is 
done  correctly,  the  observed  times  multiplied  by  the  rating  will  al¬ 
ways  yield  an  identical  normal  time.  Since  human  errors  invariably 
crop  up  in  the  rating  procedure,  there  is  always  some  variance  in 
so-called  normal  times.  Skilled  industrial  engineers,  however,  claim 
that  such  variance  will  not  exceed  the  “true  normal”  by  more  than 
±  5  percent.  Though  the  veracity  of  this  claim  is  often  disputed,  the 
rating  process  is  still  the  most  common  method  of  evaluating  the 
elapsed  times  recorded  during  a  stopwatch  time  study. 

Once  the  times  are  recorded  and  rated ,  adjustments  must  be  made 
to  reflect  the  number  of  times  each  element  occurs  during  the  produc¬ 
tion  of  one  lock  pin.  Setup  time,  for  example,  occurs  only  once  per 
production  run,  but  each  run  may  result  in  thousands  of  lock  pins. 
The  setup  time  must  then  be  spread  out  or  prorated  over  the  total 
production  of  lock  pins.  This  adjustment  occurs  in  the  final  standard 
as  a  setup  time  per  unit  allowance.  Similar  adjustments  are  made  for 
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EXHIBIT  2  (continued) 

ail  other  items  which  occur  more  or  less  frequently  than  the  cycle 
needed  to  prmiuee  one  lock  ptn, 

Av  u  final  step  in  the  standard  setting  procedure,  allowances  are 
added  Jor  personal  time,  delay  beyond  the  control  of  the  operator 
and.  in  some  cases,  for  fatigue.  Where  particularly  unusual  job  condi¬ 
tions  exist,  other  allo  wances  are  sometimes  added  to  the  standard.  As 
you  k nou ,  many  of  the  allowances  in  use  in  our  plant  are  set  by 
collective  bargaining  rather  than  by  work  measurement. 

I  he  actual  calculations  oj  the  original  standard  on  the  basic  lock 
pin  portion  of  Hilt  Sullivans  job  appear  in  Table  1.  The  .33734  min¬ 
utes  per  unit  figure  means  that  the  standard  time  allowed  to  produce 
one  lock  pin  is  approximately  one  third  of  a  minute.  Thus  a  standard 
output  of  three  lock  pins  per  minute,  or  one  hundred  eighty  lock  pins 
per  hour,  ts  expected.  If  we  could  assume  an  eight-hour  workday  for 
Sullivan,  his  daily  output  quota  on  this  standard  would  be  1,440 
units, 

in  iiiust Nitt*  fttHv  stu niiuttis  vun  hccotwc  wc  cun  tuhe  Bilt 

Sullivan's  job  as  a  prime  example.  Let  us  first  assume  that  the  setup 
operation  became  easier  for  Bilt  as  he  developed  skill.  Then,  longer 
production  runs  were  planned  and  changes  were  made  in  the  materi¬ 
als  used  to  manufacture  the  lock  pin.  Now  let  us  assume  that  Bill 
performs  his  inspection  operations  during  the  run  time  of  the  ma¬ 
chine  and  also  manages  to  eat  his  oiling  and  cleanup  time  in  half 

The  big  item  to  consider  is  the  machine  run  time.  Suppose  now  that 
the  new  materials  allow  a  more  rapid  machining  egeleand  that  the 
machines  on  the  job,  after  an  initial  break  in  period,  operate  faster 
and  with  less  down  time  than  the  same  machines  measured  in  the 
original  job  time  study. 

I  he  new  time  st  udy  by  bred  l  hi  vis  detected  the  changes  described 
above,  a  nd  the  time  study  summary  sheet  in  Table  2  shows  the  results 
of  Davis's  study, 

7'he  Ititd  minutes  per  unit  fiyure  means  that  the  standard  time 
allowed  to  produce  one  lock  pin  is  u  pproximu  tely  one  sixth  of  a  min¬ 
ute.  This  rate  of  set  per  minute  calls  for  an  hourly  quota  of 360  units. 
Again  assuming  an  eight  hoar  day,  Sullivan's  new  standard  output 
requirement  would  be  3.HB0  units  per  day. 

The  problems  of  undetected  methods  changes  are  quite  common, 
although  they  are  usually  not  as  obvious  us  they  appear  to  he  in  this 
ease.  Though  the  numerical  calculations  shown  above  arc  quite  sim¬ 
ple,  the  problems  they  illustrate  are  not. 

/  hope  that  this  memo  answers  the  questions  you  raised  last  week. 
If  l  can  he  of  any  further  help,  do  not  hesitate  to  call  me.  By  the  way, 
/ am  now  in  4M  Engineering  hut  my  extension  number  is  still  4193. 
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§  Based  on  average  run  time  for  varying  grades  of  materials  utilized.  Also  contains  allowances  for  unavoidable  down  time. 
|| Based  on  tolerances  specified  by  general  foreman  acting  under  the  direction  of  the  statistical  quality  control  group. 
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‘Average  production  run  per  setup -6,000  units. 

t Standard  metal  bars  of  a  particular  hardness  are  specified  for  this  product  by  the  general  foreman. 

I  Based  on  average  run  time  for  varying  grades  of  materials  utilized.  Also  contains  unavoidable  down  time  allowances. 
§  Based  on  tolerances  and  procedures  specified  by  the  statistical  quality  control  group. 
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Selected  Readings 


From 

THE  AFFLUENT  SOCIETY* 

By  John  Kenneth  Galbraith  t 

THE  PARAMOUNT  POSITION  OF  PRODUCTION 

In  the  autumn  of  1954,  during  the  Congressional  elections  of  that  year,  the 
Republicans  replied  to  Democratic  attacks  on  their  stewardship  by  arguing  that 
this  was  the  second  best  year  in  history.  It  was  not,  irt  all  respects,  a  happy 
defense.  Many  promptly  said  that  second  best  was  not  good  enough  certainly 
not  for  Americans.  But  no  person  in  either  party  showed  the  slightest  disposition 
to  challenge  the  standard  by  which  it  is  decided  that  one  year  is  better  than 
another.  Nor  was  it  felt  that  any  explanation  was  required.  ,  ,  , 

Second  best  could  mean  only  one  thing — that  the  production  of  goods  was  the 
second  highest  in  history.  There  had  been  a  year  in  which  production  was  higher 
and  which  hence  was  better.  In  fact  in  1954  tho  Gross  National  Product  was 
$360.5  billion;  the  year  before  it  had  been  $364.5.  This  measure  of  achievement 
was  acceptable  to  all.  It  is  a  relief  on  occasion  to  find  a  conclusion  that  is  above 
faction,  indeed  above  debate.  On  the  importance  of  production  there  ts  no  differ 
ence  between  Republicans  and  Democrats,  right  and  loft,  white  or  colored.  Catho¬ 
lic  or  Protestant  It  is  common  ground  for  the  general  secrotary  of  tho  Communist 
Party,  the  Chairman  of  Americans  for  Democratic  Action,  the  President  of  tho 
United  States  Chamber  of  Commerce,  and  the  President  of  the  National  Asnocia- 
tion  of  Manufacturers. 


.  ^  .  Yet  production  remains  central  to  our  thoughts.  rhere  is  no  tendency  to 
take  it,  like  sun  and  water ,  for  granted;  on  the  contrary*  it  continue**  to  measure 
the  quality  and  progess  of  our  civilization. 

Our  preoccupation  with  production  is  in  fact,  tho  culminating  consequence  of 
powerful  historical  and  psychological  forces— forces  which  only  by  an  act  of  will 
w©  can  hope  to  ©scape.  Productivity,  as  we  have  soon,  has  enabled  u%  to  avoid 
or  finesse  the  tensions  anciently  associated  with  inequality  and  its  inconvenient 
remedies.  It  has  become  central  to  our  strivings  to  reduce  insecurity,  And  m  we 
shall  observe  in  the  next  chapters  its  importance  is  buttressed  by  a  highly  dubious 


121-24*126)*^  by  of  Mifflin  <*«.,  Bmumt  M;wv,  IV.  .8  O-h^ttrr  %  ftp, 

t  The  author  is  Professor  of  Economics  at  Harvard  University. 
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but  widely  accepted  psychology  of  want;  by  an  equally  dubious  but  equally  ac¬ 
cepted  interpretation  of  national  interest;  and  by  powerful  vested  interest. 

***** 

Thus  even  in  the  conventional  wisdom  no  one  questions  the  importance  of 
technological  advance  for  increasing  the  production  (and  also  multiplying  the 
products)  from  the  available  resources.  These  gains  are  regularly  viewed  with 
great  and  even  extravagant  pride.  Improvements  in  technology  do  not  come  by 
accident.  They  are  the  result  of  investment  in  highly  organized  scientific  and 
engineering  knowledge  and  skills.  Yet  we  do  very  little  to  increase  the  volume  of 
this  investment,  except  perhaps  where  some  objective  of  military  urgency  is  in¬ 
volved.  Rather  we  accept  whatever  investment  is  currently  being  made  and  ap¬ 
plaud  the  outcome. 

The  investment  almost  certainly  could  be  much  greater  and  far  more  rational. 
Even  on  the  most  superficial  view,  the  scientific  and  engineering  resources  by 
which  modern  technology  is  advanced  are  most  unevenly  distributed  between 
industries.  In  industries  where  firms  are  few  and  comparatively  large — oil,  metal- 
turgy,  automobiles,  chemicals,  rubber,  heavy  engineering — the  investment  in  tech¬ 
nological  advance  is  considerable.  The  research  and  developmental  work  on 
which  this  advance  depends  is  well  financed  and  comprehensive.  But  in  many 
industries  where  the  firms  are  numerous  and  small — coal  mining,  home  construc- 
tion,  clothing  manufacture,  the  natural-fiber  textile  industry,  the  service  indus- 
tries — the  investment  in  innovation  is  negligible.  No  firm  is  large  enough  to  afford 
it  on  an  appreciable  scale;  there  is  real  question  as  to  whether  it  is  worth  while 
for  such  firms.  .  .  . 


From 

FACTS  FROM  FIGURES* 

By  M.  J.  Moroney  t 

A  very  little  consideration  shows  that  there  is  scarcely  a  hole  or  corner  of 
modern  life  which  could  not  find  some  application,  however  simple,  for  statistical 
theory  and  show  a  profit  as  a  result.  It  has  something  to  offer  the  man  who 
specializes  in  any  of  the  branches  of  management  in  industry.  It  offers  assistance 
to  the  man  responsible  for  purchasing  and  goods  inward  inspection.  In  the  hands 
of  the  cost  accountant  or  the  time  and  motion  study  man  it  acts  as  a  hone  to 
sharpen  traditional  tools.  .  .  . 

Consider,  for  a  moment,  some  of  the  fields  where  the  techniques  may  be 
applied.  There  is  a  scope  and  often  real  necessity  for  them  in  leather  tanning,  in 
the  paper-making  mill,  and  in  the  preparation  of  pharmaceutical  products.  It  is 
applied  in  glass  technology,  in  rubber  technology,  and  in  the  manifold  branches 

*  Reprinted  by  permission  of  Penguin  Books,  Ltd.,  Baltimore,  Md.,  1953  (pp.  460-63). 

t  The  author  is  a  Fellow  of  the  Association  of  Incorporated  Statisticians,  and  of  the  Royal 
Statistical  Society. 
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of  applied  chemistry  and  metallurgy  on  which  we  so  much  depend  for  the  comforts 
of  modern  civilization.  We  find  it  in  steel  works,  in  agricultural  research,  and  in  the 
textiles  industry  .  .  .  Mathematical  principles  spread  out  in  ever  widening  circles 
of  practical  application;  diverse  techniques  developed  in  varying  fields  by  practical 
men  are  unified  and  strengthened  by  the  mathematicians. 

At  bottom  it  boils  down  to  this:  wherever  anything  is  measured  numerically 
wherever  there  is  an  attempt,  however  rough,  to  assess  anything  in  the  form  of 
numbers,  even  by  the  simple  process  of  counting,  then  there  begins  to  arise  the 
necessity  for  making  judgements  as  to  the  significance  of  the  data  and  the  neces¬ 
sity  for  traffic  rules  by  which  the  flow  of  information  may  proceed  smoothly  and 

mpThoHtni'  a  T’  the/e  ‘5 the  need  f0r  statistics- The  application  of  scientific 
method  to  every  phase  of  industry  (which  is  a  phenomenon  of  rapidly  growing 

proporhons)  mevitabiy  has  brought  about  an  increase  in  measurement  of  ever? 

in"!  hS  T?  ,V  a<fept,ed  n°W  that’  even  if  in  the  Pr^ent  state  of  knowledge  and 
•nniw  huJbuJy  of  production  we  are  able  to  measure  what  we  are  dealing  with 

ment  at  all7’  '* IS  ^  t0  make  SOme  rou9h  measurement  than  no  measure- 

cJfrnriy°Un9;  S®"  1  !ay;  Learn  somethin9  about  statistics  as  soon  as  you 
can.  Don  t  dismiss  it  through  ignorance  or  because  it  calls  for  thought.  Don’t  pass 

DoLfhZS  Wlth0ut  havin9  examined  these  techniques  and  thought  about  the 
possibilty  of  application  in  your  field  of  work,  because  very  likely  you  will  find  it 
an  excellent  substitute  for  your  lack  of  experience  in  some  directions  It  w  i  Srb 
your  over-enthusiasm.  If  you  are  older  and  already  crowned  with  ?he  au  els  of 
success,  see  to  it  that  those  under  your  wing  who  look  to  you  for  aSEe  am 
encouraged  to  look  into  this  subject.  ... 


From 

SCIENCE  AND  THE  SOCIAL  ORDER* 

By  Bernard  Barberf 


The  Nature  of  Science:  The  Place  of  Rationality  in  Human  Society 

Man  has  always  dreamed  of,  but  never  actually  lived  in  a  Garden  of  Eden  It 
s  of  the  essence  of  the  human  condition  that  man  lives  not  in  a  compliant  but 
'  ffa  r®SIStantt  ®nvironment'  an  environment  which  he  must  constantly  make  an 

are°ever  settina'  task^n^0* Whollyrnaster  11  Man’s  Physical  and  social  situations 
to  endf  ICh  he  must  somehow  efficiently  adapt  means 

to  ends.  For  ,f  ,t  ,s  inherent  ,n  man’s  situation  to  have  to  expend  “effort”  to  cope 

nard  Barbe^^opyright'lQS^bTTlfe'^Free1?1^8^6!  r”  Scie™  **  Social  Order  by  Ber- 
18,  21.)  g  1  52  by  The  Free  Press-  A  Corporation.  (Excerpts  from  pp.  7-8, 12-13, 

CollegI,CoeiumbiahUni::rksHyaS  PUWiShed  the  aUth°r  Was  Professor  Sociology  in  Barnard 
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with  the  environment,  it  is  also  in  his  nature  to  have  a  limited  amount  of  energy 
for  this  general  effort.  Man  everywhere  and  at  all  times,  therefore,  has  had  to  make 
at  least  some  of  this  effort  efficiently  and  economically. 

In  his  need  to  economize  energy,  in  his  need  to  adapt  means  to  ends  efficiently, 
man  has  always  had  the  indispensable  aid  of  his  power  of  rationality  and  of  some 
knowledge  about  his  environment.  .  .  .  Here  it  is  enough  to  recognize  the  univer¬ 
sality  of  human  rationality,  to  examine  its  characteristics  somewhat  more  closely, 
and  to  show  its  connection  with  science.  For  this  is  the  essential  point  from  which 
our  whole  investigation  starts:  that  the  germ  of  science  in  human  society  lies  in 
man’s  aboriginal  and  unceasing  attempt  to  understand  and  control  the  world  in 
which  he  lives  by  the  use  of  rational  thought  and  activity.  I  take  it  that  Professor 
Percy  Bridgman,  the  Nobel  Prize  physicist,  was  making  much  the  same  point  when 
he  said,  “I  like  to  say  there  is  no  scientific  method  as  such,  but  rather  only  the 
free  and  utmost  use  of  intelligence.”  We  shall  see,  of  course,  how  rationality  and 
intelligence  must  be  disciplined  before  they  become  the  highly  developed  science 
we  are  familiar  with,  but  it  is  essential  to  understand  first  this  prime  human  source 
of  science. 

*  *  *  *  * 

President  Conant  of  Harvard,  who  is  himself  a  chemist,  has  recently  described 
the  essential  functions  for  all  science  of  those  highly  generalized  and  systematic 
sets  of  ideas  which  .  .  .  are  the  heart  of  highly  developed  modern  science.  He 
calls  these  ideas  “conceptual  schemes.”  It  is  with  the  nature  of  conceptual 
schemes  and  their  relations  with  such  matters  as  experimentation,  mathematics, 
and  “common  sense”  that  we  now  wish  to  deal. 

***** 

.  .  .  Modern  science  has  been  remarkably  successful  in  defining  and  isolating 
“concrete”  systems  of  phenomena  which  correspond  precisely  to  the  abstract 
systems  of  ideas  which  compose  its  conceptual  schemes.  As  Professor  H.  Levy 
has  indicated,  this  isolation  of  systems  is  highly  important  for  science.  Once  a 
system  is  isolated  by  controlled  variation  of  one  part,  the  effect  on  other  parts  of 
the  system  can  be  ascertained.  In  this  fashion,  experimentation,  as  we  call  this 
procedure  of  controlled  variation  which  compares  like  and  unlike  cases,  discloses 
the  effect  of  the  several  variables  in  the  conceptual  scheme. 

***** 

Perhaps  we  can  now  see  very  clearly  the  sense  in  which  highly  developed 
science  based  on  conceptual  schemes  of  great  generality  is  essentially  a  dynamic 
enterprise.  The  endless  making  of  improved  conceptual  schemes  introduces  a 
dynamic  element  into  the  very  center  of  scientific  activity.  In  this  way,  human 
rationality  takes  on  the  unending  power  to  move  heaven  and  earth,  for  sooner  or 
later  changes  in  conceptual  schemes  issue  in  changes  in  everyday  life  and  every¬ 
day  technology.  Veblen  has  said  that  “the  outcome  of  any  serious  research  can 
only  be  to  make  two  questions  grow  where  one  question  grew  before.”  This  is 
a  characteristic  of  science,  this  is  a  dynamic  quality  it  has,  that  modern  man  must 
not  only  learn  about,  but  learn  to  live  with.  For  this  is  the  source  of  the  unending 
social  consequences  of  science.  .  .  . 
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»  3  ’  ~  . .  ^  us>en,  as  wen  as  the  Great  SoriPtv  itcpif 

;roSnH°nnth ^dm,niStrati0n-  lndustfy  on  a  large  scale  depends  upon  orgS 
1  °  th®  management  of  large  numbers  of  employees  of  different  crafts  and 

arts  and  the  disposition  of  material  goods.  In  some industries, 

organ,zat|on  is  national  and  even  international  in  its  range.  Thousands  hundreds 
of  thousands,  of  men  and  women  must  be  brought  together  and^mhLw*™ 
various  departments  of  production.  They  must  be^radJ^^ * d  among 
hierarchy,  with  skilled  engineers  and  manaaers  at  the  ton  h  econom,c 

*"  ^  ^  ""  *»  corporation,  aiso  rost,  upon 
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esses  at  work,  and  an  equally  painstaking  allocation  of  mechanical  power  and 
materials.  The  foundation  and  driving  force  of  it  all  is  a  massive  body  of  technologi¬ 
cal  knowledge,  of  a  highly  impersonal  and  altogether  unbusinesslike  nature,  run¬ 
ning  in  close  contact  with  the  material  sciences,  on  which  it  draws  freely  at  every 
turn — exactingly  specialised,  endlessly  detailed,  reaching  out  into  all  domains  of 
empirical  fact. 

Such  is  the  system  of  productive  work  which  has  grown  out  of  the  Industrial 
Revolution,  and  on  the  full  and  free  run  of  which  the  material  welfare  of  all  of  the 
civilised  peoples  now  depends  from  day  to  day.  Any  defect  or  hindrance  in  its 
technical  administration,  any  intrusion  or  nontechnical  considerations,  any  failure 
or  obstruction  at  any  point,  unavoidably  results  in  a  disproportionate  set-back  to 
the  balanced  whole  and  brings  a  disproportionate  burden  of  privation  on  all  these 
peoples  whose  productive  industry  has  come  within  the  sweep  of  the  system. 

It  follows  that  those  gifted,  trained,  and  experienced  technicians  who  now  are 
in  possession  of  the  requisite  technological  information  and  experience  are  the 
first  and  instantly  indispensable  factor  in  the  everyday  work  of  carrying  on  the 
country’s  productive  industry.  They  now  constitute  the  General  Staff  of  the  indus¬ 
trial  system,  in  fact;  whatever  law  and  custom  may  formally  say  in  protest.  The 
“captains  of  industry”  may  still  vaingloriously  claim  that  distinction,  and  law  and 
custom  still  countenance  their  claim;  but  the  captains  have  no  technological  value, 
in  fact. 


From 

MODERN  ORGANIZATION* 

By  Victor  A.  Thompson  t 

As  the  bureaucratic  form  has  developed,  associated  as  it  is  with  the  advance 
of  specialization,  the  most  stubborn  problem  has  proved  to  be  the  securing  of 
cooperation  among  individual  specialists.  .  .  . 

***** 

Modern  bureaucracy  is  an  adaptation  of  older  organizational  forms,  altered  to 
meet  the  needs  of  specialization.  Modern  specialization  is  grafted  onto  it,  but  old 
traces  of  the  past  remain.  Along  with  technological  specialization  we  find  survivals 
of  Genghis  Khan  and  aboriginal  war  chiefs.  We  find  the  latest  in  science  and 
technology  associated  with  the  autocratic,  monistic,  hierarchical  organization  of 
a  simpler  time.  We  find,  in  short,  specialization  and  hierarchy  together. 

***** 

.  .  .  [M]odern  bureaucracy  attempts  to  fit  specialization  into  the  older  hierarchi¬ 
cal  framework.  The  fitting  is  more  and  more  difficult.  There  is  a  growing  gap 
between  the  right  to  decide,  which  is  authority,  and  the  power  to  do,  which  is 

*  Reprinted  from  Modem  Organization  by  Victor  A.  Thompson,  by  permission  of  Alfred 
A.  Knopf,  Inc.  Copyright  1961.  (Excerpts  from  pp.  4-6,  12-13,  19-21,  61,  63-65,  77-78.) 

t  The  author  is  Professor  and  Chairman  of  the  Department  of  Political  and  Social  Science, 
Illinois  Institute  of  Technology. 
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specialized  ability.  This  gap  is  growing  because  technological  change  with  result¬ 
ing  increase  in  specialization,  occurs  at  a  faster  rate  than  the  change  in  cultural 
definitions  of  hierarchical  roles.  This  situation  produces  tensions  and  strains  the 
willingness  to  cooperate.  Much  bureaucratic  behavior  can  be  understood  as  a 
reaction  to  these  tensions.  In  short,  the  most  symptomatic  characteristic  of  mod¬ 
ern  bureaucracy  is  the  growing  imbalance  between  ability  and  authority. 

***** 

.  .  !n  an  earlier  period  organizations  could  depend  much  more  on  the  “line 
of  command.  The  superior  could  tell  others  what  to  do  because  he  could  master 
the  knowledge  and  techniques  necessary  to  do  so  intelligent^.  As  sdle  fnd 
technology  developed  the  superior  lost  to  experts  the  ability  to  command  in  one 
field  after  another,  but  he  retained  the  right  as  part  of  his  role. 

***** 

Internally,  the  bureaucratic  organization  is  a  complex  structure  of  technical 
interdependence  superimposed  upon  a  strict  hierarchy  of  authority  The  entire 
structure  is  characterized  by  a  preoccupation  with  the  monistic  ideal.  The  hierarch" 
cal  institution  is  monocratic.  It  is  a  system  of  superior  and  subordinate  role-relation¬ 
ships  in  which  the  superior  is  the  only  source  of  legitimate  influence  upon  the 
subordinate.  Everyone  ,n  the  organization  finds  himself  in  such  a  relationship 

h  °Tal  or9anizational  relationship,  it  has  dominated  organiza¬ 
tional  theory  and  practice  and  still  does  so.  This  exclusive  emphasis  on  hierarchy 
has  produced  our  prevailing  organizational  theory  and  informed  management 
practice  We  shall  refer  to  this  theory  as  the  monistic  or  monocratic  coSfon 

or^an^ationa^ideaL0^.  COndit'ons  are  undoubtedly  changing,  it  is^r  prevailing 

Under  the  influence  of  the  primitive  monistic  ideal,  modern  organizations  are 
modeled  more  on  the  parent-child  relationship  than  on  the  adult  relationships  of 

ffariTtoloma  dea|dorhlea9UeS'  *°  maintain  the  '^timacy  of  the  ideal 

leads  to  a  great  deal  of  hypocrisy  and  pretence  and  to  the  creation  of  myths  such 

as  the  ignorance  of  the  masses,”  “the  indispensability  of  leadership  '  and  “the 

™9'Cap.0w.ehr  °J fear”1  Since  a  monocratic  institution  cannot  admit  the  legitimacy 

lh?rin!  tH  6  le9't,maCy  °f  d,Ver9ent  9oals  and  Crests,  much  effort  fs^apent 
secunng  the  appearance  of  consensus  and  agreement— securina  a  “«m™th 

running  organization.”  The  modern  organization  wants  converts  as  much  as  it 
wants  workers.  It  is  concerned  with  the  thoughts  of  its  membem as  welt  as  the 

memh^-Tr  the  thoughts  of  its  Put>lic  about  the  thoughts  and  actions  of  its 

thev^thinL  C°Hnsaquent|y-  «  is  «««med  with  its  members’  total  lives  S  what 
they  think  and  do  away  from  work  as  well  as  at  work. 

orn*n!^CUPatDn  I''"*11  hierarchy  flovems  the  distribution  of  rewards  by  modern 

fnr  aa  ted  by  the  bestowal  of  good  things.  Success  within  our  society  means 
tons  ,.m°St  part’Pr°9^sion  up  an  organizational  Merarohy.^S??rSS 
daily  regarded^  suaj^sf  9rowing  problem  of  rewarding  specialists.  To  be  so- 
enter  a  hierarchy  Manv  hn  ioSPeCia  S^USt  9'Ve  Up  their  technical  fields  and 
^chn^lyJSd  people  '.  "9  “  9r°Win9  Sh0rtages  of  many  kinds  * 

p.  219.eter  Blau’  The  °ynamics  of  Bureaucracy  (Chicago:  University  of  Chicago  Press;  1955), 
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Hierarchical  relations  overemphasize  the  veto  and  underemphasize  approval 
of  innovation.  Since  there  is  no  appeal  from  the  superior’s  decision,  a  veto  usually 
ends  the  matter.  However,  an  approval  will  often  have  to  go  to  the  next  higher 
level  where  it  is  again  subject  to  a  veto.  A  hierarchical  system,  therefore,  always 
favors  the  status  quo.  .  .  . 

*  *  *  *  * 

The  superior  has  the  right  to  deference  from  his  subordinates.  What  makes  this 
right  significant  is  that  it  is  one-way.  The  superior  has  a  right  to  be  somewhat 
insensitive  as  to  subordinates’  personal  needs.2  The  ranking  of  roles  with  regard 
to  the  amount  of  deference  due  them  is  what  we  mean  by  the  “status  system.”3 
Although  specialties  are  also  status  ranked,  by  far  the  most  visible  and  virile 
ranking  in  organization  is  ranking  according  to  hierarchical  position.  .  .  . 

***** 

These  roles  and  the  corresponding  status  systems  are  simply  incompatible  with 
democratic  egalitarianism.  People  are  always  grateful  when  a  person  in  a  super¬ 
ordinate  position  exercises  his  rights  with  humanitarian  restraint.  “He’s  a  regular 
guy.”  They  do  not  feel  that  they  have  a  right  to  expect  this. 

***** 

The  monistic  concept  is  unable  to  account  for  specialization.  More  specifically, 
it  cannot  account  for  the  delegation  of  nonhierarchical  authority.  The  existence 
of  such  authority  is  consequently  denied  or  hidden  by  fictions,  such  as,  for  exam¬ 
ple,  “The  staff  only  advises;  it  does  not  command.”  Furthermore,  the  monistic 
concept  asserts  that  hierarchical  authority  is  created  by  delegation  from 
above.  .  .  .  Only  nonhierarchical  authority  is  created  by  delegation  from  above. 

The  monistic  concept,  since  it  is  based  entirely  upon  the  institution  of  hierarchy 
and  completely  ignores  the  fact  of  specialization,  naturally  confuses  rights  with 
abilities:  for  example,  the  right  to  make  decisions  with  the  ability  to  do  so.  This 
confusion  of  rights  with  abilities  results  in  the  popular  journalistic  presentation  of 
the  actions  of  organizations,  including  states,  as  the  actions  of  their  top  officials. 
It  also  encourages  elitist  interpretations  of  society,  one  of  the  latest  of  which  is 
The  Power  Elite,  by  C.  Wright  Mills.4 

Hierarchical  roles  began  to  develop  at  times  and  under  conditions  when  it  was 
credible  to  think  of  the  chief  as  the  most  capable  person.  Under  these  circum¬ 
stances,  vast  rights  became  associated  with  the  role.  Belief  in  the  unusual  powers, 
or  charisma,  of  persons  who  perform  such  roles  has  continued  in  the  form  of  the 
status  system.  Although  specialization  has  enormously  changed  the  circum¬ 
stances  of  organized  action,  modern  organization  theory  and,  to  a  considerable 

2  Wilbert  E.  Moore,  Industrial  Relations  and  the  Social  Order ;  rev.  ed.  (New  York:  The 
Macmillan  Company  1951),  pp.  183-184.  He  says  this  insensitivity  of  superiors  to  the  needs 
of  subordinates  is  the  cause  of  much  trouble  in  organizations.  Harold  Leavitt  says  superiors 
generally  resist  the  introduction  of  objective  performance  standards  because  they  interfere 
with  the  superiors’  right  to  dominate  the  situation,  to  command  respect,  to  rule  the  roost. 
(Harold  J.  Leavitt,  Managerial  Psychology,  Chicago:  University  of  Chicago  Press,  1958,  p.  261.) 

3  The  term  “status  system”  is  not  entirely  adequate.  “Status”  is  a  social  position.  Positions 
are  ranked  according  to  the  amount  of  deference  due  them — according  to  their  prestige.  Here 
we  are  really  concerned  with  the  “prestige  system”;  however,  the  term  “status  system”  has 
been  used  so  much  in  place  of  such  terms  as  “prestige  system”  that  we  feel  it  will  communi¬ 
cate  more. 

4  New  York:  Oxford  University  Press,  Inc.,  1957.  [Mills’]  “elite”  consists,  by  definition,  of 
the  top  two  or  three  persons  in  big-business,  political,  and  military  hierarchies.  He  says  that 
if  the  line  were  lowered,  the  “elite”  could  be  defined  away  (p.  18). 
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extent,  practice  is  fixated  on  the  system  of  hierarchical  roles  s  Tho  ^ 
tions  of  specialization  are  hardly  recoqnized  in  man™.  The  fact  and  implica- 

of  specialization  into  the  hierarchical  framework  gives  ufour  charert 
of  organization,  bureaucracy.  As  we  shall  see  in  thQ  <  i.S  °Ur  charactenstlc  for™ 
the  behavior  within  bureaucracy  derives  from  tenc  °  0win^  ctiapters  mucb  of 

between  specialization  and  hierarchy  The  cdturaTdefinit6^^  w  C°nfl'Ct 
hierarchy  change  much  more  wh'ch  comprise 

resistance  to  further  rationalization  T  1  0f  speciallzat'°n-  This 

instrumental  function.6  It  is  more  in  the  nature  J?erf°rms  no  Part'cular 

modification  of  the  roles  is  undoubtedly  reinforced^  a9'”  This  lag  in 

role  definitions  because  of  their  intimatP  miat-  +  y  vested  ,nterests  in  the  old 
lag  is  also  rein, <,,«“» ISSs  l •**">• 
patibilities  between  hierarchical  claims  to  hP  -  °* the  status  system.  Incom- 

the  other,  the  cultures of  °n  the  °ne  hand’  and 

softened  by  charismatic  overevaluations  ofsunerodndetnCe’  and  equallty  may  be 

anisms  discussed  above  RwSs^com«  t  t?"  63  a"d  by  the  other  mech' 
reality.  Homanticsm  comes  to  the  rescue  of  an  unsatisfactory 


From 

THE  FUTURE  OF  INDUSTRIAL  MAN* 

By  Peter  F.  Drucker\ 


nature  and  fulfillment  oiilvhich  the Individiral’a S0Cietlfre9ardin9  man  s 

-a  ao  * 


for 


5  ^ven  fhe  departmentalists,  the  “GulicL  >* 

Columbia  Umversity  Press;  1938),  pp  1-18-HLriTwS  r  4  E*  WarbllnS  trans.  (New  York: 
Paul  (Londou.-  George  Allen  and  Unwin,  Ltd  1929?  "onnforS  trans* Eden  and  Cedar 
aids  m  communication,  but  he  reallv  mpanc  J  .. . ’  PP*  200-204.  Barnard  argues  that  status 
His  point  that  status,  as  the  principal  mo^ivadrm^0”*  aiKl  r°les  rather  than  prestige  ranking* 
part  of  the  incentive  system  wMe  ™ue  is an extremely  imporini 

incentive,  it  must  be  available  to  all.  The  skewed  diMriW^'  If,Status  is  t0  function  as  an 

anti-mcentive;  it  reduces  solidarity  Vm  .  distribution  °f  status  causes  it  to  act  a«s  an 

this  out.  (Chester  Barnard  S 

ti°ns,  m  William  Foote  Whvte  cd  t™a  *  tholopr  of  Status  Systems  in  Formal  Orcaniza 
Company  1946).  See  also,  S  fp.  New  York:  McgSw-Su  Book 

pp.^^380  Drucker hy  permission °?the  JohnDay^Cmnpan™  Inc^ publisher (Exce^pts^^m 
t  The  author  is  Professor  of  Management  at  New  York  University. 
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are  either  designed  or  devoted  to  its  fulfillment.  In  other  words,  there  are  always 
a  great  many  “unfree”  institutions  in  a  free  society,  a  great  many  inequalities  in 
an  equal  society,  and  a  great  many  sinners  among  the  saints.  But  as  long  as  that 
decisive  social  power  which  we  call  rulership  is  based  upon  the  claim  of  freedom 
equality  or  saintliness,  and  is  exercised  through  institutions  which  are  designed 
toward  the  fulfillment  of  these  ideal  purposes,  society  can  function  as  a  free,  equal 
or  saintly  society.  For  its  institutional  structure  is  one  of  legitimate  power. 

This  does  not  mean  that  it  is  immaterial  whether  non-decisive  powers  and 
institutions  of  a  society  are  in  contradiction  to  its  basic  principles.  On  the  contrary, 
the  most  serious  problems  of  politics  arise  from  such  conflicts.  And  a  society  may 
well  feel  that  a  non-decisive  institution  or  power  relationship  is  in  such  blatant 
contrast  to  its  basic  beliefs  as  to  endanger  social  life  in  spite  of  its  non-decisive 
character.  The  best  case  in  point  is  that  of  the  American  Civil  War  when  the 
chattel-slavery  of  the  South  was  felt  to  endanger  the  whole  structure  of  a  free 
society.  Yet  the  decisive  power  of  ante-bellum  America  was  undoubtedly  legiti¬ 
mate  power  deriving  its  claim  from  the  principle  of  freedom,  and  exercised  through 
institutions  designed  and  devoted  to  the  realization  of  freedom.  American  society 
did  thus  function  as  a  free  society.  It  was  indeed  only  because  it  functioned  as 
such  that  it  felt  slavery  as  a  threat. 

What  is  the  decisive  power,  and  the  decisive  institutional  organization  in  any 
society  cannot  be  determined  by  statistical  analysis. 

Nothing  could  be  more  futile  than  to  measure  a  society  by  counting  noses, 
quoting  tax  receipts  or  comparing  income  levels.  Decisive  is  a  political,  and  that 
means  a  pyjrely  qualitative,  term.  The  English  landed  gentry  comprised  never  more 
than  a  small  fraction  of  the  population;  furthermore,  after  the  rise  of  the  merchants 
and  manufacturers  it  had  only  a  very  modest  share  of  the  national  wealth  and 
income.  Nevertheless,  down  to  our  times  it  held  the  decisive  social  power.  Its 
institutions  were  the  decisive  institutions  of  English  society.  Its  beliefs  were  the 
basis  for  social  life;  its  standards  the  representative  standards;  its  way  of  life  the 
social  pattern.  And  its  personality  ideal,  the  gentleman,  remained  the  ideal  type 
of  all  society.  Its  power  was  not  only  decisive;  it  was  legitimate  power. 

Equally,  laws  and  constitutions  will  rarely,  if  ever,  tell  us  where  the  decisive 
power  lies.  In  other  words,  rulership  is  not  identical  with  political  government. 
Rulership  is  a  social,  political  government  largely  a  legal  category.  The  Prussian 
Army  between  1870  and  1914  was,  for  instance,  hardly  as  much  as  mentioned 
in  the  Imperial  German  Constitution;  yet  it  undoubtedly  held  decisive  power  and 
probably  legitimately.  The  government  was  actually  subordinated  to  the  army,  in 
spite  of  a  civilian  and  usually  antimilitaristic  Parliament. 

***** 

Finally,  it  should  be  understood  that  legitimacy  is  a  purely  functional  concept. 
There  is  no  absolute  legitimacy.  Power  can  be  legitimate  only  in  relation  to  a  basic 
social  belief.  What  constitutes  “legitimacy”  is  a  question  that  must  be  answered 
in  terms  of  a  given  society  and  its  given  political  beliefs.  Legitimate  is  a  power  when 
it  is  justified  by  an  ethical  or  metaphysical  principle  that  has  been  accepted  by  the 
society.  Whether  this  principle  is  good  or  bad  ethically,  true  or  false  metaphysically, 
has  nothing  to  do  with  legitimacy  which  is  as  indifferent  ethically  and  metaphysi¬ 
cally  as  any  other  formal  criterion.  Legitimate  power  is  socially  functioning  power; 
but  why  it  functions  and  to  what  purpose  is  a  question  entirely  outside  and  before 
legitimacy. 
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Failure  to  understand  this  was  responsible  for  the  confusion  which  made  "leaiti. 
mism”  the  name  of  a  political  creed  in  the  early  nineteenth  century.  The  Eurooean 
reactionaries  of  1815  were,  of  course,  absolutely  within  their  rights  when  thev 
taught  that  no  society  could  be  good  except  under  an  absolute  monarch’  to  havl 
an  opinion  on  what  is  desirable  or  just  as  basis  of  a  society  is  not  only  a  riaht  it 
is  a  duty,  of  man.  But  they  were  simply  confusing  ethical  choice  with  functional 
analysis  when  they  said  no  society  could  function  unless  it  had  an  absolute 

nn^thh'|A+nd  th6y  Wf6  probab,y  wron9  when  thQy  Proclaimed  the  dogma  that 
only  absolute  monarchy  were  legitimate.  4  y  nat 

The  functional  analysis  as  to  what  is  legitimate  power  does  not  in  anv  wav 
prejudge  the  ethical  question  of  the  individual's  right  or  duty  to  resist  that  he 

nSerS  pemic'ous  power-  Whether  it  is  better  that  society  perish  than  that  justice 
perish  is  a  question  outside  and  before  functional  analysis.  The  same  man  who 
maintains  most  vigorously  that  society  can  function  only  under  a  legitimate  power 
may  we»  decide  that  society  is  less  of  a  value  than  certain  mdividuaf  tEH 
belie  s.  But  he  cannot  decide,  as  the  Legitimists  did,  that  h,s  vatm  2j bl?s 
are...  esociay  accePted  values  and  beliefs  because  they  ought  to  bo 

P°WT  iS  8  P°Wer  whicb  does  not  derivo  claim  from  the  basic 
rder  wieldina  the^nnw  ^<?cordin9jy;  there  is  no  possibility  to  decide  wholnhe 
or  not-  for  there  i*  nr!*l  *S  exercisin9  il  in  comformity  with  the  purpose  of  power 
:c  u  ’  ’+  +  s  no  sP0C,al  purpose,  illegitimate  power  cannot  be  controlled* 

It  IS  by  Its  nature  uncontrollable.  It  cannot  be  made  resoons  bin  fh°  trollud' 

no  limits  beyonowfch  i,  ceas^oTo  2JiS>S*™“  *  ^  ,”0"’  ar“ 

inv^!ye9o“K;t  0r>WlS,, 

controlled,  limited  responsible  nr  ratio  n  ^  \  nevor  au^w,ty,  It  cannot  be  a 
an  axiom  of  politics— eEer  since  Taritl!  J  d®torrn,nab|o  power.  And  it  has  boon 
us  one  case  study  after  another  thEt  n^h  hlStor^  °f  tho  Homan  «mporors  gave 
judicious,  can  wield  uncontmlS^ .^urnan,  bafng.  however  good,  wise  or 
nable  power  without  becomino’veE/^ !,ble' t'n,imi,Gd or rational|y  not  dotormi- 
cious-En  other  words  TtyZl  ^  ^  lnhuman  and  capri’ 

mate  power  cannoMuncttonT^sodet!/0^^6  SOci.ally  docis've  power  is  illogiti- 
brute  force— tyranny,  slavery  civil  war  nr  °an  °,n  y  bo  bold  ,0PCthor  by  stieor 
of  every  power;  but  in  a  functionina  CtOurS0,  orco  18  fh°  ultimate  safeguard 
for  exceptional  and  rare  diseases9 In  a  fun*  JS  °0t  moro  ,han  a  desperate  remedy 
authority,  and  authority  is  the  rule  of  riaht  nil*™®  hit®**  powor  is  ox<)romod  as 
can  have  authority  and  can  expect  and™  erm'fhJ‘  8ut  on|V  a  legitimate  powor 
alone  makes  organized  InsJiZna  E?„£"!T2  80031  8o,Mis«<0<‘™  which 

by  the  best  and  the  wisest,  can  never  ES!!?’  ®9  t,ma,°  powor'  even  if  wielded 
to  force.  On  that  basis  a  functionina  met  ? ^  ^pon  anyth'n9  Put  tfio  submission 
be  built.  Even  the  best  tyrant  test?!  atymJT  °r9anization  0>  social  ™nnot 


15.  WESTERN  OFFICE 
EQUIPMENT  COMPANY 


Case  Introduction 


SYNOPSIS 

Tht'  ninipiinv  manufactures  and  sells  ofllce  equipment  through  four 
regional  ofltces  in  the  western  portion  of  the  United  Suites.  Charles  Por¬ 
ter,  the  president,  applies  a  number  of  up-to-date  management  tech¬ 
niques  in  order  to  promote  economic  success  for  the  company.  Particu¬ 
larly,  he  employs  corporate  staff  men  specializing  in  management 
science  applications  to  plan  a  new  management  control  system.  In  al¬ 
locating  manpower  t sales  force)  between  Vancouver,  Salt  Lake  City,  San 
Francisco,  and  Los  Angeles,  polit  ies  and  decision  rules  art!  developed  to 
guide  top  managers  anti  regional  managers  in  deciding  both  where  to 
locate  new  salesmen  anti  how  many  to  hire  in  each  locality.  The  top 
management  is  faced  with  what  seem  to  he  powerful  advantages  of  the 
system  hut  also  with  serious  disadvantages.  Some  of  the  latter  seem  to 
be  technical  dangers  of  the  system.  Others  appear  in  the  form  of  human 
conflict  between  corporate  headquarters  and  geographic  division 
managers, 

WHY  THIS  CASE  IS  INCLUDED 

The  ease  offers  opportunity  to  see  and  understand,  in  a  real-life  action 
situation: 

1.  The  place  of  objectives  in  long  range  or  strategic  planning;  the 
need  for  goals,  the  need  for  balance  between  conflicting  goals,  and 
tin*  conflict  between  tong  and  short-run  goals, 

2.  A  decision  making  process  among  top  managers  of  a  company: 
president .  corporate  staff,  and  division  line  managers. 

3.  The  advantages  and  disadvantages  of  management  science  as  a 
technique  of  corporate  management,  and  as  an  integral  part  of  a 

S«6 
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management  control  system.  Specifically,  marginal  analysis  and 
quantification  applied  to  setting  of  decision  rules. 

4.  Both  the  technological  and  human  factors  which  cause  conflict 
between  executives  in  a  larger  system  (the  company)  and  a 
smaller  component  system  (its  branches). 

5.  The  advantages  of  more  sophisticated  methods  of  management  to 
society,  as  well  as  to  an  individual  company. 

Finally,  the  case  offers  opportunity  to  take  a  managerial  viewpoint, 
and  to  construct  better  methods  of  using  management  science.  In  this 
pursuit,  judgment  between  a  number  of  diverse  variables  must  be  used. 
There  is  no  final  “scientific"  way  of  solving  such  judgmental  problems. 


DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 


The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  the  book  locates  the  other  readings. 

1.  From  the  viewpoint  of  management  theory  and  strategic  planning, 
of  what  importance  in  the  future  success  of  Western  Office  Equipment 
Company  is  Porter’s  statement  that  “we  redefined  the  objectives  of  the 
company  to  include  growth  in  four  districts:  Salt  Lake,  San  Francisco, 
Vancouver,  and  Los  Angeles,”  and  his  redefinition  of  how  much  man¬ 
power  is  required  in  each  location? 


Read:  Tilles,  “How  To  Evaluate  Corporate  Strategy.”  Drucker,  The 
Practice  of  Management,  pp.  62-64,  66,  84-87,  121,  128-31. 

2.  Why  is  the  creation  of  the  new  position  of  manager  of  operations 
analysis  an  important  matter  in  designing  the  organization  structure  of 
Western  Office  Equipment  Company? 

Read:  Smith,  The  Wealth  of  Nations,  pp.  4-15.  *Simon,  The  New 
Science  of  Management  Decisions,  pp.  15-18,  40-49. 

3.  Why  is  Porter’s  search  for  “some  guiding  standards  that  can  be 
applied  over  the  years,  to  tell  us  when  to  hire  salesmen  and  where  to  put 
them,”  an  effective  managerial  way  of  thinking? 

Read:  Tilles,  “How  to  Evaluate  Corporate  Strategy.”  *Jerome,  Execu¬ 
tive  Control— the  Catalyst,  pp.  31-34.  Dubin,  “Imperatives  Af¬ 
fecting  Industrial  Relations  Decisions,”  pp.  292-96. 

4.  Olson  approached  the  problem  of  “how  many  salesmen”  by  first 
finding  the  marginal  revenues  generated  by  each  additional  salesman, 
t  en  finding  the  cost  or  worth  of  each  salesman  to  the  company  From 
the  viewpoint  of  microeconomics,  why  did  he  do  it  this  way? 

Read:  *McGuire,  Theories  of  Business  Behavior,  pp.  56-57.  (Those 
wishing  a  more  thorough  description  of  how  microeconomics 
approaches  resource  allocation  may  consult  any  economics 
textbook  for  marginal  analysis  techniques.  For  example,  read 
William  J.  Baumol,  Economic  Theory  and  Operations  Anal¬ 
ysis,  Prentice-Hall,  Inc.,  1961,  pp.  2-24,  30-34.  Not  included  in 
this  volume.) 


rnrit^iT1  J  the  methods  used  by  Olson  in  arriving  at  the  $133,333 
r°l  standard.  Then  look  at  the  four  action  decisions  he  states,  begin- 
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ning  “(1)  reduce  the  sales  force  in  Salt  Lake  from.  .  .  Why  might  Olson 
and  Porter  have  high  motivation  to  install  these  action  recommenda¬ 
tions?  Recall  especially  Porter’s  opening  statement  at  the  meeting  of 
district  managers. 

Read:  Barber,  Science  and  the  Social  Order ,  pp.  7-8,  12-13,  18,  21. 
Rapoport  and  Drews,  “Mathematical  Approach  to  Long-Range 
Planning,”  pp.  77-78.  Gellerman,  Motivation  and  Produc¬ 
tivity,  pp.  109-18. 

6.  If  scientific  methods  (in  this  case  economics)  yield  action  decisions 
that  Porter  and  Olson  believe  in  (Question  5),  and  if  the  efficiency  of  this 
company  is  in  the  interest  of  society,  why  do  Ralph  Hudson  in  Salt  Lake 
and  James  Fulmer  in  San  Francisco  not  “see  the  light”?  Can  they  not 
share  in  the  enthusiasm  for  an  efficient  Western  Office  Equipment  Com¬ 
pany  through  the  power  of  science  and  rational  decision  making? 

Read:  *Miller  and  Starr,  Executive  Decisions  and  Operations  Re¬ 
search,  pp.  38-42,  45-47,  50.  Newman  and  Summer,  The  Proc¬ 
ess  of  Managemen t:  Concepts,  Behavior,  and  Practice,  pp. 
605-10.  *Maslow,  “A  Theory  of  Human  Motivation,”  pp.  80-94. 

7.  Read  carefully  Porter’s  explanation  of  how  the  districts  might  grow 
in  the  future  by  having  the  manufacturing  plants  lower  their  costs  to  60 
percent  of  sales  (or  60  cents  of  every  sales  dollar),  instead  of  the  present 
70  percent.  Do  you  see  another  reason  which  might  add  to  Fulmer’s  and 
Hudson’s  frustration  in  trying  to  have  their  own  districts  grow  in  total 
sales  or  total  number  of  salesmen  employed? 

Read:  Leavitt,  “The  Volatile  Organization:  Everything  Depends  on 
Everything  Else.”  Newman  and  Summer,  The  Process  of  Man¬ 
agement:  Concepts,  Behavior,  and  Practice,  pp.  605-10.  Those 
who  wish  additional  insight  into  the  answer  to  this  question 
may  consult  in  the  library,  Managerial  Psychology  by  Harold 
J.  Leavitt,  University  of  Chicago  Press,  2d.  ed.,  1964,  pp.  16-21, 
24-26.  Leavitt  discusses  the  concept  of  dependency  of  one  in¬ 
dividual  on  another  individual  or  organization,  and  the  result¬ 
ant  frustration  this  might  cause. 

8.  Get  clearly  in  your  own  mind  how  this  company  situation  involves 
a  conflict  (1)  between  headquarters  and  subsidiary  district  managements 
and  (2)  between  those  responsible  for  direct  selling  and  those  in  other 
parts  of  the  company  such  as  manufacturing.  In  what  sense  can  this  be 
considered  a  “win-lose”  or  “zero-sum”  conflict?  What  are  the  attributes 
of  this  kind  of  conflict,  and  what  are  the  implications  for  whether  or  not 
the  conflict  can  be  resolved? 

Read:  *Litterer,  “Conflict  in  Organization:  A  Re-Examination. ’ ’ 

POLICY  QUESTIONS 

9.  At  least  in  theory,  there  is  a  way  for  Porter  to  think  about  achieving 
an  efficient  company  and  achieving  good  morale  on  the  part  of  all  com¬ 
pany  personnel  at  the  same  time.  What  kind  of  ideal  or  theoretical  ap¬ 
proaches  are  available?  Why  did  they  not  work  when  Olson  visited  with 
the  district  managers  to  get  their  consent? 
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Read:  Follett,  “Constructive  Conflict.”  Newman  and  Summer,  The 
Process  of  Management:  Concepts,  Behavior,  and  Practice,  pp. 
439-48.  Argyris,  Personality  and  Organization,  pp  27-31 
33-51,  66-67,  77-90,  95,  103-4,  123-25,  4,  137-39,  150  153-55,’ 

fnl°'ATher  approach  is  what  s°nie  people  call  a  more  courageous 
rccful  decisiveness  on  the  part  of  Porter  or  Roberts  as  they  exercise  the 

P,  ““'’"'.r1'"  Would  Porter  d°  “d“  th“  Und  of  theory?6 
Jennings,  Business  Needs  Mature  Autocrats.”  Odiome  How 
Ma^-a9ers  Make  Things  Happen,  pp.  4-11, 37-38, 52-53. 0’Don- 
nell.  The  Source  of  Managerial  Authority,”  pp.  573-88. 
i  °”e  modern  means  of  dealing  with  the  cost  problem  and  the 
morale  of  district  managers  would  be  what  is  called  organization  dJvll- 
opment.  What  would  Porter  do  if  he  used  this  approach? 

ea  .  rench,  “Organization  Development  Objectives,  Assump- 

rLwTategief  LeaVitt’  “The  Volatile  Organization:  Ev¬ 
erything  Triggers  Everything  Else.” 

wolldvl!!?'?8  aU  faCt°rS  suggested  in  the  above  questions,  what 
pany?  d  lf  ^  Wer®  president  of  Western  Office  Equipment  Corn- 

Read:  Beard,  Public  Policy  and  the  General  Welfare,  pp.  148  et  seq. 

andSpolIcyFOR  original  student  work  in  analysis 

'3a4hlle  reflectlng  on  case  facts>  what  additional  theories  from  prior 
Fn„in  fr  6  y°U  ln„Slghts  as  t0  “what  is  going  on”  in  Western  Office 
future?1611  C°mpany?  As  to  what  ™ght  be  predicted  to  happen  in  the 

*4'  °ther  than  the  ?°licy  questions  asked  by  the  authors,  what  prag¬ 
matic  ways  can  you  think  of  to  state  the  practical  problems  faced  bv 
executives  in  the  case?  p  ms  Iacea  °y 


Case  Text* 


SalTLahe^Cflv1  Utah*lf1*>Ifh  ***  ManufacturinS  Company  was  founded  in 

shelving  used  In  4;  5®  PUTS6  °f  making  and  selling  steel  utility 

ing  used  in  offices  and  warehouses.  Today  it  is  still  a  familv  nwnoH 
company,  though  with  the  retirement  of  the^uX  stx  ago  1 
professional  manager,  Charles  F.  Porter,  was  employed  as  president  The 

di^rsThne'ofmed65  **  °^g^1  Hne  °f  Steel  shelving  but  has  added  a 
diverse  line  of  medium-priced  desks,  chairs,  bookcases,  and  other  small 


*  Copyright  1973  by  Charles  E.  Summer. 
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furniture.  Porter  says,  “We  have  never  tried  to  compete  with  high-quality 
manufacturers — our  customers  are  medium  and  smaller  companies  who 
want  serviceable  furniture  at  a  good  price.”  Current  sales  volume  is 
$3,830,000. 

MODERNIZATION  UNDER  MR.  PORTER’S  DIRECTION 

Since  he  assumed  the  presidency,  Charles  Porter  has,  in  the  words  of 
one  member  of  the  founding  family, 

.  .  .  Measured  up  to  our  expectations.  Before  he  came  to  our  headquar¬ 
ters  in  Salt  Lake  City,  the  company  was  successful  mostly  by  trial  and 
error.  We  had  developed  a  good  line  of  products,  and  our  salesmen 
were  good.  We  were  selling  in  Salt  Lake,  San  Francisco,  and  Van¬ 
couver.  Those  places  were  chosen  somewhat  by  accident.  The  founder 
was  originally  from  Seattle,  worked  for  an  eastern  competitor  and 
knew  those  districts  well.  He  had  fifteen  salesmen  when  he  retired,  all 
reporting  to  Mr.  Roberts,  the  marketing  vice-president  here  in  Salt 
Lake.  Several  years  ago,  we  entered  Los  Angeles  on  a  very  modest  basis 
because  we  hired  an  excellent  salesman  who  knew  customers  and  the 
market  there.  Today,  Porter  has  organized  the  fifteen  company  sales¬ 
men  into  four  district  offices,  with  one  of  the  senior  men  serving  as 
district  manager.  He  has  also  added  new  products  to  the  line,  set  up 
accounting  and  profit  controls,  and  enabled  us  to  compete  as  we  never 
have  before  with  companies  that  are  much  larger  than  ours.  In  short, 
our  objective  is  to  grow,  and  Porter  is  the  man  we  depend  on  for  that. 

ALLOCATION  OF  SELLING  EFFORT 

Among  other  ways  of  improving  the  company,  the  effective  allocation 
of  salesmen  to  territories  has  been  one  of  Porter’s  concerns. 

After  I  joined  the  firm  [Porter  said],  there  were  many  things  to  do. 
I  did  not  have  time  to  look  into  the  matter  of  selling  effectiveness.  Sam 
Roberts,  the  marketing  vice-presiden t,  and  I  looked  at  the  statistics 
on  selling  as  the  company  began  to  grow.  We  set  the  policy  that  the 
company  should  add  salesmen  to  a  district  as  long  as  the  average  sales 
per  salesman  in  the  district  did  not  fall  below  $250,000. 

The  current  allocation  of  salesmen  by  district,  the  average  sales  per 
salesman,  and  the  total  sales  volume  are  shown  in  Exhibit  1. 

Porter  continued: 

We  have  fifteen  salesmen — six  in  San  Francisco,  four  each  in  Salt 
Lake  City  and  Vancouver,  and  one  in  Los  Angeles.  Several  months  ago, 
we  redefined  the  objectives  of  the  company  to  include  growth  in  four 
districts.  Salt  Lake  City  handles  Nevada,  Wyoming,  Colorado,  Idaho, 
and  Montana.  San  Francisco  handles  central  California;  and  Van¬ 
couver  handles  British  Columbia,  Washington,  and  Oregon.  The 
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EXHIBIT  1 

Current  Annual  Sales  Volume*  and  Salesmen  Distribution  by 
District,  Western  Office  Equipment  Manufacturing  Company 


District 

Number 

of  Salesmen 

Toiat 

Safes 

l fofmm 

Average 

Seims  l/ofums 
par  Saimmmo 

Salt  Lake  City 

4 

$  1,060 

$  265 

Los  Angeles 

1 

250 

250 

San  Francisco 

6 

1,500 

ISO 

Vancouver 

4 

1,020 

255' 

Totalsf 

ti 

$  3,830 

*  All  amounts  given  in  thousands  of  dollars, 

^Average  sates  par  salesman  for  the  company  •»  *  whole  /  j n  pm  j,  m  $p^K 


roni:%uZst:t tio"  "m  4"'" /-u  ***** 

thieevear<°H*aS  ^  “'?*  Uf  as  manu«<‘r  <>f<»P*rations  analysis  for 

™eye™  Hejpeciahzed  in  Jirunu  e  and  operations  rt'.S'Htrch  at  Stun 

ford  and  has  done  very  much  to  analyze  our  plant  Mill! llshy  „IZ 
™-o<lern  quantitative  methods,  /  have  asked  him  to  analyze  the  sett  ini 

and  (2)  we  emJl  "S  **  ^ fwm  our  f^ee, 

ana  (2)  we  employ  the  least  number  of  salesmen  to  achieve  th/l 

.  ,  el  company  is  pro  winy  mart*  tom  pin  ami  nr  nm! 

ZZl  ,h“  »<*r  „u-  ,/n,r,  /  „  „  ‘ , 

of  year"  J  «  «*«'<■■  «»</  -:.r  „ 


WL-vlWIX  . 


-  MnMLTolo  AND  RECOMMENDATIONS 


manager”  “  .Ke  four^ l  S  “  '  T“  ”,“lwte  «*»*  *«»  < 

hia  purpose  was  ° o t 1  u“*’  **  •»  .taut 

under on  poleiniul  i„  ,l„.  do., rid 

San  Francisco  manager  to  simiv  w'ithT'  T‘ l“'  ask  lh*' 

trade  associations  statistics  oJ  m  i  *m  mj4rki*W>«>tmial  rW^es  from 

district,  and  othir  m  u  >r  •  lV  h  7 7  7*  *"**  «  n  in  the 

him.  Then  he  asked  the  nJina^r  f  U,  hr?  .WOrk<*‘1  "**  and  hnm«hl  with 

distances  between  customers  7  7  °WtI  kri°wledKt‘ t,f'  territories, 

nies,  and  other  information!  Finally  Ve  'mcTth!***”" 
cussed  both  the  territorv  •K9*t  4  ,  manager  jointly  dis- 

Olson  describ^T  resold  “  a“‘  'h''  "'“rkcrcscan  l,  dam. 

FrZZf,.  y2  "1  K'Mf  •' 

,j  Wt  stem  employs  only  one  salesman. 
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wc  would  sell  $400,000.  If  two  $7^(1  nnn.  n  m 
mental  amount  sold  by  each  salesman  dff™’  $1’430’00a  The  incre- 
in  a  district  because  the  first  salesmn  reasef  as  you  salesmen 
shortest  distances  to  cover  and  other  ndi  &  f  **  cust0^rs,  the 
man,  me  mould  skim  Wi^  only  one  sales- 

another  salesman,  me  either  take  ifss  d*  mafet  £ach  time  we  add 
cost  of  reaching  customers,  orblth^fZ^I CUStomers  or  raise  the 
marked  “marginal”  the  increme-ntni  i,  ’ V  U  Cfn  See  m  the  colu™n 

inter-district  differences  are  caused  by  various  Z  f  Z°a  ^ 
more  competition  in  one  market  thnv>  *  factors— there  may  be 

a  may  of 

financial  terms,  mhat  is  his  contribution  tf  fu  *  the  comPany-  In 
ture?  It  costs  the  company  an  average  of  Pr°fit  PiC' 

salesman.  From  the  records,  I found  thatthiff  *°  suPP°rta 

districts.  At  a  conference  between  myself  Z  °*S?0t  varP  much  by 
trict  managers,  we  compared  RanrZ^’f  Roberts>  and  the  dis- 
agreed  that  for  our  conZanZanZZZiZ^7?671  s  P^formance  and 
little  difference  in  saZZZZsZpaMlitiZ W Pr°duCts  there  is  very 
but  salesmen  are  very  similar  in  outfit  *  ^ W  Some  differences. 
Given  this  $40,000  cost  7 ,,hn+  a  f, 

attribution?  Well.  wo  cert,  0^"'*'”  produce  in  profit 


dfsales^r™  roTf^ZToiTff0  KS  5.  « 

is  adding  30  percent  of  sales  as  h?\  nn  +  J72^725,  that  the  salesman 

Nme  here  is  the  i mpLZll  ff,  wl  ^tribution  to  profits, 

sells  $ 133,333  worth  of  menhandfe  ph‘  Z“k  eVm  ifa  ‘“‘dsman 
mooo.  If  the  salesman  Zlsfust^kor  IZlF™"  «  « 


ucyona  that  is  a  .  - ~ jur  mm- 

verse,  if  his  sales  fall  below  $133  JSfl  Z  PT°fitS-  Stated  in  re~ 
vtes.  WJ,333,  he  is  paid  more  than  he  contrib- 

any  ^sourceZayZZevZZtZZZ^'  I^,economics  we  learn  that 
add  additional  units  of  any  resour cf^t  is,a  c°mpany  should 

cost  exceeds  marginal  revenue.  ^  °  tflePmnt  where  marginal 
Now  to  apply  this  to  Western’s  snl**  f 
marginal  column  for  each  dZZZ  f  f  Z6’  We  must  look  at  the 
district,  thesecoSZJe7ZtflZaflSfZZ2X  In  **  Salt  Lake 


533 


Western  Office  Equipment  Company  /  Case 

(/J  Red ut  e  the  sales  force  in  Salt  hake  district  from  the  present 

four  salesmen  to  two. 

(2)  Ini  tease  the  sales  force  in  has  Angeles  district  from  one  man 

to  fee, 

(J)  Da  tease  the  number  oj  salesmen  in  San  Francisco  from  six  to 

four, 

(41  Decrease  the  salesmen  in  Vancouver  district  from  four  to  three. 

Hon  wilt  also  not  ice  that  the  total  sales  force  comes  out  to  he  four - 

teen,  instead  if  the  present  ff teen.  The  reason  is  that  there  is  nowhere 

we  can  put  a  fifteenth  salesman  that  he  will  produce  the  standard 

sales  volume  to  break  even, 

Other  managerial  derisions  are  also  solved  by  applying  this  stand¬ 
ard,  hot  example,  here  are  the  new  sates  volume  quotas  compared  to 

the  old  sales  performance  figures  for  each  district 


Cumnt 

Planned 

Volume 

Volume 

(mi 

(000) 

Salt  Lite  district 

$1,060 

$  850 

l.n:i  Ant)«>lt«i  district 

250 

1,000 

San  Francisco  district 

1,500 

1,300 

Vancouver  district 

1,020 

900 

Total  for  company 

$3,830 

$4,050 

finally,  wit  can  tmnvtirt  all  of  tho  analysis  to  total  profits  for  Western. 

Sale*  with  new  allocation 

$4,050,000 

Suit*  voiornt  it  pwttnl 

3,830,000 

Increase  in  sales  volume 

$  Ji2Q,G00 

Profit  rniirqin  (multiply) 

,30 

Additional  profit 

$  08,000 

TOP  MANAQEMENT  APPROVAL 

John  Olviii  kept  diaries  Porter  informed  throughout  his  analysis, 
giving  reasoning  identical  math  that  presented  to  the  ease  writer.  At  the 
conclusion*  using  ease!  charts,  he  presented  the  complete  report  to  Porter 
and  the  board  of  directors,  At  that  time,  one  hoard  member  said  that  it 
looked  to  turn  as  if  one  amid  not  draw  conclusions  about  what  a  salesman 
could  sell  until  he  knew  the  specific  salesman.  “Some  salesmen  simply 
are  better  than  others,”  Porter  answered  that  while  there  will  be  devia¬ 
tions,  a  company  cannot  plan  its  structure  of  divisions,  including  where 
offices  will  he  located  amt  tbit  si/e  of  the  sales  force,  on  the  basis  of  one 
salesman\  characteristics,  “ff  he  leaves  the  company,  we  would  have  no 
logical  and  rational  plan,1' 

Porter  questioned  Olson  on  how  the  division  managers  would  receive 
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the  new  plan  and  standard.  He  specifically  wanted  to  know  if  Olson  had 
obtained  their  agreement.  Olson  replied: 

I  have  their  complete  agreement  that  our  company  must  plan 
where  to  add  salesmen  on  an  economic  basis.  All  managers  agreed 
that,  for  the  sake  of  our  competitive  position ,  tee  must  do  this.  Also, 
in  my  meetings  with  division  managers  they  each  helped  to  draw  up 
the  amounts  that  would  be  sold  by  each  additional  salesman  in  their 
regions.  In  other  words,  the  marginal  and  total  sales  figures  in  Exhibit 
2  are  their  estimates  as  much  as  mine. 

The  board,  noting  that  both  the  added  $(><>,()()()  of  profits  and  the  expan¬ 
sion  into  the  more  profitable  market  of  Los  Angeles  <  from  $'2ot),(XK)  salt's 
to  $1,000,000)  were  consistent  with  the  company's  growth  goal,  approved 
the  new  plan.  On  recommendation  of  Porter,  it  set  a  target  of  three  years 
for  transfer  of  salesmen  and  buildup  to  the  new  district  (juntas 
Porter  then  made  an  implementation  plan.  He  stated  that  he 

knew  that  there  would  be  considerable  upset  among  the  salesmen  and 
the  district  managers.  In  consultation  with  Sam  Egberts,  we  decided 
to  transfer  two  men  each  from  Salt  Lake  and  San  Francisco  to  Los 
Angeles.  One  of  the  salesmen  i  n  Vaneou  ver  will  ha  ve  to  be  terminated. 

We  decided  on  him  because  he  only  has  two  years  to  go  until  retire - 
merit  ' ' ' 

Nevertheless,  there  are  times  in  managing  a  business  when  you 
have  to  take  steps  that  aren  V  too  popular.  It  may  cause  some  anxiety 
in  our  company  temporarily,  but  jive  years  from  note  everyone  will 
be  operating  on  the  new  plan  as  if  it  were  always  that  way. 

REACTIONS  OF  FIELD  PERSONNEL 

manaKurfi  w:is  held  at  the  Fairmont  Hotel  in  San 
Francisco  to  explain  the  new  financial  and  selling  plan.  Porter  thought 
it  best  not  to  mad  the  plan  in  advance,  but  simply  to  explain  all  of  the 
t^i  a  face't0'face  b;lsis-  “I  thought  it  necessary  to  explain  the 

Jandln^crf kaif°wCe'  °!|lyIln  .thi»  w«y  «e  get  a  meamngf!tl  under¬ 
standing  of  n.  If  we  mailed  it  in  advance,  the  managers  may  have  focused 
on  only  one  part  or  aspect  of  the  whole  plan." 

Porter  opened  the  meeting  by  calling  attention  to  the  goal  of  the  com- 
Sabler°W’  USlng  th*  m°St  mC>dt‘rn  and  selling  methods 

to  vZduce  TJtTf1  °f  r  Want,  °Ur  ComE<‘"‘l  to  use  our  resources 
to  produce  the  best  products  at  lowest  cost  to  the  customer.  In  this 

comv7it7J  at  1 7h<>  aMv  to  "tay  rJfirir,lt  ami ,mt 

tkZZl  a  iZ  7  7m7  1  h"°!V  !iOU  WiU  WUUt  tn  umh'rstand 
l^e  markets  out  ft  aU "°r  ‘7  m‘lm>rnent  <»»’  ‘hat  is  based  on 

the  markets  out  there  -  that  takes  best  advantage  of  where  the  cus 
tomers  are  whom  we  can  serve  in  the  most  efficient  way.  Em  sure  too 
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that  you  are  interested  in  the  fact  that  we  have  set  as  our  goal  our 
company  becoming  a  leading  supplier  in  the  Rocky  Mountain  and 
West  Coast  states.  We  will  no  longer  simply  put  our  efforts  into  dis¬ 
tricts  as  they  have  grown  up}  often  somewhat  by  accident ,  over  the 
years. 

Later,  John  Olson  gave  a  complete  summary  of  the  reasoning  behind 
the  new  moves,  as  well  as  a  summary  of  his  analytical  methods.  At  the 
conclusion,  Porter  stated  that  there  was  plenty  of  time  for  questions.  “I 
certainly  want  you  district  managers  to  feel  free  to  question  John  or  me, 
so  that  you  can  satisfy  yourself  that  you  know  what  we  are  doing  and 
why.” 

Robert  Perry,  the  manager-salesman  from  Los  Angeles,  stated  that  he 
had  been  waiting  for  months  for  the  go-ahead  signal  to  expand  sales 
there.  “The  market  is  there  just  waiting  to  be  sold.  Within  three  years 
we  will  show  those  larger  national  firms  how  to  sell.” 

Ralph  Hudson  asked  Olson  why  it  made  sense  to  transfer  two  of  his 
salesmen,  thus  decreasing  his  sales  force  by  50  percent,  when  his  four 
salesmen  were  averaging  $265,000  sales  each, 

You  and  I  both  agree  [Olson  said]  that  salesmen  who  are  doing 
above  $133, 000  are  making  money  for  the  company.  The  average  sales- 
man  in  the  Salt  Lake  district  is  not  only  doing  over  that ,  but  our 
average  salesman  is  selling  more  than  that  of  any  other  district.  It  just 
doesn't  seem  logical,  from  the  company's  viewpoint,  to  cut  down  from 
over  $1,000,000  sales  to  $850,000.  Why,  I  would  be  giving  away  custom¬ 
ers  to  competition. 

Porter  clarified  at  length  the  reasoning  that  Olson  had  reported  in  the 
case.  “But  I  don’t  think  we  really  got  across.  Ralph  said  that  he  of  course 
would  be  willing  to  do  what  is  best  for  the  company,  but  the  tone  of  his 
voice  and  the  relative  lack  of  enthusiasm  seemed  negative.” 

James  Fulmer  said  that  he  had  just  recently  started  new  sales  training 
programs  in  San  Francisco  and  instituted  a  new  kind  of  advertising  at 
the  same  cost  as  his  previous  campaigns. 

In  this  way,  I  will  eventually  get  those  fifth  and  sixth  salesmen  up 
above  $133,000  in  production.  It  may  take  a  couple  of  years,  but  I  can 
do  it.  I  believe  that  you  should  leave  the  six  salesmen  in  San  Francisco. 
In  fact,  though  your  production  forecasts  are  correct,  and  I  helped 
draw  them  up,  I  had  no  idea  you  would  draw  these  kinds  of  conclu¬ 
sions  for  them. 

Both  Hudson  and  Fulmer  questioned  how  their  districts  could  grow 
if  the  company  were  actually  cutting  out  salesmen  and  lowering  the  sales 
targets,  which  implied  cutting  out  customers. 

Porter  explained: 

Actually,  I  see  three  ways.  First  you  can  make  better  use  of  sales 
training  and  promotion  campaigns  to  raise  the  marginal  sales  of  each 
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salesman.  These  are  examples  of  ingenious  new  methods  that  can  be 
invented  within  your  own  districts.  When  that  contribution  level 
goes  above  $133,000  you  can  bet  that  Olson  and  I  will  be  quick  to  add 
salesmen. 

The  other  method  of  growth  is  a  little  harder  to  explain.  You  see, 
in  a  complex  business,  one  part  actually  depends  on  another  part. 
One  of  the  factors  we  have  used  in  the  standard  is  the  cost  of  goods 
sold  (excluding  cost  of  supporting  a  salesman ).  That  is  today  70  per¬ 
cent.  It  is  determined  by  efficiency  in  our  manufacturing  plants  as 
well  as  efficiency  in  the  central  office  overhead.  In  short,  all  of  the  cost 
elements  in  the  profit-and-loss  statement,  blow  in  the  long  run,  if  we 
strive  for  efficiency  here  to  the  point  where,  say,  our  cost  of  goods  sold 
is  60  percent,  and  if  we  keep  our  price  and  volume  to  the  customer 
the  same,  the  salesmen  s  contribution  will  go  up  to  40  percent  of  sales 
instead  of  30  percent.  That  would  immediately  lower  our  salesmen’s 
break-even  point  to  $100,000  ($40,000 divided  by  .40).  You  can  see  that, 
right  at  the  present,  the  two  added  salesmen  in  Salt  Lake  would  be 
justified,  as  would  six  in  Los  Angeles,  five  in  San  Francisco,  and  four 
in  Vancouver. 

The  same  kind  of  effect  would  exist  if  we  passed  this  new  efficiency 
on  to  the  customer  in  the  form  of  lower  price.  Our  volume  would 
increase,  the  selling  contribution  would  go  up  (and  the  break-even 
point  down).  Manufacturing  contribution  would  go  down. 

Balancing  a  complex  business  like  ours  is  a  difficult  matter.  I’m 
saying  that  your  contribution  depends  in  part  on  how  efficient  our 
plants  and  headquarters  are.  We  will  work  on  these  other  operations 
as  hard  as  we  can.  When  their  efficiency  raises  the  contribution  of  the 
salesmen  you  can  bet  we  will  be  quick  to  grow  in  each  and  every 
territory.  But  in  the  meantime,  it  is  sometimes  necessary  to  actually 
hurt  one  part  of  the  business  (for  example,  the  Salt  Lake  or  San  Fran¬ 
cisco  selling  branches)  to  increase  overall  efficiency.  In  the  long  run, 
it  will  pay  off. 


,^,thlfP°lnVn  thTe  meeting,  all  three  managers  (with  the  exception 
of  Robert  Perry  from  Los  Angeles)  asked  a  wide  variety  of  questions,  most 
o  which,  according  to  Olson,  were  actually  phrased  as  arguments 
against  the  plan  For  example,  “You  don’t  think  you  can  transfer  both 
Dolan  and  Franklin  to  Los  Angeles,  do  you?”  Or  “Why  can’t  you  keep  our 
customers  m  Vancouver  and  cut  your  manufacturing  costs  now,  instead 
or  hurting  us  m  the  market  place?” 

n,^Lmnetifg  adjourned  at  seven  in  the  evening,  two  hours  later  than 
planned.  Porter  described  the  results  of  the  meeting. 

I  told  them  that  in  view  of  their  objections,  we  would  declare  a 
temporary  suspension  of  the  plan.  That  we  would  have  another  meet- 
stxty fays  to  discuss  it  again.  I  have  a  lot  of  faith  in  Olson’s 
abilities  and  am  certain  in  my  own  mind  that  the  plan  is  good  for 
e  company  s  growth  objectives.  Right  now,  lam  wondering  what 
fnd  how  t0  9et  the  plan  into  effect  with  the  support  of  the 
net-managers.  Their  own  good  work  is,  of  course,  vital  to  a  com¬ 
pany  like  ours. 
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EXHIBIT  3 

Organization  Chart  Western  Office  Equipment  Company 


Salesmen:  Salesmen:  Salesmen:  Salesmen: 

Current:  4  Current:  1  Current:  6  Current:  4 

Recommended:  2  Recommended:  5  Recommended:  4  Recommended:  3 


Selected  Readings 


From 

THE  NEW  SCIENCE  OF  MANAGEMENT 
DECISION* 

By  Herbert  A.  Simon  t 

NEW  TECHNIQUES  FOR  PROGRAMMED  DECISION  MAKING 

***** 

Along  with  some  mathematical  tools,  which  I  shall  discuss  presently,  operations 
research  brought  into  management  decision  making  a  point  of  view  called  the 
systems  approach.  The  systems  approach  is  no  easier  to  define  than  operations 
research  for  it  is  a  set  of  attitudes  and  a  frame  of  mind  rather  than  a  definite  and 


*  Abridgment  of  pp.  69-73  and  98-107  in  The  Shape  of  Automation:  For  Men  and  Manage¬ 
ment  by  Herbert  A.  Simon.  Copyright  ©  1960  by  School  of  Commerce,  Accounts,  and  Finance, 
New  York  University.  Reprinted  by  permission  of  Harper  &  Row,  Publishers,  Inc. 

t  The  author  is  a  Professor  in  the  Graduate  School  of  Industrial  Administration,  Carnegie- 
Mellon  University. 
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explicit  theory.  At  its  vaguest,  it  means  looking  at  the  whole  problem— again  hardly 
a  novel  idea,  and  not  always  a  very  helpful  one.  Somewhat  more  concretely  it 
means  designing  the  components  of  a  system  and  making  individual  decisions 
within  it  in  the  light  of  the  implication  of  these  decisions  for  the  system  as  a  whole  i 
We  now  know  a  little  about  how  this  might  be  done: 

1 .  Economic  analysis  has  something  to  say  about  rational  behavior  in  complex 
systems  of  interacting  elements,  and  particularly  about  the  conditions  under  which 
the  choices  that  are  optimal  for  subsystems  will  or  will  not  be  optimal  for  a  system 
as  a  whole  Economic  analysis  also  has  a  great  deal  to  say  about  the  price  system 
as  a  possible  mechanism  for  decentralizing  decision  making.2 

2.  Mathematical  techniques  have  been  developed  and  adapted  by  engineers 
and  economists  for  analysing  the  dynamic  behavior  of  complex  systems  Under 
the  labels  of  servomechanism  theory  and  cybernetics,  such  techniques  underwent 
rapid  development  at  about  the  time  of  World  War  II.  They  have  considerable 
usefulness  in  the  design  of  dynamic  systems.3 


THE  MATHEMATICAL  TOOLS 

Whatever  the  specific  mathematical  tool,  the  general  recipe  for  using  it  in 
management  decision  making  is  something  like  this:4  9 

1.  Construct  a  mathematical  model  that  satisfies  the  conditions  of  the  tool  to 
be  used  and  which,  at  the  same  time,  mirrors  the  important  factors  in  the 
management  situation  to  be  analysed. 

th  2'  P®fine  the  criterion  function,  the  measure  that  is  to  be  used  for  comparina 
the  relative  merits  of  various  possible  courses  of  action 

°^ain  e™Pirical  estimates  of  the  numerical  parameters  in  the  model  that 
specify  the  particular,  concrete  situation  to  which  it  is  to  be  applied 

4-  Carry  through  the  mathematical  process  of  finding  the  course  of  action 
which,  for  the  specified  parameter  values,  maximizes  th^c^iScST 

have  ^n^fac^constTiTcteH  5^°"  "T®  We  apply  this  reciPe  successfully,  we 

e*her  annexed  ime  Hn  f°r  the  or9ani^tion's  decisions.  We  have 

eitner  annexed  some  decisions  that  had  been  judgmental  to  the  area  of 

a  moreTpWstSteZrarrmth0^6  3  rule'of-thtJmb  Program  with 

■•s,  within  ^  optimal,  that 

C6rtain  COnditions  must  be  satisf*ed  in  order  to  apply  this  recipe  to  a  class 
tions  \m7rpphwQ-iintroduction  to  °pera~ 

York:  John  Witey  &  Anal^sis  °f  Production  and  Allocation  (New 

WilLy ty  N°rbe?  WiCner  in  Cybernetics (N ew  York:  John 
Tustin,  The  Mechanu2’of  EconZtc  ZTZZr  °f  ^ teC*niques  be  found  in  ArnolS 

‘  See  Churchman,  *  al  oP  7t^T  ^  Press,  1953). 

siorisZZ  SZTheZtZ^Sidditi°n  t0  PTOViding  tech^ues  programmed  deci- 
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of  decision  problems.  First,  it  must  be  possible  to  define  mathematical  variables 
that  represent  the  important  aspects  of  the  situation.  In  particular,  a  quantitative 
criterion  function  must  be  defined.  If  the  problem  area  is  so  hopelessly  qualitative 
that  it  cannot  be  described  even  approximately  in  terms  of  such  variables,  the 
approach  fails.  Second,  the  model  will  call  for  certain  parameters  of  its  structure 
to  be  estimated  before  it  can  be  applied  in  a  particular  situation.  Hence,  it  is 
necessary  that  there  be  ways  of  making  actual  numerical  estimates  of  these 
parameters— of  sufficient  accuracy  for  the  practical  task  at  hand.  Third,  the 
specification  of  the  model  must  fit  the  mathematical  tools  to  be  used.  If  certain 
kinds  of  nonlinearities  are  absolutely  crucial  to  an  accurate  description  of  the 
situation,  linear  programming  simply  won’t  work— it  is  a  tool  adapted  to 
mathematical  systems  that  are,  in  a  certain  sense,  linear.  Fourth,  the  problem  must 
be  small  enough  that  the  calculations  can  be  carried  out  in  reasonable  time  and 
at  a  reasonable  cost, 

Some  relatively  simple  management  problems— for  example,  many  problems 
of  factory  scheduling --turn  out  to  be  far  too  large  for  even  such  a  powerful  tool 
as  linear  programming,  It  is  easy  for  the  operations  research  enthusiast  to 
underestimate  the  stringency  of  those  conditions.  This  leads  to  an  ailment  that 
might  bo  called  mathematician’s  aphasia.  The  victim  abstracts  the  original  problem 
until  the  mathematical  intractabilities  have  been  removed  (and  all  semblance  to 
reality  lost),  solves  the  now  simplified  problem,  and  then  pretends  that  this  was 
the  problem  ho  wanted  to  solve  all  along,  He  expects  the  manager  to  be  so  dazzled 
by  the  boauty  of  the  mathematical  results  that  he  will  not  remember  that  his 
practical  operating  problem  has  not  boon  handled. 

It  is  just  as  easy  for  the  traditionalist  to  overestimate  the  stringency  of  the 
conditions,  For  tho  operations  research  approach  to  work,  nothing  has  to  be 
exact— -it  just  has  to  bo  close  enough  to  give  bottor  results  than  could  be  obtained 
by  common  son  so  without  tho  mathematics.  Furthermore,  it  is  dangerous  to 
assume  that  something  is  essentially  qualitative  and  not  reducible  to  mathematical 
form  until  an  applied  mathematician  has  had  a  try  at  it.  .  .  . 

♦  *  ♦  *  * 

SOME  FUNDAMENTALS  OF  ORGANIZATIONAL  DESIGN 

An  organization  can  bo  pictured  as  a  throe-layered  cake.  In  tho  bottom  layor, 
we  have  tho  basic  work  processes  in  tho  case  of  a  manufacturing  organization, 
the  processes  that  procure  raw  materials,  manufacture  the  physical  product,  ware¬ 
house  it,  and  ship  it,  in  the  middle  layor,  wo  have  tho  programmed  decision-making 
processes,  the  processes  that  govern  tho  day-to-day  oporation  of  tho  manufactur¬ 
ing  and  distribution  system.  In  the  top  layer,  we  havo  tho  nonprogram  mod  decision¬ 
making  processes,  the  processes  that  are  required  to  design  and  redesign  the 
entire  system,  to  provide  it  with  its  basic  goals  and  objectives,  and  to  monitor  its 
performance, 

♦  ♦  #  ♦  # 


The  Hierarchical  Structure  of  Organizations* 

Large  organizations  are  almost  universally  hierarchical  in  structure.  That  is  to 
say,  they  are  divided  into  units  which  are  subdivided  into  smaller  units,  which  are, 

•Th*>  <ii  III*  lailowum  twr.i«f.*i»hn  urc  |i«kJu<  w  <ii'  my  joint  work  owr  r«  *nt 

ymm  with  Alim  Nrwi4t 


540  The  Managerial  MM:  Science  and  Theory  in  Policy  Decisions 

in  turn,  subdivided,  and  so  on.  They  are  also  generally  hierarchical  in  irnoa-,. 
on  this  system  of  successive  partitionings  a  pyramidal  authority  structure  Hr>«7 

”  Sf,0“'d  "*  “  ,n”  *«tar 

Hierarchical  subdivision  is  not  a  characteristic  that  is  peculiar  to  human  oroani. 
zations.  It  is  common  to  virtually  all  complex  systems  of  which  wo  have  Knowledge 

♦  *  *  *  * 

The  complex  systems  of  chemistry  and  physics  reveal  the  same  picture  m 
wheeis  within  wheels  within  wheels.  A  protoin  molecule  -one  of  the  oLnili 
building  blocks  is  constructed  out  of  simpler  structures,  the  amino  aads  Th« 

St  p  CUlSS  8re  composed  of  atom8' the  atoms  «'  so-called  elemental 
aaSf  ^Ven*n  cosmol°9lcal  structures,  wo  find  the  same  hierarchical  patter? 
galaxies,  planetary  systems,  stars,  and  planets.  Pwern. 

The  near  universality  of  hierarchy  in  the  composition  of  comoim  „ 

bewndhtheore|iSr0me!,I!n9  fundamental  in  tb,s  sutural  pnnaplo  that'gws 

beyond  the  peculiarities  of  human  organization.  I  can  suggest  at  least  two  reaS! 
why  complex  systems  should  generally  bo  hierarchical 

aqJc  /^on9poJs^le 'systems  of  a  given  sure  and  compfmtty.  hierarchic  it  svs 

Sirl  f  ®how  wh* th(S  18  so.  Suppose  we  have  two  watchmak- 

work.  Now  wSchSrA  f  ndsTttt  ,0,0phT‘  and  have  to  put  down  their 
watch,  it  fa^s  apart  again  IS whin 1 ,7°'  h,°  tey?  d0wn  ;i  par,,<‘"^  o^nptotod 
it  from  the  begWng9^  1°  * !"  has  ,0  *“»' 

a  way  that  each  watch  is  cSmoosId  ^^0  h  “  d?'ymid  h'8  watch<»8 '»  ^ch 
each,  the  subassemblies  beZSfi  subassemblies  of  one  thousand  parts 

semblies  are  compel  Mum  onT^hi  comP°^ir»^  * ">U|or  subas- 
each,  and  so  on.  Cleariy  i^  of  orUi  t"indrl«  P**s 

assemble  a  great  manv  wateh««  So!! ?  f  ,  frequent,  watchmaker  B  will 
one.  before  watchmaker  A  is  able  to  complete  a  single 

systems.  As  was  pointed  out  munu  vo  ^  ^°>r  ^,VtS  tthin  °^Hir  °t 
organization  grows,  the  number  oioat^nf^'  ^  *h°  numbur  of  m»>rebors  of  an 
the  number  of  possible  subsets  of  mamh°  membGrs  9rows  wlWl  too  square  (and 
in  order  ,o  act  T!!  m°™ "***)■  "  <““* 

the  total  amount  of  information  that  ha*  *What  mCh  0thm  mmhm  >**  doing, 
grow  at  least  proportionatelv  with  bC  trarlsmi,1,!d  in  dm  organization  will 

subdivided  Into  untejt  may  L  ooslweT"8  °'  te  “  '«»  °-Wn.ata.  is 
needs  detailed  information  onlv  about  mattom  so  an  *rui*vidual 

and  aggregative  ,m  «*"  “"*■ 

is  so,  and  if  the  organization  continue??!  ®!T  bohav,or  ,n  0,h*>r  unite-  •'  this 
division  as  it  grows  in  size,  keeping  the  "sto  ofthn^  Subo/f  "ua,'ons  b*  ce» 
constant,  the  total  amount  of  infnrmasnI!kSf?  °  ho  ,0W08t  ,ttw!  subdivisions 

Sli9TheSmt rS  than  proportionate|y  with  siza  ^  *°  b° ,ransmittod  w,,!  «rew  only 

They  would  have  to  be  modtfied  ^dlll'iir?  tbe  9r°ssest  sorts  of  generalization. 

modified  in  detail  before  they  could  be  applied  to  specific 
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organizational  situations.  They  do  provide,  however,  strong  reasons  for  believing 
that  almost  any  system  of  sufficient  complexity  would  have  to  have  the  rooms- 
within-rooms  structure  that  we  observe  in  actual  human  organizations  The  rea¬ 
sons  for  hierarchy  go  far  beyond  the  need  for  unity  of  command  or  other  considera¬ 
tions  relating  to  authority. 

The  conclusion  I  draw  from  this  analysis  is  that  the  automation  of  decision 
making,  irrespective  of  how  far  it  goes  and  in  what  directions  it  proceeds,  is  unlikely 
to  obliterate  the  basically  hierarchical  structure  of  organizations.  The  decision¬ 
making  process  will  still  call  for  departmentalization  and  sub-departmentalization 
of  responsibilities.  .  .  . 

***** 

The  organizations  of  the  future,  then,  will  be  hierarchies,  no  matter  what  the 
exact  division  of  labor  between  men  and  computers.  This  is  not  to  say  that  there 
will  be  no  important  differences  between  present  and  future  organizations.  Two 
points,  in  particular,  will  have  to  be  reexamined  at  each  stage  of  automation: 

1.  What  are  the  optimal  sizes  of  the  building  blocks  in  the  hierarchy?  Will  they 
become  larger  or  smaller?  This  is  tho  question  of  centralization  and  decentraliza¬ 
tion. 

2.  What  will  bo  tho  relations  among  tho  building  blocks?  In  particular,  how  far 
will  traditional  authority  and  accountability  relations  persist,  and  how  far  will  they 
be  modified?  What  will  bo  the  effect  of  automation  upon  subgoal  formation  and 
subgoal  identification? 


Size  of  the  Building  Blocks:  Centralization  and  Decentralization 

One  of  tho  major  contemporary  issues  in  organization  design  is  the  question 
of  how  centralized  or  decentralized  the  decision-making  process  will  be—how 
much  of  tho  decision  making  should  be  done  by  tho  oxocutives  of  the  larger  units, 
and  how  much  should  he  delegated  to  lower  levels.  But  centralizing  and  decentral¬ 
izing  arc  riot  genuine  alternatives  for  organizing.  Tho  quostion  is  not  whether  we 
shall  decentralize,  but  flow  far  we  shall  decentralize.  What  we  seek,  again,  is  a 
golden  mean:  we  want  to  find  tho  proper  level  in  the  organization  hierarchy— nei¬ 
ther  too  high  nor  too  low  for  each  important  class  of  decisions. 

Over  the  past  twenty  or  mere  years  there  has  boon  a  movement  toward  decen¬ 
tralization  in  large  American  business  organizations.  This  movement  has  probably 
been  a  sound  development,  but  it  does  not  signify  that  more  decentralization  is 
at  all  times  and  under  all  circumstances  a  good  thing.  It  signifies  that  at  a  particular 
time  in  history,  many  American  firms,  which  had  experienced  almost  continuous 
long-term  growth  and  diversification,  discovered  that  thoy  could  operate  more 
effectively  if  they  brought  together  all  the  activities  relating  to  individual  products 
or  groups  of  similar  products  and  decentralized  a  groat  deal  of  docision  making 
to  the  departments  handling  these  products  or  product  groups.  At  the  very  time 
this  process  was  taking  place  there  were  many  cross-currents  of  centralization 
in  tho  same  companies  centralization,  for  example,  of  industrial  relations  activi¬ 
ties.  There  is  no  contradiction  here.  Different  decisions  need  to  bo  made  in  differ¬ 
ent  organizational  locations,  arid  tho  best  location  for  a  class  of  decisions  may 
change  as  circumstances  change 

There  are  usually  two  pressures  toward  greater  decentralization  in  a  business 
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organization.  First,  it  may  help  bring  the  profit  motive  to  bear  on  a  larger  group 
of  executives  by  allowing  profit  goals  to  be  established  for  individual  subdivisions 
of  the  company.  Second,  it  may  simplify  the  decision-making  process  by  separat- 
mg  out  groups  of  related  activities — production,  engineering,  marketing  and  fi¬ 
nance  for  particular  products-and  allowing  decisions  to  be  taken  on  these  mat¬ 
ters  within  the  relevant  organizational  subdivisions.  Advantages  can  be  realized 
in  either  of  these  ways  only  if  the  units  to  which  decision  is  delegated  are  natural 
subdivisions  if,  in  fact,  the  actions  taken  in  one  of  them  do  not  affect  in  too  much 
detail  or  too  strongly  what  happens  in  the  others.  Hierarchy  always  implies  intrinsi¬ 
cally  some  measure  of  decentralization.  It  always  involves  a  balancing  of  the  cost 
savings  through  direct  local  action  against  the  losses  through  ignoring  indirect 
consequences  for  the  whole  organization. 

Organizational  form,  I  said  earlier,  must  be  a  joint  function  of  the  characteristics 
of  humans  and  their  tools  and  the  nature  of  the  task  environment.  When  one  or 
he  other  of  these  changes  significantly,  we  may  expect  concurrent  modifications 

*°^nr®qu'red  organizational  structure-for  example,  in  the  amount  of  central!- 
zation  or  decentralization  that  is  desirable. 

rnmmnn-  Z  “Sf  and  th®  wireless  were  added  to  the  world’s  techniques  of 
a the  organization  of  every  nation's  foreign  office  changed.  The 

funSonfin  thnd  m  rV"h°  had  exercised  broad,  discretionary  decision-making 
functions  in  the  previous  decentralized  system,  were  now  brought  under  much 

closer  central  control.  The  balance  between  the  costs  in  time  and  money  of 

communication  with  the  center,  and  the  advantages  of  coordination  by  the  center 
had  been  radically  altered. 

m  JiTn  parts  of  business  data-processing  and  decision- 

oroGramm?nn^f  th®trend  toward  a  much  higher  degree  of  structuring  and 
advan3  bei!Ven  Z  ^"automated  part  will  radically  alter  the  balance  of 

economfeso^trf6"  r?  3"d  decentralization.  The  main  issue  is  not  the 
w  f  Z  ,0t  the  questl0n  of  whether  a  given  data-processing  job  can 
m!rb  n  \  y  T  96  comPuter  at  a  central  location  or  a  number  of  smaller 
howwe  sha^S0'  depart^!ntal|y  decentralized.  Rather,  the  main  issue  is 
.  ,  .  s  a  take  advanta9e  of  the  greater  analytic  capacity,  the  larger  ability  to 

t  SinnT.  the|nterrela«ons  of  things,  that  the  new  developments  in  dec? 

fact  thS  he  9®Z  Se?°nd  ISSue  is  how  we  shal1  deal  with  the  technological 
ct  that  the  processing  of  information  within  a  coordinated  computinq  system  is 

rrr ,he  ra,es « »«ch  »pe 

cate  from  one  such  system  to  another,  particularly  where  human  links  are  involved. 

anriTri,H 'ZhZ  ‘  w ' ^een  the  kinds  of  records  that  humans  produce  readily 

is  a  Second  te'^hn^  ,Zdf  **  aUt°matiC  deviCes  produce  and  read  readily 
Drocessinnnfenc  91  f  PUShi"9  in  the  direction  of  centralization.  Since 
thousandth  o  elm  a.".autt°mfated  data-processing  system  are  executed  in  a 

n  a  Sow  baZ  wi?hm  10  3  SeC°nd’ the  whole  system  must  be  organized 

more  anid  more  the  f  Ta  mtervention  from  outside.  Intervention  will  take 
and  tetfthZ  hV  -  °f  des'9ning  the  system  itself — programming — and  less 
SaSs  of  thZvZm  part'cipatiog  i°  its  minute-by-minute  operation.  Moreover,  the 
parts  of  the  system  must  mesh.  Hence,  the  design  of  decision-makina  and  data- 

nkeThSp  de^onZh  Wl" ^  *°  b6  3  relative|y  centralized  function.  It  will  be  a  little 
ip  design.  There  is  no  use  in  one  group  of  experts  producing  the  design  for 
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the  hull,  another  the  design  for  the  power  plant,  a  third  the  plans  for  the  passenger 
quarters,  and  so  on,  unless  great  pains  are  taken  at  each  step  to  see  that  all  these 
parts  will  fit  into  a  seaworthy  ship. 

It  may  be  objected  that  the  question  of  motivation  has  been  overlooked  in  this 
whole  discussion.  If  decision  making  is  centralized  how  can  the  middle-level  ex¬ 
ecutive  be  induced  to  work  hard  and  effectively?  First,  we  should  observe  that  the 
principle  of  decentralized  profit-and-loss  accounting  has  never  been  carried  much 
below  the  level  of  product-group  departments  and  cannot,  in  fact,  be  applied 
successfully  to  fragmented  segments  of  highly  interdependent  activities.  Second, 
we  may  question  whether  the  conditions  under  which  middle-management  has  in 
the  past  exercised  its  decision-making  prerogatives  were  actually  good  conditions 
from  a  motivational  standpoint. 

Most  existing  decentralized  organization  structures  have  at  least  three  weak¬ 
nesses  in  motivating  middle-management  executives  effectively.  First,  they  en¬ 
courage  the  formation  of  and  loyalty  to  subgoals  that  are  only  partly  parallel  with 
the  goals  of  the  organization.  Second,  they  require  so  much  nonprogrammed 
problem  solving  in  a  setting  of  confusion  that  they  do  not  provide  the  satisfactions 
which,  we  argued  earlier,  are  valued  by  the  true  professional.  Third,  they  realize 
none  of  the  advantages,  which  by  hindsight  we  find  we  have  often  gained  in  factory 
automation,  of  substituting  machine-paced  (or  better,  system-paced)  for  man- 
paced  operation  of  the  system. 

.  .  .  We  can  summarize  the  present  discussion  by  saying  that  the  new  develop¬ 
ments  in  decision  making  will  tend  to  induce  more  centralization  in  decision¬ 
making  activities  at  middle-management  levels. 


From 

EXECUTIVE  CONTROL — 

THE  CATALYST* 

By  William  Travers  Jerome,  ///t 
KINDS  OF  CONTROL 

The  word  “control”  has  the  serious  shortcoming  of  having  different  meanings 
in  different  contexts.  Most  of  these  meanings  are  negative  ones  that  connote  such 
things  as  faultfinding  or  obedience  by  subordinates  to  instructions  emanating  from 
superiors.  That  “control”  should  evoke  these  meanings  is  unfortunate. .  .  .  Con¬ 
trol  in  any  broad  management  sense  bespeaks  a  planned  rather  than  haphazard 
approach  by  a  society  to  the  employment  of  both  its  human  and  material  re¬ 
sources.  Control  represents  those  forces  that  make  it  possible  for  any  organized 
activity,  whether  public  or  private,  to  function  purposefully.  .  .  . 

Control  in  its  broad  or  managerial  sense .  .  .  can  be  quite  appropriately  defined 

*  From  Executive  Control— The  Catalyst  by  Wm.  Travers  Jerome  III.  Copyright  ©  1961 
by  John  Wiley  &  Sons,  Inc.  Reprinted  by  permission.  Excerpts  pp.  31  34. 

t  The  author  was  for  many  years  Dean  of  the  Business  School  at  Syracuse  University. 


544  The  Managerial  Mind:  Science  and  Theory  m  Polity  Oiv.Jirtt/m 

as  “the  Presence  in  a  business  of  that  force  which  guides  it  to  a  proifatormineri 
objective  by  means  of  predetermined  policies  and  decisions  “>  By  •  •  preJr 

ably  is  meant  (1)  management’s  conviction  of  the  importance  of  continuous  and 
systematic  planning  and  (2)  availability  of  the  skills  necessary  to  nerform  rh! 

planning  (La,  controlling)  properly*  .  *  *  r'e 

Those  with  engineering  backgrounds  .  .  ,  sown  to  regard  modem  systems  «f 
managerial  control  as  “strikingly  similar  to  simple  servomechanism*  of  the  el«r> 
tromechanical  type.”  Since  electromechanical  control  systems  am  designed  td 
maintain  a  level  of  performance  (e.g.,  temperature)  between  pmdntoiminod  limits 
it  is  assumed  that  preventiveness  is  the  essential  attribute  of  a  control  system' 
_ .  .The  existence  of  a  control  system  is  justified  by  its  ability  to  enforce  its  norms 

mrnm'r"  c  tKh  determination  of  no™8  '®  of  elemental  importance  in  industrial 
contra!.  Such  a  concept  of  control  is  highly  appropriate  for  machines  or  some 

die  worid^f^pL18  ^  t0°  r‘9id  and  uncompromiS,f’«  a  ooncupt.  howuvor.  for 

**  a  dr°p®r  P«rsffotive  of  the  meaning  of  control,  it  is  important  to  recognize 
that  a  whole  host  of  important  but  relatively  mundane  controls  i,„  ouMe  of 
management’s  customary  scope  and  concern.  Those  other  kinds  « !  0“^ 

vr>m!lh»!reCtSS  pattfrn  of  rules  and  Procedures,  not  unliku  those  of  ,  ,  sor- 
vomechamsms, ...  to  expedite  the  handling  of  a  firm’s  rout.no  oooration*  nL 
particular  pattern  is  known  in  the  accounting  trade  *  ?  Z  S 

co°mre,s  on  mlSbh0Uld  IT  *»  «»*«"«  S? 

^  moto"  s“«  ■»*■*■*  »— 
ttaization  knd  record  keeping  9  “  *"  . . 01 

r  r 

quality  controls  would  typify  the  measures  omnL  J/. f  ^P^on,  and  statistical 
prodcc,  ,c  pro!",'v''  * . .  oi 

T  **  ****“  M,hM>  <*>  * 

manuals,  pofcy  direc«vei  ?  ^Pr°V0/'  0rW"™«™  *»>d  procedure 

wi«„  «E2££r  £  wou',<  “p  ,0  w"  -  ■» 

would  ,Wa"  su,:"  "",rols 

perhaps  budgets  or  standard  cosbi  °f  P°r  emp,0yt,f!‘ ir,twn;i!  and 

wouWsrsr™ssn^rrzrr'“ such  “n,roi8 

and  standards  of  work  measurement  9  ’  VJV,0Ufi  CW!d  *tafldfl'ds’ 

■J.  V.  McKenna/^  S«-|«*'mlM-r.  l‘.  .i,  t,  .|u  i 

77,  no.  8,  August,  1955,  pp,  180  fr.  imy°  Cmtml;*  Mwhumuit  timtvmwttty  vol 
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7.  Controls  necessary  to  allow  top  management  to  keep  the  firm’s  various 
plans  and  programs  in  balance.  Typical  of  such  controls  would  be  a  master  budget 
policy  manuals,  organization  manuals,  and  such  organization  techniques  as  com¬ 
mittees  and  the  use  of  outside  consultants.  The  overriding  need  for  such  controls 
would  bo  to  provide  the  necessary  capital  for .  .  .  operations  and  to  maximize 
profits, 

8.  Controls  designed  to  motivate  individuals  withinaixm  to  contribute  their  best 
efforts.  Such  controls  necessarily  would  involve  ways  of  recognizing  achievement 
through  such  things  as  promotions,  awards  for  suggestions,  or  some  form  of  profit 
sharing.  .  .  . 


Certain  similarities  and  dissimilarities  in  these  techniques  at  once  appear  For 
example,  there  is  a  provontional  or  compliance  aspect  characteristic  of  the  con¬ 
trols  in  groupings  1  through  3.  This  grouping  consists  of  the  controls  used  to 
standardize  performance,  to  safeguard  assets,  and  to  insure  quality.  These  con¬ 
trols  are  really  in  the  nature  of  directives  or  procedures  that  must  be  followed 
Compliance  with  these  is  not  loft  to  tho  discretion  of  anyone  using  them.  Instead 
the  effectiveness  of  performance  will  bo  judged  primarily  by  the  degree  of  compli¬ 
ance  attained. 

Tho  second  grouping,  on  tho  other  hand,  consists  of  controls  that  are  intended 
to  provide  some  elements  of  latitude  to  those  who  aro  affected  by  them.  They  are 
useful  in  helping  to  sot  tho  goals,  to  plan  tho  work,  to  appraise  the  performance, 
and  to  sot  tho  tone  for  the  firm's  activity.  Those  controls  consist  of  the  remainder 
of  tho  items  on  tho  preceding  list.  Those  are  tho  controls  designed  to  set  limits 
for  delegated  authority,  to  set  norms  against  which  performance  can  be  measured, 
to  facilitate  company  planning,  to  keep  overall  company  balance  in  the  interest 
of  optimizing  company  objectives,  arid  to  motivate  action. 

This  ‘  control"  classification  is  striking  primarily  in  the  way  a  number  of  these 
controls  appear  to  belong  appropriately  In  either  of  those  two  major  groupings. 
Standard  costs  or  budgets,  for  example,  can  bo  used  to  compel  compliance.  Thus, 
they  provide  tho  means  for  management  to  sot  the  desired  lovel  of  performance 
expected  of  subordinates,  Variance  of  actual  from  anticipated  performance  is  the 
signal  built  into  those  techniques  for  flagging  possible  investigation  of  the  reasons 
for  deviations. 

Standard  costs,  and  particularly  budgets,  are  also  the  principal  techniques  for 
reflecting  a  firm's  plans,  I  hey  provide  a  method  for  a  given  level  of  management 
to  gauge  its  own  performance,  those  uses  are  constructive  as  they  encourage 
both  self  evaluation  and  the  forward  look, 

Control  techniques  such  as  budgets  that  are  interchangeable  between  the  two 
groupings  provide  ample  room  for  misunderstanding.  Whon  budgets  are  regarded 
as  "planning,"  it  is  questionable  whether  they  should  bo  used  to  compel  compli¬ 
ance.  Thus,  the  score  envisioned  by  a  golfer  on  the  first  too  is  not  the  same  as 
what  he  intends  to  set  for  his  bets!  Or,  as  a  further  example,  when  internal  auditing 
is  sold  to  tower  levels  of  management  on  constructive  grounds,  its  compliance  or 
policeman's  role  must  tie  exercised  with  considerable  restraint. 

There  is  a  second  significant  thing  about  tho  precoding  classification.  All  these 
control  techniques,  except  for  those  in  the  final  classification,  have  one  thing  in 
common;  each  can  measure  performance, 

In  other  woofs,  each  of  the  controls  listed  servos  as  a  norm  or  standard  of 
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conduct.  Against  this  standard,  actual  performance  can  be  compared.  Unless  such 
comparison  is  made,  the  standards  have  limited  value. 

Another  way  to  say  this  is  that  "control"  is  not  something  intrinsic  to  a  given 
technique  any  more  than  “measurement"  is  Inherent  in  a  ysvon  yardstick,  "Con¬ 
trol”  comes  from  the  conscious  use  of  such  devices  to  influence  action.  This 
influence  (or  control)  may  be  in  terms  of  either  or  both:  ( 1 )  the  thought,  the  analysis, 
the  planning,  and  the  cooperative  effort  that  go  into  constructing  particular  norms 
or  yardsticks,  and  (2)  the  corrective  action  taken  when  a  comparison  of  results 
with  the  projected  performance  indicates  the  need. 

Controls  governing  routine  and  repetitive  operations  stress  compliance,  as 
mentioned  earlier.  Their  primary  function,  therefore,  is  to  servo  in  the  area  of 
internal  control. 

Management  controls,  on  the  other  hand,  serve  both  as  a  measure  of  perform¬ 
ance  and  as  conditioners  of  the  firm's  working  environment,  fhn  attitudes  of 
planning  and  of  self-evaluation  are  particularly  powerful  influences  in  «  firm,  for 
they  are  among  the  key  forces  that  contribute  to  decisive  and  continuous  progress. 
This  capability  of  any  given  executive  control  to  motivate  constructive  action  is 
by  all  odds  its  most  important  characteristic.  This  contrasts  with  the  compliance 
or  command  feature  of  other  types  of  control, 


From 


EXECUTIVE  DECISIONS  AND 
OPERATIONS  RESEARCH* 

By  David  W.  Millar  and  Martin  K.  Starrt 


Goals  of  the  Role 

People  play  many  roles.  Each  role  can  bo  associated  with  its  own  objectives. 
Individuals  simplify  their  decision  problems  by  establishing  fur  themselves  thus® 
multiple  objectives  instead  of  just  one  basic  objective,  Most  people,  for  example, 
will  establish  some  kind  of  objective  for  themselves  in  the  area  of  their  professional 
activities.  They  will  usually  have  other  objectives  relating  to  their  interpersonal 
re  a  lonships,  e.g.,  father,  husband,  son.  They  will  also  have  objectives  regarding 
Weir  relationship  to  society  as  a  whole,  e.g„  political  activity  or  public  spirited  work, 
hey  will  often  have  some  objectives  regarding  their  leisure  activities,  And,  of 

we.can  con,jnue  and  obtain  quite  a  catalogue  of  the  different  areas  in 
which  people  are  likely  to  set  themselves  some  kind  of  objectives  It  appears  that 
most  people  handle  their  decision  problems  in  a  particular  field  of  activity  by 
ignoring  the  objectives  of  other  fields  of  activity,  fhus,  a  business  executive  will 
sove  his  decision  problems  in  business— for  example,  what  position  ho  will  am 
cept— in  terms  of  his  professional  objective. 

Even  within  a  single  field  of  activity  an  individual  has  many  different  roles,  An 

ce  1*96U^IW  lht%ui  VV  mn'-'  «**>  M.uli«l  K  St.irr 

+  ',,/  y1,  Im"  **-«kU*wo«kI  CbftV,  N J  ,(»|,  IH  •!,!,  ,j:»  ,t(-  'xi, 

Ihe  authors  am  profiwxors  at  the  Columbia  tlmvmtty  Um.I.mi/s,  bool  of  iiu,.i„-n 
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executive  reports  to  his  boss  and  in  turn  has  people  reporting  to  him.  His  position 
in  the  organization  determines  the  extent  of  his  responsibility  and  the  importance 
of  decisions  he  must  make.  The  goal  of  the  executive  is  strongly  tied  to  the 
complex  image  he  has  of  his  role.  Although  no  two  executives  have  the  same 
situations,  the  similarity  of  goals  which  they  share  as  a  group  causes  us  to  speak 
about  executive  goals.  However,  similarity  should  not  blind  us  to  the  differences. 
In  the  same  way,  for  convenience,  we  group  employee  goals,  ownership  goals, 
salesmen’s  goals,  and  so  on.  There  is  a  certain  relevant  pattern  of  goal-seeking 
within  each  of  these  groups.  It  is  hardly  necessary  to  expand  on  what  these  might 
be.  On  the  other  hand,  it  is  an  observable  fact  that  sometimes  there  is  a  conflict 
between  the  objectives  of  several  groups  to  which  the  individual  belongs. 

Suboptimization 

.  .  .  Whenever  there  is  no  conflict  between  objectives,  the  individual  can  pro¬ 
ceed  to  solve  his  decision  problems  separately.  As  long  as  the  action  taken  to 
achieve  either  objective  is  independent  of  the  other,  he  can  do  this.  However, 
when  objectives  are  dependent,  the  optimization  of  one  can  result  in  a  lower 
degree  of  attainment  for  all  the  others.  This  condition  is  known  as  suboptimization. 
For  example,  an  executive  may  decide  to  take  a  new  position  on  the  basis  of  his 
professional  objectives.  The  new  job,  however,  entails  extremely  long  hours  and 
much  traveling.  Assume  that  the  new  job  is  optimal  in  terms  of  the  executive’s 
professional  objective.  The  fact  that  the  time  he  can  now  spend  with  his  family 
is  sharply  reduced  may  have  such  adverse  effects  that  he  will  find  that  his  optimiza¬ 
tion  in  terms  of  one  objective  has  produced  a  result  which  is  very  much  less  than 
optimal  in  terms  of  all  his  objectives. 

The  same  notion  of  suboptimization  is  involved  in  the  effects  on  the  decision 
problem  of  the  fact  that  we  lead  our  lives  through  time  and  that  we  have,  only  very 
imperfect  ability  to  foresee  the  future.  This  means  that  any  decision  problem  can 
be  solved  only  in  terms  of  the  knowledge  and  situation  obtaining  currently.  But 
the  action  chosen  may,  and  probably  will,  have  effects  on  the  decision-maker’s 
situation  for  a  considerable  period  in  the  future.  An  optimal  action  at  one  time  may, 
therefore,  turn  out  to  have  been  a  very  inferior  suboptimization  in  terms  of  a  longer 
period  of  time. 

*  *  *  *  * 

It  is  quite  clear  that  we  can  never  really  achieve  optimization.  Over  time,  unex¬ 
pected  events  can  change  what  had  appeared  to  be  an  optimal  decision  into  an 
inferior  decision.  There  is  almost  no  reversibility  in  decision  systems.  Generally 
speaking,  by  the  time  we  find  out  that  a  decision  was  not  a  good  one,  we  cannot 
return  to  the  state  which  prevailed  before  the  decision  had  been  made.  Conse¬ 
quently,  decision  systems  should  provide  the  best  possible  predictions  of  future 
expectations.  And  in  addition,  decision  systems  should  not  commit  us  to  irrevoca- 
ble  action  for  very  long  periods  of  time.  And  so  we  reach  the  conclusion  that  a 
sequential  decision  process  perxmXs  maximum  flexibility  with  respect  to  both  objec¬ 
tives  and  actions. 


Bounded  Rationality 

.  .  .  We  have  been  using  the  word  “optimum,”  and  some  other  forms  of  the 
same  word,  rather  loosely.  In  fact,  it  is  important  to  note  that  people  rarely  make 
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faS°K  6x  °rt  t0  afiSVe  the  °ptimum  action  in  an^  ^alistic  decision  problem 

an  national  JasSnn  Pf  T  JOhn  MaUr'C6  Clark>  people  simP'y  don’t  have  such 
an  irrational  passion  for  dispassionate  rationality.  Furthermore  there  are  oood 

reasons  why  they  shouldn't.  All  o.  the  masons  have  reteTno^o The  exor£ 

s"oT2' °o2  ‘,ecisl°n  probtem- Tbree  main  -p**  ot  «s 

in  «r*?'ClerI*1e v°'nt  jUSt  made’  that  an  optimum  decision  made  at  one  point 

in  time  is  only  suboptimum  in  terms  of  subsequent  times.  ...  P 

...  Second,  there  are  an  enormous  number  of  possible  choices  of  action 

S  2  to  and  m  ato"p' ,p  °b'ain on  3,1 

.  .  Third'  tbere  are  virtual|y  innumerable  factors  outside  the  control  of  the 

£  “ion  ^  Ca"  Stat6S  °f  natUr6)  WhiCh  ma*  affect  ouTcome  of 

has  beeSb^S^Stf  limitati°nS  °n  hUman  decision-making  procedures 
nas  been  observed  and  neatly  summarized  by  Herbert  Simon  in  his  “principle  of 

StofindTht  ootimCOrdint9  t0  thiS  principle  human  bein9s  seldom  make  any 
numLr  o  nn  I,  P  Tm  aCt'°n  ,n  3  decision  problem-  Instead,  they  select  a 
enouoh  ThPn  0Ll  °tmeS  thSir  available  strate9ies  which  would  be  good 
one  of  the  oooT*n!f  ^ 1  3  (choose  an  action)  that  is  likely  to  achieve 

makes  no  effort  ^  h  «9  ThUS’  the  executive  looki"9  **  a  new  job 

besfroDtimumTon/in^rew  t"  P°SSible  j°bs  from  which  he  can  then  select  he 
Dest  (optimum)  one.  Instead,  he  decides  what  he  wants  from  a  iob  in  terms  of  his 

he' wants  JeCq' ^  f°r  3  j°b  Wi"  pr°Vide  him  with  the  thin9s 

a^rnopLnf  'L.  h  inC°me’  satisfactory  working  conditions,  chances  for 

:  ::  try  to  find  that  °ne  j°b  in  the  W0nd  whiCh 

h  Jf  1"  th  opt,mum-  The  Principle  of  bounded  rationality  is  a  neat  wav  to 

Of  °H  hUman  bein9S  involved  in  the  decision  problems 

rationality.  y  6min  s  us  not  t0  assume  any  irrational  extremes  of 


Organizational  Problems  of  Suboptimization 

we  can  a^swXThSrtariSL0"^068  suboptimization  arise  in  business?  Of  course 
we  can  answer  that  it  arises  whenever  an  action  has  an  effect  on  several  different 

XST:T^!Ut  thi,S  iS  merely  to  State  the  same  thin9  in  different 
oras.  in  fact,  there  is  no  general  answer  to  this  question  The  best  that  ran  he 

avaTablemethodo^  ‘T*"’®?  Pr°b'em  iS  t0  Utilize  intuition-  experience,  and  all 

posfh?ve  anS  Drnhah,i°efef  faVOr  ^  Whether  actions  intended  for  one  pur- 
the  prSem  "s  one  thit  T  °"  *  obiectives- lf  they  do  then  it  follows  that 

can'be  reioSiieHPl!Citly  n°ted  that  n°  9enuine  problem  of  a  conflict  of  objectives 

measure  fo?onfof  fhaTT"9  S' the  P°SSible  outcomes  in  terms  of  the  utility 

E  business  can  hi L ^ °*' *  iS  fortUnate  that  manV  decision  problems 

measured^ ?„  dlrs  St  k  mS  ^  thal  the  P°SSible  outcomes  can  be 
measured  in  dollars.  But  it  is  by  no  means  the  case  that  all  business  obiectives 

can  to  expressed  In  dollars.  If,  to  take  an  instance,  wotos  aSdes  S  be 

measured  in  dollars,  then  it  would  follow  that  all  possible  outcomes  in  the  area 
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of  workers'  attitudes  could  be  expressed  in  dollars.  The  total  objective  need  only 
be  stated  as  the  maximization  of  profit.  We  would  not  require  a  special  description 
of  workers  attitudes.  No  such  easy  solution  to  the  problem  of  conflicting  objectives 


Looking  at  the  bright  side,  there  are  a  great  number  of  important  decision 
problems  that  do  not  involve  any  conflict  of  objectives.  For  any  one  of  these  we 
can  attempt  to  optimize  with  no  fear  of  difficulties  arising  from  suboptimization 
In  particular,  we  can  state  that,  at  the  minimum,  a  business  must  attempt  to 
optimize  its  situation  with  regard  to  each  specific  objective  as  long  as  it  does  not 
affect  adversely  its  situation  with  regard  to  any  other  objective.  This  construction 
is  a  variant  of  an  idea  introduced  in  a  different  context  by  the  Italian  economist 
and  sociologist,  Vilfrodo  Pareto.  Pareto  was  concerned  with  the  problem  of  what 
should  govern  the  actions  of  society  if  It  is  assumed  that  the  utilities  of  the  various 
individuals  composing  tho  society  cannot  be  compared.  By  utility  we  mean  the 
subjective  value  that  each  individual  subscribes  for  the  various  goods  and  services 
available.  Under  these  circumstances  society  cannot  act  to  achieve  the  greatest 
total  utility  because  this  idea  has  no  meaning  for  the  stated  conditions  Pareto 
suggoatod  that  society  should  then  try  to  achieve  at  least  an  optimum  such  that 
each  individual  had  tho  maximum  utility  possible  without  subtracting  anything  from 
anyone  Oise's  utility.  In  other  words,  if  society  can  act  so  as  to  increase  one 
individual's  total  utility  without  taking  anything  away  from  anyone  else,  then  it 
should  do  so.  A  condition  whom  this  has  boon  accomplished  is  known  as  Parstian 
optimality. 


Tho  problem  with  which  Pareto  was  dealing  arises  because  there  is  no  common 
standard  of  measure  of  value  between  individuals.  And  this  is  precisely  analogous 
to  the  problem  of  multiple  objectives  with  which  wo  are  dealing.  Our  problem  arises 
because  them  is  no  common  measure  of  valuo  for  the  various  objectives.  If  there 
were  one  common  measure  wo  could  formulate  one  objective  rather  than  several. 
Therefore  wo  can  state,  along  with  Pareto,  that  any  business  should  always  at¬ 
tempt  to  achieve  a  condition  of  Paretian  optimality  with  regard  to  its  various 
objectives. 


Business  organizations  are  subject  to  still  another  kind  of  suboptimization  prob- 
lem.  Whereas  a  real  person  is  a  unit  that  is  more  or  less  indecomposable,  the 
fictitious  person  of  the  business  corporation  is  usually  made  up  of  a  number  of 


nature  of  things,  departments  are  likely  to  have  considerable  autonomy  and  it  can 
happen  that  the  objectives  they  set  are  not  in  accord  with  the  ovor-all  business 
objectives,  it  can  also  happen  that  tho  actions  of  one  department  have  an  effect 
on  the  situation  of  other  departments  such  that  an  optimal  strategy  for  one  depart¬ 
ment  in  terms  of  its  own  objectives  doleteriously  affocts  other  departments  and, 
hence,  the  entire  business,  Both  of  these  kinds  of  situations  represent  other 
variants  of  the  suboptimization  problem. 


*  #  ♦  ♦  ft 

.  ,  .  We  can  now  look  at  illustrations  of  suboptimization  where  two  parts  of  the 
company  are  in  conflict  with  each  other.  For  example,  a  division's  objective  of 
achieving  the  host  possible  profitability  record  may  lead  it  to  purchase  parts  from 
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competitors  rather  than  from  another  division  of  the  same  company,  This  mav 
lower  the  profitability  of  the  division  that  normally  supplies  parts,  As  another  aspect 
of  the  inventory  problem,  a  sales  manager's  objective  of  getting  the  largest  possi 
ble  sales  may  lead  him  to  want  a  large  inventory  so  that  all  orders  can  be  prompt 
filled.  This  might  be  in  conflict  with  the  controller's  objective  of  tying  up  a  minimum 
of  capital  in  inventory.  Which  one  is  m  the  best  interests  of  tho  business?  As  a 
finai  example,  a  production  department  uses  less  stool  by  cutting  down  on  the 
upper  limit  of  the  tolerances  to  which  it  machines  a  part,  Him  results  in  a  higher 
number  of  rejects  of  the  finished  assembly  and  an  eventual  complete  rodesion 
of  the  product  with  no  appreciable  gain  in  quality,  an 

AH  of  these  examples  serve  to  demonstrate  the  crucial  importance  of  the 
suboptimization  problem.  Once  again  we  could  raise  tho  question:  When  does  this 
kind  of  problem  arise?  And  once  again,  there  is  no  general  answer,  Being  aware 
of  the  problem  we  must  rely  on  common  and  uncommon  sense  to  help  us  to 
discover  which  particular  decision  may  exemplify  «t,  Fortunately,  the  majority  of 
the  forms  of  this  kind  of  suboptimization  problem  involve  objectives  that  can  be 
expressed  in  quantitative  form,  so  many  of  those  problems  can  be  resolved  bv 

™fb°ds  7  r  w,n  be  dlscussin9  at  ,on9‘h  below,  thus,  for  example  the 
problem  o  inventory  size  and  tho  conflicting  interests  of  the  sates  manager  and 

TolvShe  neCan  9enerufy  b®  resolved  by  the  costs  in  dollars  and 

ina  S  iPr°(b  em  m  ,erms  of  th0  ovt5f  «'l  business  objective  of  minirruz- 
ing  costs.  This  simple  statement  may  make  it  soum  easy,  it  isn't,  as  we  know  from 
the  problem  of  the  small-plant  manager.  How  can  we 

r  h,her,Pe"enC!S  as  a  resu,t  of  be,n9  out  of  stock  more  often  than  he  would 
.  imilarly,  how  do  we  represent  the  loss  of  customer  gocxJwill  that  results  from 
eing  out  of  inventory  on  an  item  that  tho  customer  wants  Immediately?  Nonothe- 
l=,*sp,e  some  duties,  these  kinds  ot  prtlo™  Z 
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A  THEORY  OF  HUMAN  MOTIVATION* 

By  A.  H.  Maslow t 


THE  BASIC  NEEDS 


the  so-called  physidog^caMrives  ^wo  r h<>  Stta,rtin9  point  for  motivation  thoory  are 
to  revise  our  customary  notions  shout  tfCen  inos  °*  r0!i0arcb  rtiako  it  necessary 
_  **  n0t'0ns  about  thes®  first,  tho  development  of  the 

byHfrpe™]^  In- A  U  mKht  ISM 

t  The  author  w„  Professor  of  Psych^y  ”  "*  ^  ^ 


Western  Office  Equipment  Company  /  Readings  551 

concept  of  homeostasis,  and  second,  the  finding  that  appetites  (preferential 
choices  among  foods)  are  a  fairly  efficient  indication  of  actual  needs  or  lacks  in 
the  body. 

Homeostasis  refers  to  the  body’s  automatic  efforts  to  maintain  a  constant, 
normal  state  of  the  blood  stream.  Cannon  .  .  .  has  described  this  process  for  (1 ) 
the  water  content  of  the  blood,  (2)  salt  content,  (3)  sugar  content,  (4)  protein 
content,  (5)  fat  content,  (6)  calcium  content,  (7)  oxygen  content,  (8)  constant 
hydrogen-ion  level  (acid-base  balance),  and  (9)  constant  temperature  of  the  blood. 
Obviously  this  list  can  be  extended  to  include  other  minerals,  the  hormones, 
vitamins,  etc. 

Young  .  .  .  has  summarized  the  work  on  appetite  in  its  relation  to  body  needs. 
If  the  body  lacks  some  chemical,  the  individual  will  tend  (in  an  imperfect  way)  to 
develop  a  specific  appetite  or  partial  hunger  for  that  food  element. 

Thus  it  seems  impossible  as  well  as  useless  to  make  any  list  of  fundamental 
physiological  needs,  for  they  can  come  to  almost  any  number  one  might  wish, 
depending  on  the  degree  of  specificity  of  description.  We  cannot  identify  all  physio¬ 
logical  needs  as  homeostatic.  That  sexual  desire,  sleepiness,  sheer  activity,  and 
maternal  behavior  in  animals  are  homeostatic  has  not  yet  been  demonstrated. 
Furthermore,  this  list  would  not  include  the  various  sensory  pleasure  (tastes, 
smells,  tickling,  stroking),  which  are  probably  physiological  and  which  may  become 
the  goals  of  motivated  behavior. 

*  *  *  *  * 

Undoubtedly  these  physiological  needs  are  the  most  prepotent  of  all  needs. 
What  this  means  specifically  is  that  in  the  human  being  who  is  missing  everything 
in  life  in  an  extreme  fashion,  it  is  most  likely  that  the  major  motivation  would  be 
the  physiological  needs  rather  than  any  others.  A  person  who  is  lacking  food, 
safety,  love,  and  esteem  would  most  probably  hunger  for  food  more  strongly  than 
for  anything  else. 

If  all  the  needs  are  unsatisfied,  and  the  organism  is  then  dominated  by  the 
physiological  needs,  all  other  needs  may  become  simply  nonexistent  or  be  pushed 
into  the  background.  It  is  then  fair  to  characterize  the  whole  organism  by  saying 
simply  that  it  is  hungry,  for  consciousness  is  almost  completely  preempted  by 
hunger.  All  capacities  are  put  into  the  service  of  hunger-satisfaction,  and  the 
organization  of  these  capacities  is  almost  entirely  determined  by  the  one  purpose 
of  satisfying  hunger.  The  receptors  and  effectors,  the  intelligence,  memory,  habits, 
all  may  now  be  defined  simply  as  hunger-gratifying  tools.  Capacities  that  are  not 
useful  for  this  purpose  lie  dormant,  or  are  pushed  into  the  background.  The  urge 
to  write  poetry,  the  desire  to  acquire  an  automobile,  the  interest  in  American 
history,  the  desire  for  a  new  pair  of  shoes  are,  in  the  extreme  case,  forgotten  or 
become  of  secondary  importance.  .  .  . 

Another  peculiar  characteristic  of  the  human  organism  when  it  is  dominated 
by  a  certain  need  is  that  the  whole  philosophy  of  the  future  tends  also  to  change. 
For  our  chronically  and  extremely  hungry  man,  Utopia  can  be  defined  simply  as 
a  place  where  there  is  plenty  of  food.  He  tends  to  think  that,  if  only  he  is  guaranteed 
food  for  the  rest  of  his  life,  he  will  be  perfectly  happy  and  will  never  want  anything 
more.  Life  itself  tends  to  be  defined  in  terms  of  eating.  Anything  else  will  be  defined 
as  unimportant.  Freedom,  love,  community  feeling,  respect,  philosophy,  may  all 
be  waved  aside  as  fripperies  that  are  useless,  since  they  fail  to  fill  the  stomach. 
Such  a  man  may  fairly  be  said  to  live  by  bread  alone. 
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...  It  is  quite  true  that  man  lives  by  bread  alon*— when  there  is  no  bread  a»n 
what  happens  to  man’s  desires  when  there  rs  plenty  of  broad  amt  when  hi®  L« 
is  chronically  filled?  18  ^ 

At  once  other  (and higher)  needs  onwrgo  and  these,  tathur  than  phvsioloa^i 
hungers,  dominate  the  organism.  And  when  these  >n  turn  are  satisfied  acminnl! 
(and  still  higher)  needs  emerge,  and  so  on.  This  m  what  we  moan  hy'savma  thar 
the  basic  human  needs  are  organized  into  a  hierarchy  uf  relative  prMDotona/ ' 
One  main  implication  of  this  phrasing  is  that  gratification  becomes  as  imoortant 
a  concept  as  deprivation  in  motivation  theory,  for  it  mlousna  the  organism  from 
the  dom.nat.on  of  a  relatively  more  phys.olog.cal  need,  ponnitting  thereby  S 
emergence  of  other  more  social  goals,  fho  physiological  floods,  along  wit^their 
partial  goals  when  chronically  gratified  coast?  to  e*mt  as  active  dotr.rm.nanS 

2  m«trs  0f  behav,or-  Th®y  now  0X181  on|y  «  Pdtwntial  fashion  in  S0(We  {h^ 
they  may  emerge  again  to  dominate  the  organism  it  they  are  thwarted,  But  a  warn 
that  is  satisfied  is  no  longer  a  want.  The  organism  is  dominated  and  its  behavior 

organized  on  y  by  unsatisfied  needs.  If  hunger m  satisfied,  ,t  becomes  unimportant 
in  the  current  dynamics  of  the  individual.  unimportant 

fni.lt!?  Stateme,nt  Is  somewhat  by  a  hypothesis  to  ho  discussed  more 

^"y'at®r'  narne*y.  that  it  is  precisely  those  individuals  in  wham  a  certain  mmd  has 

in  a^  .be®n  sat'sf'ed  wh°  ar«  host  equipped  to  tolerate  deprivation  of  that  need 
.  ur®’ and  (bat  furthermore,  those  wfio  have  boon  deprived  in  the  oast  will 

XT”* 8a“<:60',s  lhm ,n"  "'»• 


The  Safety  Needs 

set'oSdf  SriZJ  arotralat,VOly  «raW,ttd*  »*««  *•«  emerges  a  new 

beeSof'tha  nhr.2  *****  *»  tf,,i  *****  AH  that  has 

these  desires  ®  dbysiol°9'cal  neods  '*  equally  true,  althnuqfi  m  less  degree  of 

^  eqUa"y  WU,!  wh‘,i,y  rfomSwhHl  by  them  They 
ties  of  the  oroanism  ?n  tSf  US'Ve  0r9anuors  of  ta»havror.  recruiting  all  the  capacT 
oraanism  ac  f  t  °  ^0ir  sorvice’  af,b  w«  rnay  tfien  fairly  describe  the  whole 

effectors,  of  th^ellecfand  of^hamh  m'  A9a'fl  W0  may  !4i‘y  of  thu  ^copters.  the 
seeking  tools  Aoafn  2  ?n  1°  2  othor  fiaPaatMiS  ‘bat  they  are  primarily  safety- 

a  strong  detlinam' not  in  v  of  hlT  T'  "?  **  *»'  floall 

of  his  philosophy  of  the  future  PrartTTi?  WOr  i1  °ul,O0>'  ani*  Philosophy  but  also 
safety  (even  somelZ  ?  h  Prac,ica,,y  looks  less  .mportant  than 

underestimated)  A  man  in  this  wh,t’h  Si*,'MfMKl  are  now 

may  be  characterized  as  living  almost  ,WU  onou* 

of  ,0r  s.afo,y  ,s  h,s  for  some  kind 

For  instance  inSce  IXZ  1?  *  *°  "*"*  «  Stable.  orderly  world, 

a  child  feel  aS par<)nte  seems  to  make 
injustice peAseOTany  particular  IZ! ? 2  1,0  m  m  miKh  because  of  the 

threatens  to  make  the  world  look  unmi  aHV09'  bU*  m,b"r  boeause  this  treatment 
children  seem  ^  unM,H*  or  •WtotoWo.  Young 

of  rigidity,  in  which  there  is  a  srhnHi  i«  S^8  ®ni  ,ha*  haH  at  least  a  skeletal  outline 
there  is  a  schedule  of  a  kind,  some  sort  of  routine,  something 
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that  can  be  counted  upon,  not  only  for  the  present  but  also  far  into  the  future.  Child 
psychologists,  teachers,  and  psychotherapists  have  found  that  permissiveness 
within  limits,  rather  than  unrestricted  permissiveness  is  preferred  as  well  as 
needed  by  children.  Perhaps  one  could  express  this  more  accurately  by  saying 
that  the  child  needs  an  organized  world  rather  than  an  unorganized  or  unstructured 
one. 

*  *  *  *  * 

Confronting  the  average  child  with  new,  unfamiliar,  strange,  unmanageable 
stimuli  or  situations  will  too  frequently  elicit  the  danger  or  terror  reaction,  as  for 
example,  getting  lost  or  even  being  separated  from  the  parents  for  a  short  time, 
being  confronted  with  new  faces,  new  situations,  or  new  tasks,  the  sight  of  strange, 
unfamiliar,  or  uncontrollable  objects,  illness,  or  death.  Particularly  at  such  times, 
the  child’s  frantic  clinging  to  his  parents  is  eloquent  testimony  to  their  role  as 
protectors  (quite  apart  from  their  roles  as  food  givers  and  love  givers). 

From  these  and  similar  observations,  we  may  generalize  and  say  that  the 
average  child  in  our  society  generally  prefers  a  safe,  orderly,  predictable,  organ¬ 
ized  world,  which  he  can  count  on,  and  in  which  unexpected,  unmanageable,  or 
other  dangerous  things  do  not  happen,  and  in  which,  in  any  case,  he  has  all- 
powerful  parents  who  protect  and  shield  him  from  harm.  .  .  . 

That  these  reactions  may  so  easily  be  observed  in  children  is  in  a  way  a  proof 
of  the  fact  that  children  in  our  society  feel  too  unsafe  (or,  in  a  word,  are  badly 
brought  up).  Children  who  are  reared  in  an  unthreatening,  loving  family  do  not 
ordinarily  react  as  we  have  described  above.  In  such  children  the  danger  reactions 
are  apt  to  come  mostly  to  objects  or  situations  that  adults  too  would  consider 
dangerous. 

The  healthy,  normal,  fortunate  adult  in  our  culture  is  largely  satisfied  in  his  safety 
needs.  The  peaceful,  smoothly  running,  good  society  ordinarily  makes  its  members 
feel  safe  enough  from  wild  animals,  extremes  of  temperature,  criminal  assault, 
murder,  tyranny,  etc.  Therefore,  in  a  very  real  sense,  he  no  longer  has  any  safety 
needs  as  active  motivators.  Just  as  a  sated  man  no  longer  feels  hungry,  a  safe 
man  no  longer  feels  endangered.  .  .  . 

***** 

The  Belongingness  and  Love  Needs 

If  both  the  physiological  and  the  safety  needs  are  fairly  well  gratified,  there  will 
emerge  the  love  and  affection  and  belongingness  needs,  and  the  whole  cycle 
already  described  will  repeat  itself  with  this  new  center.  Now  the  person  will  feel 
keenly,  as  never  before,  the  absence  of  friends,  or  a  sweetheart,  or  a  wife,  or 
children.  He  will  hunger  for  affectionate  relations  with  people  in  general,  namely, 
for  a  place  in  his  group,  and  he  will  strive  with  great  intensity  to  achieve  this  goal. 
He  will  want  to  attain  such  a  place  more  than  anything  else  in  the  world  and  may 
even  forget  that  once,  when  he  was  hungry,  he  sneered  at  love  as  unreal  or 
unnecessary  or  unimportant. 

In  our  society  the  thwarting  of  these  needs  is  the  most  commonly  found  core 
in  cases  of  maladjustment  and  more  severe  psychopathology.  Love  and  affection, 
as  well  as  their  possible  expression  in  sexuality,  are  generally  looked  upon  with 
ambivalence  and  are  customarily  hedged  about  with  many  restrictions  and  inhibi¬ 
tions.  Practically  all  theorists  of  psychopathology  have  stressed  thwarting  of  the 
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M«y  clinica.  studies  have 

of  the  other  needs  except  the  physiological  ones  StKe^h'*  Per5fP®  ^ 
lent  analysis  of  our  “taboo  on  tenderness  ”  -  has  written  an  excel- 

f  ,h8V°ve  is 

behavior  is  rnultideterminpd  that  •  P  e  y  physiolo9|cal  need.  Ordinarily  sexual 
by  otoe,  Sv  36X1,81  “ 8,s<> 

be  overlooked  is  the  fact  that  tha  fn\/*  a  •  d  affection  needs.  Also  not  to 
love.  ...  1  the  f0Ve  needs  ,nvo,ve  both  giving  and  receiving 


The  Esteem  Needs 

deierfsi^SbaS  3  Tl  Path0l°9iCal  excePtia"s>  ha-  a  need  or 
respiur aS2t^  and  for  t^^  6Valuation  °f  themselves-  ■*- 

be  classified  into  two  subsidiary  sets  The^e  a?f  first^de"6601?  "7  theref°re 
achievement,  for  adeauarv  for  es®are-  first.  the  desire  for  strength,  for 

face  of  the  world  and  for  indanonH  ^  and  corT1Petence,  for  confidence  in  the 
we  may  call  the  desire  for  reoutatinrfn06  ^  freedom;1  Second,  we  have  what 
from  other  people)  status  dominant  *  prest'9e  (defl’ning  it  as  repect  or  esteem 
precision.  E  atte"«°".  imP°rtance’  °rap- 

followers,  and  have  been  re^ati^efv  n  f  ,fed  by  Alfred  Adler  and  his 

however,  there  is  appearina  widesnroad  C  6d  by.Freud-  More  and  more  today, 
among  psychoanaj*  as  w.,,  as  amo„g*5S X 1““ 

thwarting  of  these  needs  DrodurU  be,ng  useful  and  necessary  in  the  world.  But 
helplessness.  These  ^eeHna^ir^t^frn  In?s  of  ^ity,  of  weakness,  and  of 
else  compensator ^  ^  baSiC  di^^agement  or 

self-confidence  and  an  understand-  7 'appreciation  of  the  necessity  of  basic 

be  easily  gained  from  a  study  of  severe  traTmahcneuros?'6  ^  With°Ut  "  030 

«  the  Frommian  theo- 
work  with  self,  from  essayists  like  Avn  Rand  S  °W,n,nature-  from  the  Rogerian 
we  have  been  learning  more  and  more  of  tha  h  ’  ^  fr°m  °ther  sources  as  wel1- 
the  opinions  of  others  rather  than  nn  i the  dangers  of  basin9  self-esteem  on 
to  toe  task.  The  most  arnfano TL  6  Capaci,y’  and  adequacy 

m°st  *>■">*  setoesteem  is  based  on 
ranted  adulation.  an  °n  external  fame  or  celebrity  and  unwar- 


The  Need  for  Self-Actualization 


^h^^^wdiscontent  and  ^esttessness  wHI  'soonS  dev^op/unles^the^dhddual 

that  a  “an  who  has  known  true  freedom  fnot  raid  £fSJf  of.commonIy  known  clinical  data 
[a‘her  built  on  the  basis  of  adequate  safety  and  sec77  §1^ng  Up  Safety  and  security  but 
his  freedom  to  be  taken  away  from  him  But  Wl11  not  willingly  or  easily  allow 

bom  into  slavery.  Y  nim'  But  we  do  not  know  that  this  is  true  for  the  person 
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is  doing  what  ho  is  fitted  for.  A  musician  must  make  music,  an  artist  must  paint, 
a  poet  must  write,  if  he  is  to  be  ultimately  at  peace  with  himself.  What  a  man  can 
be,  he  must  be.  This  need  we  may  call  self-actualization. 

This  term,  first  coined  by  Kurt  Goldstein  . ...  is  being  used  in  this  book  in  a 
much  more  specific  and  limited  fashion.  It  refers  to  man’s  desire  for  self-fulfillment, 
namely,  to  the  tendency  for  him  to  become  actualized  in  what  he  is  potentially! 
This  tendency  might  bo  phrased  as  the  desire  to  become  more  and  more  what 
one  is,  to  become  everything  that  one  is  capable  of  becoming. 

The  spocific  form  that  these  needs  will  take  will  of  course  vary  greatly  from 
person  to  person,  In  one  individual  it  may  take  the  form  of  the  desire  to  be  an  ideal 
mother,  in  other  it  may  bo  expressed  athletically,  and  in  still  another  it  may  be 
expressed  painting  pictures  or  in  inventions.2 

The  clear  emergence  of  those  needs  usually  rests  upon  prior  satisfaction  of 
the  physiological,  safety,  love,  and  esteem  needs. 

The  Preconditions  for  the  Basic  Need  Satisfactions 

There  aro  certain  conditions  that  are  immediate  prerequisites  for  the  basic  need 
satisfactions.  Danger  to  those  is  reacted  to  as  if  it  were  direct  danger  to  the  basic 
needs  themselves,  Such  conditions  as  freedom  to  speak,  freedom  to  do  what  one 
wishes  so  long  as  no  harm  is  done  to  others,  freedom  to  express  oneself,  freedom 
to  investigate  and  sunk  for  information,  freedom  to  defend  oneself,  justice,  fair¬ 
ness,  honosty,  orderliness  in  tho  group  aro  examples  of  such  preconditions  for 
basic  need  satisfactions,  thwarting  in  those  freedoms  will  be  reacted  to  with  a 
threat  or  emergency  response,  t  hose  conditions  are  not  ends  in  themselves  but 
they  am  almost  so  since  they  are  so  closely  related  to  the  basic  needs,  which  are 
apparently  the  only  ends  in  themselves,  Those  conditions  are  defended  because 
without  thorn  tho  basic  satisfactions  aro  quite  impossible,  or  at  least,  severely 
endangered. 

If  we  mr number  that  the  cognitive  capacities  (porcoptual,  intellectual,  learning) 
aro  a  sot  of  adjustive  tools,  which  have,  among  othor  functions,  that  of  satisfaction 
of  our  basic  needs,  then  it  is  clear  that  any  danger  to  them,  any  deprivation  or 
blocking  of  their  free  use,  must  also  bo  indirectly  threatening  to  the  basic  needs 
themselves.  Such  a  statement  is  a  partial  solution  of  the  general  problems  of 
curiosity,  the  snatch  for  knowledge,  truth,  and  wisdom,  and  tho  ever-persistent 
urge  to  solve  the  cosmic  mysteries, 

Wo  must  therefore  introduce  another  hypothesis  and  speak  of  degrees  of 
closeness  to  tho  basic  needs,  for  we  have  already  pointed  out  that  any  conscious 
desires  (partial  goals)  are  mom  or  less  important  as  they  are  more  or  loss  close 
to  the  basic  needs  (tie  same  statement  may  bo  made  for  various  behavior  acts. 
An  act  is  psychologically  important  if  it  contributes  directly  to  satisfaction  of  basic 
needs,  the  less  directly  it  so  contributes,  or  the  weaker  this  contribution  is,  the 
loss  important  this  act  must  tie  conceived  to  bo  from  the  point  of  view  of  dynamic 

i  iratm*  tir’IuiA  ao ,  iikr  painting,  liko  any  oilier  bohnvior  In  having  multiple 
diWmlmtfif**  It  mav  won  in  mnandy  *  tn.mvr  pcoph*  whothor  tht*y  art*  satkflod  or  not, 
happy  or  unhappy  *  hungi  \  w  **4tr4  A  Hu  it  i»*  t  loar  t  hut  rroativo  activity  may  bo  eornponmuory, 
amoliorativr,  <*«  pmHv  «*«  onomn  It  tn  my  tmprwion  (from  informal  oxporimontH)  that  it 
ts  povublr  cu  diMingimh  tho  aimfu  and  mfHtmual  produotH  of  butdcnlly  mttixhod  pooplo 
from  ehmr  of  form  alh  un^afinhmt  poopio  by  mspot  tion  alono,  In  any  uam\  horo  too  wo  mum 
dimmgtmh,  m  a  dvumnu  fashion,  tho  ovnrt  hohavior  ttmdf  from  Un  various  motivations  or 
portions 
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psychology.  A  similar  statement  mav  be  mario  w  ^ 

mechanisms.  Some  are  directly  related  to  th^f  T  the  vanous  defense  or  coping 
needs,  others  are  only  weakly  and  distantly  reiat°!f ' f  T  °f  attainment  of  the  basic 
speak  of  more  basic  and  less  basic  def/n<S ated- Indeed,  if  we  wished,  we  could 
danger  to  the  more  basic  defenses  is  more  th  machanisms-  and  then  affirm  that 

defenses  (always  remembering  that  this  is  so^nlTh9  ^  dang®r  t0  less  basic 
to  the  basic  needs).  n  y  because  of  their  relationship 

The  Desires  to  Know  and  to  Understand 

The  main  reason  we  know  little  ahnnt  tho  ~ 
or  their  pathology,  is  that  they  are  not  imno*  C°9nitlve  lmPulses,  their  dynamics, 
the  clinic  dominated  by  medical-therapeutic  trartif  th®  Clinic’  and  certainly  not  in 
The  florid,  exciting,  and  mysterious  svrnntomc  t  dt'^n’  ie'’  gettin9  rid  of  disease, 
lacking  here.  Cognitive  psychopatholoav  k  nai  °Unb  ln  tbe  c*assical  neuroses  are 
defined  as  normal.  It  does  not  cry  for  heln  Ac  6’  Subt  e’  and  easily  overlooked,  or 
the  subject  in  the  writings  of  thereat  invents  C?nseqaence  we  And  nothing  on 
namics,  Freud,  Adler,  Jung  etc  Nor  has  flnvn  °f  psych°therapy  and  psychody- 
at  constructing  cognitive  psychoth^ 

standing  are  seen  dynam^caNy ' Amonq^hea""  dh°S6  writings  curi'osity  and  under- 
theimer,  and  Asch  .  .  .  have  treate^thl  nrn^T  psycholo9ists  Murphy,  Wer- 
cogmtive  needs  only  in  passing.  Acauirino  k™  T  ?°  ^  W®  hav®  mentioned  the 
verse  have  been  considered  as  in  part  terhn  W  Gd9f  and  systemat'2'n9  the  uni- 
safety  in  the  world,  orforthe  inteilioenTLn  S  ^  °r  th®  achievement  of  basic 
freedom  of  inquiry  and  expression^ave  be™ *pressions  of  self-actualization.  Also 
factions  of  the  basic  needs  Useful  thouah  the  IS®ussed  as  Preconditions  of  satis- 
constitute  definitive  answers  to  the  aue^tk  formu,ations  may  be,  they  do  not 
osity,  learning,  philosophic™ bmSS!*  ?  ?  ^  motivational  role  of  curi- 
partial  answers.  .  .  .  9’  ®xpenmenting>  etc.  They  are  at  best  no  more  than 
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R^Fxa^a™RnG.AN,ZATI0N:  a 

By  Joseph  A.  Littered 

FUNCTIONS  and  variables 

- .  a  os,  are  useful.  The  questions  then 

*  Management  Journal,  Vol.  9,  N 

6  aUth0f  18  Pr0feSS°r  ln  the  SCh°01  °f  Business>  University  of  Massachusetts. 
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how  much  conflict  is  functional  and  where  are  the  limits  beyond  which  it  becomes 
dysfunctional.  The  problem  before  us  is  therefore  much  more  complex  than 
previously.  At  one  time  the  ideal  amount  of  conflict  was  zero  and  the  common 
decision  was  “eliminate  it.”  Now  the  questions  are  what  are  the  limits  within  which 
conflict  is  useful  and  how  does  one  manage  conflict. 

.  .  .  Our  approach  instead  will  be  from  the  point  of  view  of  examining  what 
conflict  is  and  identifying  the  organizational  elements  that  produce  it.  If  we  are  to 
manage  conflict  within  reasonable  boundaries,  it  is  to  these  elements  that  we  have 
to  look  to  find  the  levers  and  handles  with  which  to  do  the  job. 

Functions  of  Conflict 

.  .  .  Perhaps  one  of  the  most  important  functions  cited  by  a  number  of  inves¬ 
tigators1  is  that  conflict  initiates  a  search  for  some  way  to  resolve  or  ameliorate 
the  conflict  and  therefore  leads  to  innovation  and  change.  It  should  be  noted  at 
the  same  time  that  conflict  not  only  leads  to  a  search  for  change  but  it  also  makes 
change  more  acceptable,  even  desirable. 

Closely  related  with  the  above  is  the  observation  that  a  conflict  energizes 
people  to  activity,  sometimes  just  to  reduce  the  conflict  and  its  concurrent  dis¬ 
pleasures,  at  other  times  because  the  conflict  gives  a  zest  to  certain  activities. 

Conflict  with  an  organization  can  be  an  essential  portion  of  a  cybernetic  system. 
It  often  occurs  at  the  point  at  which  some  other  systems  within  the  organization 
are  functioning  inadequately  and  therefore  calls  attention  to  these  problem  areas 
and  generates  a  search  for  solutions  or  improvements.  Conflict  often  leads  to 
shifts  or  reallocations  of  existing  or  future  rewards  or  resources,  thereby  funda¬ 
mentally  changing  important  aspects  of  the  organization.  Budget  allocation  and 
union-management  conflicts  are  among  many  widely  recognized. 

*  *  *  *  * 

Definition  of  Conflict 

*  *  *  *  * 

Our  definition  of  conflict,  ...  is  that  conflict  is  a  type  of  behavior  which  occurs 
when  two  or  more  parties  are  in  opposition  or  in  battle  as  a  result  of  a  perceived 
relative  deprivation  from  the  activities  of  or  interacting  with  another  person  or 
group. 

FOUR  CONFLICT  SITUATIONS 

The  organizational  causes  of  conflict  are  numerous.  The  particular  organiza¬ 
tional  elements  which  lead  to  conflict  do  not  bring  this  result  about  directly.  Instead 
they  create  conditions  which  affect  the  perception  and  motivation  of  organizational 
members  in  such  a  way  that  conflict  results.  There  are  then  a  set  of  intervening 
variables  which  transform  structural  forms  into  behavioral  outputs.  The  many 
organizational  structures  which  produce  conflict  seem  to  feed  four  principal  types 
of  intervening  variables  or  organizational  situations.  .  .  . 

1  Melville  Dalton,  Men  Who  Manage  (New  York:  John  Wiley  and  Sons,  1959);  Peter  Blau 
and  William  R.  Scott,  Formal  Organizations  {Sain  Francisco:  Chandler  Publishing  Company, 
1962);  James  G.  March  and  Herbert  A.  Simon,  Organizations  {New  York,  John  Wiley  and  Sons, 
1959). 
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Win-Lose  Situations 

This  intervening  variable  develops  when  twn 

which  cannot  exist  simultaneously.  Surprisinqiroraanbet-r  V"'*8  have  9°als 

stances  which  lead  to  this  condition  Thic  ?  y’ 0  9anizatl0ns  set  UP  many  circum- 
situations.  The  inspector  is  hired  to  find  «S  con?monly  witnessed  in  inspection 
output.  Therefore  every  lime^e^  ,11  tor  S  Z*  "”*?  W  S°me°ne  e,Se’s 
existence  and  opening  the  oooortunrtv  for  f  dS  error  justifying  his  position’s 

Wng.  Tbo  latter s  ou^t  TS,Z  ;^Z^'Ti  “T”  iS 

gered.  .  .  .  aequate  and  his  rewards  are  endan- 

Inspection  is  one  type  of  win-lose  situation  Tho 
however.  Not  long  aqo  a  mainr  airline  *  '  ^ere  are  others  not  so  obvious, 
tween  two  of  its  managers  at  a  western  Wltb  considerable  conflict  be- 

the  Sales  Manager  in  order  to  increas*!  u-Up°P  lnvesti9ation  it  was  found  that 
certain  sen^  L  53,68  V0'Ume’  wanted  t0  P~vide 

Ployees  and  tan  T'*  56  Pr°Vided  by  the 

considerable  effort  to  decentralize  and  n  P  .  nd  ®ervices  Manager.  There  was 
managers  as  possible  and  handsome^ Promote  as  much  autonomy  for  individual 
standards  of  individual  manaoerfal  nel  8  8y8temS  were  set  UP  certain 
crease  his  sales  he  would  haSe  many  advanten'  Sa,6S  Manager  could  in' 
vices  Manager  could  keep  his  costs  3  tag  s’  Conversely,  if  the  Ramp  Ser- 

coming  to  him.  Hence  the  problem  and  theconfl-*  t°thW°o ld  h3Ve  many  rewards 
get  his  bonus  unless  the  Ramp  Services  Man*  f  'Ct’ th6  Sal6S  Mana9er  could  not 
This  condition,  although  nSTS2^n  <  ^  ^ t0  f°rego  some  of  his  own- 

tions  where  reward  systems  are  baser!  ^  rec°9nized>  exists  in  many  organiza- 

Competition  over  Means  Utilization 

the  fact  that  there  are  d^ffel-fngTdeaT as  m3y  b6  similar’ but  stems  from 

will  have  the  means ^FrS  has  shown  ^ T"  ^  3pproPriate  or  who 
accomplishment  are  moPe  cksmptivI T*  C°"fllCtS  °Ver  the  means  to  9°al 
differing  goals.2  group  cohesiveness  thgp  conflicts  over 

resources  and^^duling^oWe^s^Those^that  c^f6^  Science  on  limited 

allocation  of  capital  resources  and  thetfforts' °n  bud9etary  decisions, 
assure  themselves  that  adequate  sunnite*^?  d  by  Cert3m  dePartments  to 

'hTh«T'  '‘mnm  ar*  re“3niLd  aiSSlP„arSOnnal  ^  Pr0Vldad  bV 
common.  A  MmSSSSSS  by  Whyte  mTp?aTV"d  p,,ta<’s  more 

2  John  R.  p.  French  Tr  “Tina  n- 

mal  and  Social  Psychology,  Vof.  36?-377°n  °f  GrOUPs’”  The  Journal  of  Abnor- 

March  and  Simon,  op.  cit  p  122 

‘ F°0te  ^  ^  — —  (New  York:  Harper  *  Brokers,  1955). 
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worker-set  performance  standards  30-50  percent  over  engineering  standards, 
instead  of  being  a  satisfactory  situation,  created  numerous  problems.  The  depart¬ 
ment  following  this  one  faced  an  avalanche  of  material  which  created  considerable 
pressure.  Departments  preceding  this  one  were  placed  under  considerable  pres¬ 
sure  to  produce  more.  Employees  in  these  and  other  departments  hearing  of  the 
high  earnings  in  the  initial  department  complained  about  inequities.  The  engineer¬ 
ing  department  felt  humiliated  at  having  so  badly  misjudged  workable  standards. 
Management  at  several  levels,  seeing  all  these  events,  felt  that  somehow  things 
were  out  of  control  and  that  their  position  was  being  eroded. 

Status  Incongruency 

As  often  neglected  but  extremely  pervasive  influence  on  behavior  stems  from 
the  fact  that  people  want  to  know  where  they  stand  relative  to  others,  that  is,  what 
their  status  is.  This  might  not  be  too  much  of  an  issue  if  there  were  but  one 
standard  for  evaluating  a  person.  But  actually  there  are  numerous  status  hierar¬ 
chies  and  one's  position  is  never  the  same  on  them  all.  Further,  it  is  often  changing. 

One  set  of  status  problems  in  industry  arises  from  the  impact  of  changing 
technology.  Men  who  entered  companies  years  ago  and  rose  slowly  through  the 
ranks  often  feel  that  seniority  and  age  justify  fairly  high  status  positions.  However, 
they  may  find  themselves  superseded  by  younger  men  moved  into  higher  level 
positions  because  their  more  recent  technical  training  better  fits  them  to  cope  with 
modern  business  problems.  Working  for  somoono  younger  than  themselves  and 
with  loss  seniority,  those  men  fool  their  status  has  been  eroded  and  often  accept 
this  with  little  grace, 


Perceptual  Differences 

It  has  long  boon  recognized  that  people  who  look  at  things  differently  often 
como  into  conflict.  In  organizations,  people  soo  things  differently  for  a  variety  of 
reasons,  among  them  locational  factors,  It  is  frequently  observed  that  people  in 
different  functional  departments  will  tend  to  have  different  views  of  what  is  good 
for  the  company  arid  how  things  am  to  bo  done.  Tho  classic  conflicts  between 
marketing  and  production  over  r.uch  things  as  delivery  times,  quality  and  lengths 
of  production  runs  are  well  known.  People  in  those  departments  not  only  perform 
different  types  of  work  but  also  interact  with  different  publics.  Marketing  people 
interact  most  frequently  with  people  outside  the  company,  customers  and  competi¬ 
tors;  those  in  manufacturing  Interact  mostly  with  other  departments  within  the 
company  or  with  tho  union,  those  differences  in  systemic  linkages  and  activities 
lead  to  differences  in  perception  of  considerable  magnitude.® 

Hiorarchal  location  also  has  an  impact.  Tho  problems  seen  by  the  first  line 
supervisor,  facet!  with  the  enormous  pressures  of  day-to-day  operations,  are  quite 
different  from  those  of  the  managers  two  and  tree  lovels  above  whose  time 
perspectives  arts  greater  and  wtiose  pressures  take  a  different  form  and  come  from 
different  quarters,  ,  .  , 

1  fa**-  (<»r  example,  I  )iAV  ui  t  ‘  horn  .uni  Herbert  A.  Simon,  "Selective  Perception:  A  Note 
on  Departmental  iUenttlit  aeon  it!  Ivxei  tinvc(,"  tiofktint'lti/,  Vat,  111  ( IflSH)  pp,  140  144. 
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From 

ORGANIZATION  DEVELOPMENT 
OBJECTIVES,  ASSUMPTIONS 
AND  STRATEGIES* 

By  Wendell  French1! 


Organization  development  refers  to  a  long-range  effort  to  improve  an  oroaniza 
tion  s  problem  solving  capabilities  and  its  ability  to  cope  with  changes  in  its  extort 
environment  with  the  help  of  external  or  internal  bohavioial  scientist  consul  ante 
or  change  agents,  as  they  are  sometimes  called.  nts* 

♦  *  #  *jt  * 

^SblwCVrS °*<  TyP,ca,ODPr°9rams.  Although  the  speethc  interpersonal  and 
task  objectives  of  organization  development  programs  will  vary  according  to  each 
diagnosis  of  organizational  problems,  a  number  of  objectives  typiuallyomorae 
These  objectives  reflect  problems  which  are  very  common  in  orgam/ationT  9  ' 

1.  To  increase  the  level  of  trust  and  support  among  organizational  members 

. jf:  To  ncrease  the  ,nc,d®nce  of  confrontation  of  organizational  problems  both 

w,ta  groups  and  among  groups.  octal  ,o 

3.  To  create  an  environment  in  which  authority  of  assigned  role  ,s 
by  authority  based  on  knowledge  and  skill.  •'  ,s  ,u,f,'1,‘jntod 

na|  J.  T° inCr6aSe  the  openness  01  communications  laterally,  vertically,  and  dlago- 
zatfon10  inCreaS6  thS  l8Vel  °f  personal  enthus.asm  and  satisfaction  ,n  ttie  organ.- 
t-  tJr  find  synergistic  so,ution^  to  problems  witf,  greater  freguency  (Svnemis 

mentation.2  ^  8  6VSl  °f  S6,f  and  9roup  rosponsibiiity  in  planning  arid  irnplo- 


seaStb^SHi' WooX^su^eSmafn  *”1  °'°m,*ation  Subunits,  Ro- 

d  suggests  that  organization  development  efforts  might 


agement  Review,  Vol.  XII* No.  y •»**'*</ * Vw rl H''«'r»«t(ed  Imn,  Cahfatma  Man 
ington.  '  ‘  ro  <'S!’or  m  l(»'  Cri.du.x..  .s,  ho.d  of  Humh.-v.  „|  ihr-lim..,.,.,,,,  „t  Wash- 

Oaniel  Katz  and  Robert  MCithri?'/* h  *'  Km"‘'  ‘  "tinnuml," 

Wiley  and  Sons,  1966),  p,  33,  *  * m  ttf  ( htftmutu tmm  \  New  York;  John 

increase  the  overall  level  of  authority  In  ^W/M  1  '■  vv bether  Oil  programs 

point.  My  hypothesis  is  that  both  a  r«I  stribuihm  ™ T' l,wtr(hu<‘,"‘  *•,  a  debatable 

'  Joan  Woodward  Industrial  <11 ,  . !  i,W  "v,‘r  i11  ... . ... 

sity  Press,  1965).  '  mntsiwn.-  I  henry  and  Praeturt  I.ortdtm  Oxford  Univer- 
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be  more  relevant  to  certain  kinds  of  technologies  and  organizational  levels,  and 
perhaps  to  certain  workforce  characteristics,  than  to  others.  For  example,  OD 
efforts  may  be  more  appropriate  for  an  organization  devoted  to  phototype  manu¬ 
facturing  than  for  an  automobile  assembly  plant.  However,  experiments  in  an 
organization  like  Texas  Instruments  suggest  that  some  manufacturing  efforts 
which  appear  to  be  inherently  mechanistic  may  lend  themselves  to  a  more  par¬ 
ticipative,  open  management  style  than  is  often  assumed  possible.4 

However,  assuming  the  constraints  of  a  fairly  narrow  job  structure  at  the  rank- 
and-file  level,  organization  development  efforts  may  inherently  be  more  productive 
and  relevant  at  the  managerial  levels  of  the  organization.  Certainly  OD  efforts  are 
most  effective  when  they  start  at  the  top.  Research  and  development  units — par¬ 
ticularly  those  involving  a  high  degree  of  interdependency  and  joint  creativity 
among  group  members --also  appear  to  be  appropriate  for  organization  develop¬ 
ment  activities,  if  group  members  are  currently  experiencing  problems  in  com¬ 
municating  or  interpersonal  relationships. 

Basic  assumptions.  Some  of  the  basic  assumptions  about  people  which 
underlie  organization  development  programs  are  similar  to  "Theory  Y”  assump¬ 
tions9  and  will  be  ropoatod  only  briefly  here.  However,  some  of  the  assumptions 
about  groups  and  total  systems  will  be  treated  more  extensively.  The  following 
assumptions  appear  to  underlie  organization  development  efforts.® 

About  People 

Most  individuals  have  drives  toward  personal  growth  and  development,  and 
these  are  most  likely  to  bo  actualized  In  an  environment  which  is  both  supportive 
and  challenging. 

Most  people  desire  to  make,  and  are  capablo  of  making,  a  much  higher  level 
of  contribution  to  the  attainment  of  organization  goals  than  most  organizational 
environments  will  permit, 

About  People  In  Groups 

Most  people  wish  to  be  accepted  and  to  interact  cooperatively  with  at  least  one 
small  reference  group,  and  usually  with  more  than  one  group,  e.g.,  the  work  group, 
the  family  group. 

One  of  the  most  psychologically  relevant  reference  groups  for  most  people  is 
the  work  group,  including  poors  and  tho  superior. 

Most  people  am  capablo  of  greatly  increasing  their  effectiveness  in  helping 
their  reference  groups  solve  problems  and  in  working  offoctively  together. 

For  a  group  to  optimize  its  effectiveness,  the  formal  leader  cannot  perform  all 
of  the  leadership  functions  In  all  circumstances  at  all  times,  and  all  group  members 
must  assist  each  other  with  effective  leadership  and  member  behavior. 

‘Sfc  M  S<  ntt  Myrtt,  "I'.vcrv  hmplnyof  ,t  Managin', "  California  Mumwmi'nt  Henicut,  X 
(Spring  l'HIHi. '»  ail 

‘Km*  tkmgi.nt  Mi  Ciogoi,  t'hf  Human  Snip  »/  Hntpriiriap  ( Now  York;  McGraw-Hill  Book 
Company,  IIMtili,  pp  A'f  »IM 

'  tn  addition  to  inlUwni  <•  from  tin*  writing*)  of  MiGri'gor,  Uknrt,  Argyrin,  anil  <»th«*r«,  this 
dlisfUNSUm  h.fi  tw-rn  mlluotn  «*d  hv  "Solin'  Avnimptioiw  About  Chango  in  Organization*!, "  in 
nototxmk  “Program  tin  Spi*t  tabu™  in  Urgam/atlon  Training  and  Ik-vnlopmont,”  NTt,  Insti- 
tuto  tor  Appltod  ISoh.n.  nn.il  S<  ti'iit  r,  I'HiV,  and  by  stair  itiombor*  who  part!Hpau*d  in  that 
program 
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About  People  in  Organizational  Systems 

Organizations  tend  to  be  characterized  by  overlapping,  intordopomtont  wnd, 
groups,  and  the  linking  pm"  function  of  supervisors  and  other  needs  to  be  unr£? 
stood  and  facilitated.7  06  unclef" 

What  happens  in  the  broader  organization  affects  the  small  work  oroi.n  w 
vice  versa.  pwwptnfj 

What  happens  to  one  subsystem  (social,  tochnologral.  or  administrative!  win 
affect  and  be  influenced  by  other  parts  of  the  system.  *  W  w 

The  culture  in  most  organizations  tends  to  suppress  the  oitpms.ynn  of  teel.rv» 

^  Snt h8W  = 9a*  0,he' and  «>'  ’V  Mt.», 

iobSSXS.'ee"naS  a<1Ve'Se'V  8"a"  Pr°°",m  '“>'V,r“1'  p'”"“n<"  « 

™e  '!Vel  Ofint0?ersor,a' trust'  suPP07‘.  and  coop.wat.or!  m  much  lower  m  mftst 

organizations  than  is  either  necessary  or  desirable.  M  1  ^ 

flt“.'I,i!'l0S8''  strategies  between  people  and  groups,  while  realistic  arid  aporoori 
ate  in  some  situations,  are  not  optimal  in  the  long  run  to  the  solution 
organizational  problems.  wwtttn  Of  most 

Synergistic  solutions  can  be  achieved  with  a  much  higher  friwoanru  than  u 
actually  the  case  in  most  organizations.  than  » 

Viewing  feelings  as  data  important  to  the  organization  tends  to  ooan  .»  mam, 
avenues  for  mproved  aoal  setfinn  i«aa«,<,i,,.e  '  "P*1”  up  many 

intergroup 

sta«ng..„d,ask.sp^^^^^ 

free.  Applied “  etaS  «eX'o™,! IT'T'T  — *»  «*  »»'*' 

subscribe  to  a  comparabte  set  of  JEf -  m  ‘  UVt°  uoma.ltants  bind  to 

assuming  that  they  constitute  a  cnmni/o  'i  a.thou-,tl  m)  wfmu,d  dvotd  tfiu  trap  of 
One  value  to wWch  mt^v  blaS  °  V  hlorTOqonouif  *°«P  d«  not 
priority,  is  that  the  needs  and  asDirafrnnv*?  I8*  Ch<W',tJ  n^*rlln  tmti  10  lfIV0  toflh 
organized  effort*  soSy" 'J'T  T  ^  "■«  * 
outlook  and  concerned  with  »h«  i^^L  ^  d®v®»opm®ntal  in  their 

of  people  in  organizations,  ^  opportunity  for  thn  personal  growth 

«<££££? xs; ss;  “  ",nm  — ■** 

permitted  to  be  a  more  leaitimato  nnrt  thJ0y?fa  0,  *  ,<M,lings  anti  mwitimonts  ar® 

to  an  action  A  "’rt  •> 

tbe  effectiveness  of organic A  Z  ,  »"  «•  improve 

— —  .  ganizanons.  A  fourth  value  -  or  perhaps  a  belief  -  is  that 

m<T^New  dim  H<K)k  Sru  m  of  Manage 

the  behavioral  scientists  aNsotint't.f'rwfth  ’‘‘'“t1"''1  ''r«.iw/4tiotu|  i  tunite,  with 

w  rielrch0 WledK<t TMv  nwrv  v,:*l,la!  w  IZI'  "T  *"h  <wtm1 

matX  i»uh|  V  ;  and  “  dint  improved  irner?*!r.,m  .i  **«>*»«m'*m  to  ,i.  t.o,.,  4.,  well  4* 
^encli  Pff  .^,te^°rKa(,lzild<mitl  liert'orm.tm e "  He,  I  ’".!*!  «»'*'d'  «el.mo, Wllt  ..He 
19631  is7*1«qCI m?  drKanif,ationat  Change  "  Adminii.fi ?'  A..N,'*V  ^'tU*  tor  the  behavioral 

SS'"1*  !Ierb«r‘  A'  «htt{«,rd,  "An  Aethm  K ^  tf«  ' T  '»« <»*«« 

Program  for  Organization  Improvement,  pp  31  :)r>K  Mm,H-  1,1  An  A<  turn  Hcseareh 
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improved  competency  in  interpersonal  and  intergroup  relationship  will  result  in 
more  effective  organizations.9  A  fifth  value  is  that  behavioral  science  research  and 
an  examination  of  behavioral  science  assumptions  and  values  are  relevant  and 
important  in  considering  organizational  effectiveness.  While  many  change  agents 
are  perhaps  overly  action-oriented  in  terms  of  the  utilization  of  their  time,  neverthe¬ 
less.  as  a  group  they  are  paying  more  and  more  attention  to  research  and  to  the 
examination  of  ideas.10 

The  value  placed  on  research  and  inquiry  raises  the  question  as  to  whether 
the  assumptions  stated  earlier  are  values,  theory,  or  “facts.”  In  my  judgment,  a 
substantial  body  of  knowledge,  including  research  on  leadership,  suggests  that 
there  is  considerable  evidence  for  these  assumptions.  However,  to  conclude  that 
these  assumptions  are  facts,  laws  or  principles  would  be  to  contradict  the  value 
placed  by  behavioral  scientists  on  continuous  research  and  inquiry.  Thus,  I  feel 
that  they  should  bo  considered  theoretical  statements  which  are  based  on  provi¬ 
sional  data. 

This  also  raises  the  paradox  that  the  belief  that  people  are  important  tends  to 
result  in  their  being  important.  The  belief  that  people  can  grow  and  develop  in 
terms  of  personal  and  organizational  competency  tends  to  produce  this  result. 
Thus,  values  and  beliefs  tend  to  be  solf  fulfilling,  and  the  question  becomes  “What 
do  you  choose  to  want  to  believe?"  While  this  position  can  become  Pollyannaish 
in  the  sense  of  not  seeing  the  real  world,  nevertheless,  behavioral  scientist-change 
agents,  at  least  this  one,  tend  to  place  a  value  on  optimism.  It  is  a  kind  of  optimism 
that  says  people  nan  do  a  better  jot)  of  goal  sotting  and  facing  up  to  and  solving 
problems,  not  an  optimism  that  says  the  number  of  problems  is  diminishing. 

It  should  bo  added  that  it  is  important  that  the  values  and  beliefs  of  each 
behavioral  science- change  agent  tie  made  visible  both  to  himself  and  to  the  client. 
In  tho  first  place,  neither  can  learn  to  adequately  trust  the  other  without  such 
exposure  a  hidden  agenda  handicaps  both  trust  building  and  mutual  learning. 
Second,  and  perhaps  mere  pragmatically,  organizational  change  efforts  tend  to 
fail  if  a  prescription  is  applied  unilaterally  arid  without  proper  diagnosis. 

Strategy  In  Organization  Development;  An  Action  Research  Model.  A 
frequent  strategy  in  organization  development  programs  is  based  on  what  behav¬ 
ioral  scientists  refer  to  as  an  “action  research  model."  This  model  involves  exten¬ 
sive  collaboration  between  tho  consultant  (whether  an  external  or  an  internal 
change  agent)  and  tho  client  group,  data  gathering,  data  discussion,  and  planning. 
While  descriptions  of  this  model  vary  in  detail  and  terminology  from  author  to 
author,  the  dynamics  are  essentially  the  same.11 

Figure  1  summarizes  some  of  tho  essentia!  phases  of  the  action  research 
model,  using  an  emerging  organization  development  program  as  an  example.  The 
key  aspects  of  the  model  are  diagnosis,  data  gathering,  feedback  to  the  client 
group,  data  discussion  and  work  by  the  client  group,  action  planning,  and  action. 

*  Bwmtn,  "A  Wrwz  Hot**  lor  th»*  Ifohavtorat  ttrirmr**/*  IS8, 

p  For  4  div  imntn  of  *«»mn  of  tin*  problem**  and  dilommat*  in  bohaviorat  wionoo  rosoareh, 
%m*Ckn%  Ar&vm,  ‘mating  Fffr*  uv*«  ItrlaffomhitM  m  Organi/atiwuC  in  Richard  N.  Adam?* 
and  Ja<  k  j  PrHvg,  mts  ,  Human  ( h  yam  sat  tun  Hrarnrvh  f  IIoinowtwKb  tlh  Tho  I)or«oy  Pros?*, 
lWiOi,  pp.  iW»  l?A,  and  Barbara  A  Bomnht  t4  H  at,  "Th«*  Fhnioal  Kxpmmontal  Approach  to 
Organizational  <  hango  Kftort  V  ftmrmttufAflpiMi  Svivnad  Nov,  BH>7 ), 
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"  For  further  di*a  tmion  ol  at  torn  ro*n\m'h,  Fdgar  II,  Sob  t*  in  and  Wurron  <1,  Bonn  in, 
Pammnl  and  thtfamnahumd  c  hamtr  Thnmph  iimup  Method#  ( Now  York;  John  Wiloy  and 

Som,  Pfbbi,  pp  ,t’M 
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FIGURE  1 


An  Action  Research  Model  for  Organization  Development 


Joint  action  planning  (objec¬ 
tives  of  OK  program  and  means 
of  attaining  goals ,  e.g.,  "team 

building")  A 


Feedback  to  key  client  or  client 

group  A 


“"“T 

Data  gathering  and  diagnosis  by 
consultant  A 


Action  (new  behavior) 

t 

Action  planning  (determination 
of  objectives  and  how  to  aet 
there)  A 


Discussion  and  work  on  data 
Feedback  and  data  by  client 
group  (new  attitudes,  new  per- 
spectives  emerge) 


Feedback  to  client  group  (e.g., 
m  team  building  sessions,  sum¬ 
mary  feedback  by  consultant; 
elaboration  by  group) 


Action  planning 


Discussion  and  work  on  feed 
back  and  emerging  data 


Feedback 


Data  gathering  (reassessment 
state  of  the  system) 


Consultation  with  behavioral 
scientist  consultant 


Data  gathering 


Key  executive  perception  of 
problems 


The  sequence  tends  to  be  cyclical  with  the 

as  the  client  group  learns  to  work  more  eftSv  °?  nfw  or  advanced  problems 
should  also  be  considered  a  process  sinro  IV?ly,  .t09ether-  Action  research 
involves  .  .  a  continuous  gatherinq  and  anaivt  W'i Foote  Whyte  says,  it 
data  and  the  feeding  of  the  findinas  intn  th  na  ysis  of  human  relations  research 
change  behavior.”**  (Feedback  we  2 dlf  0r9an,zation  such  a  manner  as  to 
behavior.)  °Dack  we  Wl11  def™  as  nonjudgmental  observations  of 

stem  from  ^  organization  development  efforts 

problems,  decision-making  processes  and  ^  3S  interpersonal  and  intergroup 
^  ^  c,ient  organizarnUn,Cat,°n  f'°W  Wh‘Ch  are  Cur' 

d,agnos,s,  which  focuses  on  the  expressed  needs  of  the  client  is 

(Homewood,  1,1,  ^  Research  for  Movement 
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extremely  critical.  .  .  .  In  the  absence  of  a  skilled  diagnosis,  the  behavioral  scien¬ 
tist-change  agent  would  be  imposing  a  set  of  assumptions  and  a  set  of  objectives 
which  may  be  hopelessly  out  of  joint  with  either  the  current  problems  of  the  people 
in  the  organization  or  their  willingness  to  learn  new  modes  of  behavior.  In  this 
regard,  it  is  extremely  important  that  the  consultant  hear  and  understand  what  the 
client  is  trying  to  tell  him.  This  requires  a  high  order  of  skill.13 

Interviews  are  frequently  used  for  data  gathering  in  OD  work  for  both  initial 
diagnosis  and  subsequent  planning  sessions,  since  personal  contact  is  important 
for  building  a  cooperative  relationship  between  the  consultant  and  the  client 
group.  .  .  . 

Data  gathering  typically  goes  through  several  phases.  The  first  phase  is  related 
to  diagnosing  the  state  of  the  system  and  to  making  plans  for  organizational 
change.  This  phase  may  utilize  a  series  of  interviews  between  the  consultant  and 
the  key  client,  or  between  a  few  key  executives  and  the  consultant.  Subsequent 
phases  focus  on  problems  specific  to  the  top  executive  team  and  to  subordinate 
teams.  (See  Fig.  2.) 

IRE  2 

mlMtlon  Development  Pheeee  In  a  Hypothetical  Organization 


1 


1  if  phai»t 

Hf  phos*.  Date  gathering,  ftwsdback,  and  diagnosis- 
*  annul  ten  f  and  fop  txtcuflv*  only. 

2nd  pftcit* 

2nd  phaio,  Data  go f haring,  feedback,  and  rtvisod 

diagnosis  a  omulfanf  and  two  or  morn  kuy  staff  or  lino 
paopln# 

3rd  phoM 

“ird  pbma,  Date  gafhi’rrng  and  foodback  fo  to  fa  1  fop 

nkru  ufivc  team  In  "team-building"  laboratory,  with  or 
without'  Inhy  subordinates  from  teval  bo  low. 


4th  arid  additional  phmoi.  Data  gafhming  and  teem- 
bu t Idiot}  lom  with  2nd  or  3rd  lovol  teams. 

SubffKjuwf  pMms#  Data  fjofherlng,  feedback,  and 
inter  for  a  proldom -salving  sessions  across  groups# 
Mmulfanaoui  phases.  Several  managers  may  attend 
‘Strarupr’*  T  Crniups;  count's  in  fho  managcrrmrif  duv«l« 
upturn  tf  program  rntiy  luppteronnf  fhis  Irurnirttj, 


♦  *  ♦  *  ♦ 

Laboratory  Training  and  Organization  Development.  Since  organization 
development  programs  have  largely  orrttjrgod  from  T-group  experience,  theory, 
and  research,  and  since  laboratory  training  in  one  form  or  another  tends  to  be  an 
integral  part  of  most  such  programs,  it  is  important  to  focus  on  laboratory  training 
per  so,  As  stated  earlier,  01)  programs  grow  out  of  a  perceived  need  to  relate 
laboratory  training  to  the  problems  of  ongoing  organizations  and  a  recognition  that 
optimum  results  could  only  occur  if  rnaior  parts  of  the  total  social  system  of  an 
organization  were  involved, 


"  furth.T  it  tv  uvttiui  «l  iiin,uu/,ilt<m  dUiKnosK  v«.'  Kk'hard  Hnckhanl,  "An  Orniinl7.ii- 

:lon  t'ri>Kr-iin  in  ,t  !>*•<  .-nlivihwd  OrH<tnl/.iUi»n,",/n«rH«/  of  Applied  Behavioral 

Seienee,  It  rj.tn  M.in  h  I'lMti,  I  <1,  "(It I  .i*i  *i  in  What's  Wronp  with  Work'/,  pi>.  12  13. 
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+  *  #  ♦  * 

Ordinarily,  laboratory  training  sessions  hav*?  rot  tain  .ttynotivos  m  common  Tha 
following  list,  by  two  internationally  known  behavioral  smnntisK  u  ts  probati 
highly  consistent  with  the  objoctivos  of  most  programs 


Self  Objectives 

Increased  awareness  of  own  feelings  and  reactions,  and  own  impact  on  others 

Increased  awareness  of  feelings  and  reactions  of  others,  and  their  impact  on 
self. 

Increased  awareness  of  dynamics  of  group  action 
Changed  attitudes  toward  self,  others,  ami  groups,  t  *> «  morn  umm:t  for  Mm 
ance  for,  and  faith  in  self,  others,  and  groups, 

Increased  interpersonal  competence,  t.o..  skill  in  handling  mhmmmml  and 
group  relationships  toward  more  productive  and  satisfying  relationships 

Role  Objectives 

Increased  awareness  of  own  organisational  role.  organuMt.onal  dynamics  dv 
namics  of  larger  social  systems,  and  dynamics  uf  th« -charm.  •  prom -mm  St)|,  ’smI 
groups,  and  organizations.  smal1 

s^r^zrr;^ 
srsts “rn9no8s  M  "*”■  -*■— 

^5sssr,’‘ . . . . 


Organizational  Objectives 

rather9 than  IsolatelTiSvSuals1  thr°UQh  th“  traifmKf  nilatiormh.ps  or  groups 

!rtlJUM,(,ry  *-*«»  *«•  ■*  to 

NTL-IABS  human  relations  laboratories  ma|or,ty  of 

ticipants  who  come  from  different  omani  ir,«  ,  ,  N‘  *  •«  wiving  par- 

met  earlier.  However  as  indicated  hu*!!!*3  WW  ’ln<J  w  lu  mt  n,lt  l,k,llV  10  have 
iPddencp  *  sppdaHaS  ****1  ^ 

ready  working  together  appears  to  ^  of  pnmmn  at* 

labs  involving  people  from  the  same  ^  )WnCJ'  ^’MS  tdrms  likn  "i;f>u*tirtlabs,"i,«,, 

••<ry  . . . . . 

subordinates,  are  becoming  famdiar  So  ,‘l  'l  V‘  f  1  •>  and  ail  of  his 

tional  members  not  of  the  same  unit  mi  ,'  piln  )’  ,f‘ ,nhn  dnsignitd  fur  orgam/a- 

(“horizontal  slice”)  or  selected  «o  as  Tnl  bo  Srt,0f;,0d  ,mt"  ’idmn  rank  Invol 

rank  (“diagonal  slice").  Further  NTL  |aB?,s‘m  *  ‘Juupmg  by 

* "*  '»» — • 
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bars  from  the  same  organization  to  attend  NTL  Management  Work  Conferences 
and  Key  Executive  Conferences  in  order  to  maximize  the  impact  of  the  learning 
in  the  back-home  situation.18 

♦  #  *  *  * 

Summary  Comments .  Organization  development  efforts  have  emerged 
through  attempts  to  apply  laboratory  training  values  and  assumptions  to  total 
systems.  Such  efforts  are  organic  in  the  sense  that  they  emerge  from  and  are 
guided  by  the  problems  being  experienced  by  the  people  in  the  organization.  The 
key  to  their  viability  (in  contrast  to  becoming  a  passing  fad)  lies  in  an  authentic 
focus  on  problems  and  concerns  of  the  members  of  the  organization  and  in  their 
confrontation  of  issues  and  problems. 

Organization  development  is  based  on  assumptions  and  values  similar  to  “The¬ 
ory  V”  assumptions  and  values  but  includes  additional  assumptions  about  total 
systems  and  the  nature  of  the  client-consultant  relationship.  Intervention  strate¬ 
gies  of  the  behavioral  scientist-change  agent  tend  to  be  based  on  an  action- 
research  model  and  tend  to  be  focused  more  on  helping  the  people  in  an  organiza¬ 
tion  learn  to  solve  problems  rather  than  on  prescriptions  of  how  things  should  be 
done  differently. 

Laboratory  training  (or  "sensitivity  training”)  or  modification  of  T-group  semi¬ 
nars  typically  are  a  part  of  the  organizational  change  efforts,  but  the  extent  and 
format  of  such  training  will  depend  upon  the  evolving  needs  of  the  organization. 
Team-building  seminars  involving  a  superior  and  subordinates  are  being  utilized 
moro  and  more  as  a  way  of  changing  social  system  rapidly  and  avoiding  the 
cultural  distance  problems  which  frequently  emerge  whon  individuals  return  from 
stranger  labs,  However,  stranger  labs  can  play  a  key  role  in  change  efforts  when 
they  are  used  as  part  of  a  broader  organization  development  effort. 

Research  has  indicated  that  sensitivity  training  generally  produces  positive 
results  in  terms  of  changed  behavior  on  the  job,  but  has  not  demonstrated  the 
link  between  behavior  changes  and  improved  performance.  Maximum  benefits  are 
probably  derived  from  laboratory  training  when  the  organizational  culture  supports 
and  reinforces  the  use  of  now  skills  in  ongoing  team  situations. 

Successful  organization  development  efforts  require  skillful  behavioral  scientist 
interventions,  a  system:;  view,  an<l  top  management  support  and  involvement,  In 
addition,  changes  stemming  from  organization  development  must  bo  linkod  to 
changes  in  the  total  personnel  subsystem.  I ho  viability  of  organization  develop¬ 
ment  efforts  lies  in  ft  in  degree  to  which  they  accurately  reflect  the  aspirations  and 
concerns  of  the  participating  members, 

In  conclusion,  successful  organization  development  tends  to  be  a  total  system 
effort;  a  process  of  planned  change  -not  a  program  with  a  temporary  quality;  and 
aimed  at  developing  the  organization's  internal  rosourcos  for  effective  change  in 
the  future, 

”  For  I tn flirt1  dim  imum  of  group « omponition  in  laboratory  training,  «ee  Sehein  and  lien 
nin,  pp  iiM  <i*i  Nil*  FAILS  now  im  hate  the  < 'enter  far  Organization  Studies,  the  Center  for  the 
Development  of  Fdtn  annual  Leadership,  the  < ‘enter  for  Community  Affairs  and  the  Center 
for  International  framing  to  nerve  a  wide  range  of  dtent  populations  and  groups. 
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THEORIES  OF  BUSINESS  BEHAVIOR* 

By  Joseph  W.  McGuire} 

The  Maximizations  of  Profits  and  “Rationality" 

.  Jhe |  economic  theory  of  the  firm  does  not  merely  postulate  profits  is  th«  n„«i 

It  L^S,neSS  “"T" 11  steto8  exp"a,|y ,hat  ,tw  <*  mm, mm  pr0£  2 

^  RaS^n6U^  W'  t,y  t0  movo  toward  <hm  ohjoctwe  in  «  rational  n  armor  d 
Rations  ity,  in  the  economic  theory  of  the  firm,  implicitly  assumes  no  », 

be  undertaken  by  the  business  enterprise  that  will  move  it  away  from  its  anm** 
maximum  profits.  Furthermore,  it  assumes  that  tho  division  maker  faced  wahL« 
or  more  alternatives  that  will  result  in  various  outcomes  will  invnr’iahlv  snJJtS 
alternative  that  will  tend  to  move  the  firm  to  (  or  closer  to}  profit 
order  to  accomplish  changes  in  the  proper  direction  >  T 
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action  wherein  the  pertinent  variables  are  wowhod  -n  »hJ„  ,  ?  mean 

are  in  the  direction  of  increasmo  nor  n rn,Z  V ,  *  h  nw,‘,,n*  nnd  changes 
preneur  is  thus  based  Zn  P  °  '*'  rhw  kK),t'  ,,f  th"  ontre- 

maximum.  d  P  mar9'na'  analysis,  which  is  a  process  tor  finding  a 
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costs  include  bom  variable  costs,  which  Soelrnrh-!  m:,rq",i‘l  To,al 

costs,  which  continue  at  the  samn  iouai  ar,9°  Wlth  c,1‘4n?Jds  ,f*  output,  and  fixed 
output  changes.  We  can  write  the  total  ml  ?  '?  th'* sh,wt  n'r',  '"‘^’pundent  of 
(q)  represents  items  of  o^put  produced  oor  unlTn A’  ***  ?  ^  *  *•  *»• 

marginal  cost  of  production  thSn  is  1/Z  r  f  i  !  “d  A  w  Umti  coste'  rhe 
respect  to  the  quantity <&**££%£  ^  th,)  dwflViit>v'J  *>««»  M  with 

occurs  with  a  changeTn  olui  MaZaZ  V*  **  n  C  which 

accompanies  changes  in  sales  so  that  ‘VtooTTT "7™° ^ 
furthermore,  that  the  revenue  anri  r  Z,  s  ustw,,Y  assumed, 

derivatives  exist  at  any  point  WelZw  ha! TO*  commmm‘ {m(i  *»* 
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profits  are  maximized  and  not  minimized  when  chr/dq  =  0,  we  must  meet  the 
sufficient  condition  for  a  maximum,  which  is  that  d27r/dq2  <  0  so  that 


d2r 
dq 2 
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dq2  dq2  dq2 


Profits  are  maximized  in  the  economic  theory  of  the  firm,  therefore,  when 
marginal  costs  are  equal  to  marginal  revenues,  and  when,  at  the  point  of  intersec¬ 
tion  of  the  two  marginal  curves,  the  marginal  cost  function  cuts  the  marginal 
revenue  function  from  below.  Entrepreneurs,  when  making  their  output  decisions, 
weigh  the  expected  costs  of  producing  additonal  units  of  output  against  the  ex¬ 
pected  revenues  from  the  sale  of  these  additional  items.  If  the  additional  revenues 
(marginal  revenues)  are  larger  than  the  additional  (marginal)  costs  of  production, 
output  will  be  expanded  and  simultaneously  (as  the  sufficient  condition  above 
requires)  total  revenues  will  expand  more  than  total  costs.  Production  will  continue 
to  expand  as  long  as  Rm  >  Cm.  Additional  production  will  not  be  contemplated 
if  Cm  >  Rm ,  for  at  such  an  output  position  net  revenues  would  be  reduced  by 
additional  production. 
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JEADERSHIP  AS  AN  IMPORTANT  FUNCTION  OF  MANAGEMENT 

In  previous  parts  of  the  book,  we  see  that  managers  are  concerned 
Pith  certain  key  tasks  which  they  perform.  These  tasks  are  important 
unctions  in  the  organization  if  the  organization  goals  are  to  be  achieved, 
"hey  are  functions  in  the  sense  that  the  heart  has  a  certain  function  if 
he  physical  body  is  to  achieve  its  purposes:  walking,  talking,  or  thinking, 
'art  II  examined  the  tasks  of  strategic  planning  and  organization  design, 
'art  III  centered  on  the  allocation  of  resources  (principally  fixed  re- 
ources)  through  financial  planning  and  control.  Part  IV  turned  to  alloca- 
Lon  of  resources  (principally  day-to-day  operating  manpower  and 
ciaterials)  by  use  of  management  science. 

In  each  of  these  tasks  and  functions,  it  was  our  purpose  not  only  to 
nderstand  something  of  the  specific  tasks  (e.g.,  organization  design  or 
cientific  decision  making),  but  also  more  importantly  to  see  how  that 
ask  related  to  other  organizational  tasks  with  which  the  manager  must 
ope:  financial  control  was  related  to  the  way  he  designs  the  organization 
tructure;  decision  making  was  related  to  human  behavior. 

In  Part  V,  we  will  be  changing  the  center  of  attention.  Instead  of 
entering  on  things,  such  as  organization  goals  and  operating  tech- 
ology,  with  subsidiary  and  allied  interest  in  how  this  relates  to  people, 
re  shall  center  on  the  people  side  of  the  managerial  system  and  ask  how 
uman  behavior  is  affected  by  technology  or  how  human  behavior  af- 
5cts  technology. 

The  particular  kind  of  human  behavior  we  are  interested  in  is  leader- 
hip.  This  concept  has  meant  many  things  to  many  people.  It  has  been 
tudied  by  historians  (does  history  make  the  man,  or  does  the  man  make 
istory?),  sociologists  (charismatic  versus  legal  leaders),  small  group 
aciologists  (is  there  such  a  thing  as  one  leader,  or  is  leadership  shared? 
nd  is  authoritarian  or  democratic  leadership  more  effective?),  and 
olitical  scientists  (are  monarchies,  oligarchies,  or  democracies  best?). 

For  our  purposes,  organizational  or  managerial  leadership  is  the  sum 
>tal  of  the  day-to-day  actions  of  a  man  as  he  attempts  to  influence  others 
i  ways  that  help  the  organization  achieve  its  goal,  and  that  help  the 
lanager  to  know  when  to  change  organizational  goals,  internal  opera- 
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tions,  or  policies.  Leadership  mav  be  > 

zation  who  is  interested  in  doing^his-fromih  b ^T70"6  jn  the  organi‘ 
to  the  top.  In  fact,  the  concept  allows  ac  T  ^  bottom  of  the  pyramid 
become  a  leader  in  relation  to  his  boss^uflh*16  **  hierarchy  to 
function  of  leadership  and  the  task  itself ^ throughout  a11  ages,  the 
in  the  relatively  few  who  are  most  w  jS  been  rec°gnizably  present 

kind  of  behavior.  In  organizations  frn  &^d  m°St  successful  in  this 

Manhattan  Bank  or  the  Black  Pantb^ th<? Catholic  Church  to  the  Chase 

Ck  Panthers,  this  means  the  managers. 

ofLEEADERSOBUGATIONS  AN°  S°CIAL  RESPONSIBILITY 

manager  who  is  able 

on  in  the  technical  system  and  the  nJnnilemS  (t°  diagnose  what  is  going 
knows  some  of  the  nL^^^^ftyataa?  in  so™  depth,  who 
tional  world,  and  who  is  skilled  in  nc^  i^°r  coping  with  his  organiza- 

of  »• 

their  expedienfoWigations^r^he^r^ticafresp^  St  discharge  either 

it  is  the  man  who  can  understand  th*  esP°nsibilities.  For  example, 
Corporation  of  People  in  the  Shoe 

acquainted  with  techniques  or  autWu  technol°gy  of  making  shoes,  is 
zation  development  methods,  who  cal  behavior-  or  organi- 

to-day  relations  with  others.  He  also  hac  ^  ™ind  best  t0  c°Pe  in  day- 
respected  by  others  as  one  who  is  able  tn  &  blgbfr  Probability  of  being 
necessity  of  expediency  to  use  what  knowlSf  i,  iS  “obliged”  thr°ugh 

judgments.  Otherwise  the  organization  -?g  ¥  Can  t0  make  informed 
own  actions  “won’t  work”  af  welf  FTh  be  aS  successful  and  his 

nology  and  efficiency,  or  there  wi  1  h?6  Wil1  be  defective  tech- 

And  for  those  who  feel  ethical  responsThdT  human  relati°ns,  or  both, 
shoe  company  for  society,  or  to  operate  In  n1'  *  ■t°  operate  an  excellent 

beings  are  treated  with  dignity  sulhtef  0rga™zatioa  in  which  human 
are  the  surest  way  to  fulfill  them  ormed  judgments  and  actions 

CONCEPTS  AND  THEORIES  OF  HUMAN  BEHAVIOR 

The  readings  in  Part  xt-  *  i  , 

from  the  behavioral  sciencelThat  aiH  thUmbGr  °f  COncePts  aad  theories 
huma„  system.  Sociologist £voS  ^ '“'tatanding  the 

concept  of  roles,  the  recurring  (habitual!  f^Ch  tln^e  and  research  to  the 
related  with  the  repetitive  (habitual  i  J  ctlons  of  an  individual,  inter- 
predict  what  will  happen  betwS  thl  T*  f  °,thers  80  tha‘  one  can 
oncept  is  (not  surprisingly)  roughlv  anafif°Ple  playing  tbe  r°les.  The 
theatre  performance  or  a  movie The  rote^°US  t0  the  various  r°les  in  a 
form  the  social  system  of  the  comnanv  n^*1  ^  °^ganizati°n,  together, 
company  president  in  British  CnJ?  ^  Understanding  of  the  role  of  the 

“  the  role  of  the  ge„”S  t?roS  Ltd,  in  relatta 

manager  of  ,ts  subsidiary,  Harrogate  Asphalt 
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Products,  Ltd.,  will  help  the  student  to  understand  why  these  men  act  the 
way  they  do,  and  enable  hint  to  see  possibilities  for  a  more  productive 
leadership  pattern. 

Psychologists  have  contributed  much  to  the  understanding  of  basic 
human  needs,  as  well  as  to  the  understanding  of  the  games  people  play 
[in  the  form  of  defense  mechanisms)  in  organizations.  These  insights 
may  well  enable  one,  as  president  of  The  Lakeland  Food  Products  Com¬ 
pany,  to  understand  better  why  one  of  the  sales  vice  presidents  leads  the 
sales  managers  in  one  way  but  seems  to  lose  out  in  another  way  to  an¬ 
other  leader  who  behaves  in  a  different  fashion. 

In  the  four  cases  in  Part  V,  one  may  also  see  how  different  managerial 
values  and  attitudes  affect  how  one  manager  acts  differently  from  an¬ 
other  .  .  .  some  may  bo  motivated  to  do  a  good  job  for  the  company,  others 
may  be  motivated  to  do  a  good  job  for  themselves,  and  still  others  may 
seek  power,  prestige,  or  simply  companionship  on  the  job. 

In  most  of  the  eases  in  Part  V  we  see  some  form  of  human  conflict. 
Perhaps  this  is  not  so  unusual,  since  organized  life  implies  that  one 
person  must  lie  somehow  related  to  other  people  around  him.  Nature 
seems  to  make  each  human  being  different  from  each  other  human 
aeing,  and  in  order  for  people  to  arrive  at  a  concurrence  about  any  joint 
jndertaking,  a  process  of  conflict  and  conflict  resolution  is  always  pres¬ 
ent.  One  question  is  what  kinds  of  conflict  are  positive  (helping  people 
learn  to  work  together)  ami  what  kinds  are  negative  (destructive  to  learn¬ 
ing).  Allied  to  this  is  another  question:  What  kinds  of  leadership  action 
promote  positive  conflicts  and  eliminate  negative  conflicts?  As  we  study 
conflict  between  sales  vice  president  and  market  planning  manager  in 
I’he  Lakeland  Food  Products  Company,  between  conglomerate  president 
md  local  company  president  in  Harrogate  Asphalt  Products,  Ltd.,  or 
between  product  designers  versus  product  producers  in  Shoe  Corporation 
if  Illinois,  we  will  want  to  distinguish  between  different  kinds  of  conflict 
md  their  causes,  as  well  as  between  alternative  leadership  actions  that 
night  In*  used  in  the  specific  situation,  Headings  interspersed  with  these 
:ases  will  help  to  Identify  such  things  as  causes  of  conflict  and  actions 
■or  conflict  resolution. 

PRACTICES  AND  TECHNOLOGIES  OF  LEADERSHIP 

It  is  one  thing  to  see  in  theory  flow  human  beings  behave  in  organiza- 
:ions.  It  is  a  somewhat  different  thing  to  see  the  details -  the  concrete 
'acts  of  how  managers  in  tin*  eases  behave  in  their  day-to-day  dealings 
with  others.  We  can  see  group  participation  as  the  style  of  Mr.  Saunders 
n  The  Lakeland  Food  Products  Company,  and  the  task-oriented  and 
eehnieal  leadership  of  his  adversary,  Mr.  Proctor.  Mr.  Lampton  in  Har- 
•ogate  Asphalt  Products,  Ltd.,  seems  to  use  a  combination  of  strategic 
xmipetence  anti  authority.  Executives  in  Bergen  Metalfabrik,  A/S  strive 
.0  use  team  building  techniques  with  the  aid  of  an  organization  develop- 
nent  consultant.  They  temporarily  turn  over  at  least  part  of  the  leader¬ 
ship  to  organization  development  consultants,  who  use  team  building 
echniques.  To  see  th»*  practices  of  these  men  in  action  helps  one  to  learn 
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like  “pm“- 

ysis,  integrative  behavior  by  line  manaeer-Th  mi  •  mg’  f°rce<t-field  anab 

ance,  or  organization  development  through’ r  technical  perform- 

which  every  manager  should  ho  gb  consultants,  are  things  with 

concepts  of  authority  from  Part  iTSXSb  These’  together  with  ‘he 
manager  who  must  p^rformthe  **  ^ 

TECHNOLOGY  AND  HUMAN  BEHAVIOR-  THF  uauaccd  . 

mediator  between  parts  of  a  total  Iystem  AS  A 

in  d^tl^ofdetSffte  Leader  as<an^diatorebef^eenrth°P^>0rtUnit^ t0  StUd^ 

“  ^  r 

things  (technology,  finance  iob  strict  Uri\  coraposed  of  a  subsystem  of 
(human  motivations,  attitudi,  and  behlviofl  the^S7516111  °f  Pf°Plu 
becomes  one  of  mediating  between  three  kTnd«  hf  ^  maRagers  J°b 
tion  and  efficiency  demand*  of  «,«/»•  *  re®  kin<^s  of  systems:  the  produc- 
necessary  to  meet  these  and  the  hi  16  y’J^e  technology  within  the  firm 
ultimately  be  s“sa  Je'nTu.h  tel"gs  wlthin  the  arm  "h°  must 

For  example weThaU s^e thaf the  Y  car^  ^ »« ' par.  of  the  work. 
Illinois  are  confronted  by  dictates  in  ™anagey  shoe  Corporation  of 
produced,  and  in  terms  of  the  rn«t  terms  of  the  style  of  shoes  to  be 
demands  have  something  to  do  with  the  w**  t0  ^  public’  These  external 
produced  inside— the  machines  the  fl  ay  shoes  must  be  designed  and 
the  work  to  be  done  by  rarious  Deonl  e  75  °f  W°rk  betWeen  PeopIe  and 
the  designers  of  shoes  have  their  own  id-/61 ?artments‘ At  the  same  time, 
to  deal  with  the  production  Diant  o  ff  ab°Ut  good  desiSn>  about  how 
want  to  lead  the  “  °f  work  U*  they 

must  somehow  strive  to  build  a  svstl  anagement  of  this  company 
ducing  shoes  for  thl  feet  of  solX  ^  performs  silently  in  pro- 
required  to  do  this  and  excellent^6**? ently  m  the  machines  and  jobs 
dignity.  In  this  »em“  ftfS™  m  p  “,Tb°f  h“man  sa“sf“«<-"  »"<* 
Strategic  Planning,  leadership,  and  hum Z  beSoV*  b*tWe“ 

exSd SStS  a«-rsubsys,ems  will 

function  of  mediatiL  “J-e„  ,Ph  “tha;P°mt'  we  Interested  in  the 

tnands,  internal  technicSa^  ' ubsys,ems:  e»«rnal  economic  de- 
necessities.  Part  VI  cas^wilfmject  a  fourth  “d  inKmal  hUma" 
nomic  demands  of  society  otherthan  5^  *  subsystem>  external  noneco- 
is  more  than  ever  aware  that  firms  ?  «°m  \C  production.  Society  today 

uct  without  harmfuTcons^L^srh  P[°dace” economic  prod- 
other  values  which  go  to  make  ud  th^T^d  ’ ^,f^eedom’  esthetic  tastes,  or 
The  job  of  the  manager  asamedtm^f  ^  °r  human  ^nity. 
ancing  of  factors  which  must  ^  ?af  ’-  hen’  becomes  a  complex  bal- 

policy  decisions.  It  is  not  an  easv  tasker  int°  account  in  wise  ar*d  just 
not  an  easy  task.  In  some  ways  it  means  dealing 
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with  the  world  in  its  buzzing  confusion,  or  making  decisions  for  a  can 
of  worms.  As  we  approach  this  kind  of  decision  making  and  this  kind 
of  day-to-day  leadership  action,  practice  with  cases,  in  which  the  human 
brain  must  conceptualize  each  particular  situation  differently  and  then 
judge  the  right  course  of  action,  becomes  the  principal  learning  mech¬ 
anism  for  managerial  competence.  Theories  and  concepts  from  manage¬ 
ment  literature  will  help  the  manager  in  being  more  informed,  but  they 
cannot,  in  themselves,  develop  the  skills  of  a  mediator. 


16.  LAKELAND  FOOD  PRODUCTS 
COMPANY,  INC. 


. . . . *«• 

MarketingDivision  thiiTornnik,.!  t!  !.!! !  OI  i  ,<r  *"  hi  tin1 

vie.  president  are  ? 

first  year  of  Proctor’s  tenure,  the  ease  rf,«, J  .  1  m  1,1  lH,ri,1«  £he 

as  well  as  his  technical  «Vm  >e  en’  v  ru  '  hls  •"  tmns  Mieft, 
actions  are  contrasted  with  th„s,.  '^"’t'  "* 

Division.  The  vice  president  fv»-  ..a,  .  x  tn  s  111  fi"*  Marketing 
the  improvement  of  his  ml  1  » “  r**',W*V  *“v,m{  hw  r,%,som 

obligations.  1  MUl  a  *»  certain  family 

WHY  THIS  CASE  IS  INCLUDED 

ership  pattems°a>ntrasted'  together  vvifli  V  *°  *' ^ 

ecutive  uses  for  behaving  in  his  J,  II*  1,1  r,'-»vuis  each  ex- 

mto  the  important  question,  “What  nmtiJ  /  H'S‘  mMK*t,s  m,‘v  ,M*  «-l'iied 
that  the  two  executive  styles  art*  confli  r**  %  '***  J*i  the  sense 

advantages  and  disadvantages  of  the  *m,\*  <m*‘  *  *‘Ku  see  l«tth  the 
case,  we  can  observe  the  feelings  .lri.|W?.SfV  ,,*'i  Vt  points  in  the 

develop  in  response  to  differtmt le  i  1  ‘e  ut  s'lbw<!mates  as  they 
tween  overt  behavior  or  “game  phying’’ Jr  Vi  Uul!V‘  tiir  ‘M'Wee  *»*- 
feelmgs,  comes  to  light  in  the  behavl  r<J  T utu' *,n,i  Inner 
and  a  group  of  lower  executives  h 

diagnostic  and  predictive  questions 

at  the  end^^is0^^6^^!^  <  af  marked  i  • 

°°k  locates  th‘*  ««h«T  readings 
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1.  Why  did  Paul  Brown  “just  shut  up”  when  Proctor  presented  his  plan 
to  the  first  meeting?  Why  did  attendance  at  staff  meetings  drop  off  later? 
Why,  when  Saunders  asked  about  the  value  of  staff  meetings,  did  some 
managers  seem  indifferent  as  to  advantages  and  disadvantages?  Why  did 
Brown  and  Davidson  at  one  of  the  later  meetings  look  at  the  floor  or  out 
the  window? 

Read:  *Argyris,  Personality  and  Organization,  pp.  27-157  (sections 
on  Defense  Mechanisms  and  Individual  Adaptation).  Mc¬ 
Gregor,  The  Human  Side  of  Enterprise,  pp.  124-31,  172-75. 

2.  Summarize  Saunders'  system  for  staff  meetings  as  he  describes  it 
in  the  case— who  does  what  and  why.  Add  a  summary  of  his  theory  of 
executive  behavior  or  leadership  style.  Why  did  he  believe  in  this  theory 
of  management  or  leadership? 

Read:  *Gellerman,  Motivation  and  Productivity,  pp.  109-18  (section 
on  The  Affiliation  Motive).  *McGregor,  The  Human  Side  of 
Enterprise,  pp.  3,  6-10,  47-48,  53-54.  Also  utilize  the  readings 
from  Question  1. 

3.  What  two  motivations  might  have  caused  Saunders  to  feel  con¬ 
flicted  or  frustrated  (a)  when  he  “felt  uncomfortable  at  having  Proctor 
start  work  in  this  position,”  (b)  when  he  “felt  uneasy  passing  Proctor’s 
office  in  the  first  two  weeks,”  and  (c)  when  he  “felt  awkward  in  starting 
the  meeting”  on  a  different  agenda  than  the  important  problem  raised 
by  Proctor?  Why  didn’tPxoctOT  feel  frustrated  when  he  “had  to  speak  up 
and  let  Brown  know  he  was  wrong?” 

Read:  *Gellerman,  Motivation  and  Productivity,  pp.  109-18  (sec¬ 
tions  on  The  Power  Motive  and  The  Affiliation  Motive). 

4.  Why  did  Proctor  think  about  the  advertising  plan  over  the  weekend 
and  call  Saunders  on  Sunday  afternoon? 

Read:  Hampton,  Summer,  and  Webber,  Organizational  Behavior 
and  the  Practice  of  Management,  Chapter  10.  (Select  which 
parts  of  the  reading  apply  to  this  question.)  *John  Wiley  & 
Sons,  Advertisement  for  Science  in  Marketing,  1965. 

5.  Summarize  Proctor’s  system  of  staff  meetings — who  does  what  and 
when.  Why  did  he  believe  in  this  system  of  group  action  and  this  form 
of  executive  behavior?  Summarize  Williams’  system  for  divisionwide 
meetings — who  does  what  and  why.  Why  did  he  believe  in  this  system 
of  group  action  and  this  form  of  executive  behavior? 

Read:  Utilize  readings  for  Question  4.  Smith,  The  Wealth  of  Nations, 
pp.  4-15.  *Carr  et  al,  American  Democracy  in  Theory  and 
Practice,  pp.  214-19.  *  Cartwright.  Public  Opinion  Polls  and 
Democratic  Leadership,  pp.  23-32. 

6.  As  one  reason  for  division  meetings,  Williams  believes  that  the 
salesmen  and  sales  managers  would  “feel  important  as  an  individual  by 
being  personally  invited  to  company  headquarters.”  Cite  reasoning  as  to 
why  this  might  be  true.  Then  cite  reasoning  why  this  might  be  false. 

Preparation:  Use  your  own  analytical  ability  here.  Or,  if  you  are 
familiar  with  status  motivation  versus  motivation 
through  acting  out  one’s  own  talents  and  abilities  (per¬ 
sonal  motivation),  you  may  want  to  use  a  more  techni¬ 
cal  basis  for  answering. 
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7.  Describe  in  factual  terms  any  difference  um  see  Hi 
which  Saunders  behaves  with  his  subordinates  and  the  wav  in  whi'ku 
behaves  with  his  superior,  Williams,  Explain  tfM«  apparent  t  ontSb 

Preparation:  Think  deeply  about  what  die  must  fundament  d  diff. 

ence  in  his  two  action  patterns  were  !f  V)U1  '  .*! 

him,  what  differences  could  wni  w  »  J  hen  ask  whu? 
terms  of  his  attitudes,  feelings.  or  other  mottvatiouf  £ 
differed.  You  might  also  separate  these  motnatmn*  il 
(a)  those  “from  within”  Saunders  and  ,/e  those  *w 
there  in  the  situation."  out 

di d8?  Why  did  WiIliams  inWrpret  Saunders*  re%m„at«m  m  die  „,lv  he 

Read:  *Leavitt,  Managerial  Psychol tum.  pp  ;»/  M  Hetdimm  t 
Questions  4  ami  5  „iU  Y,,' , £  >™ 

practically  applicable  to  the  case  k  m‘w 

POLICY  QUESTIONS 

Saunders  and  W 

Read-  MPwm,„  ,  ;***  P  l»ts  ptofdem  from  ni «  omittf* 

439-48.'  Mary Wr k«*r ’koIIc'Cc' ^*t  •  "  *  *f  %t>>  ■  PP- 

— * •«  - 

in  the  sales  department  (i  e  Knm  #-  *  !  ivitft  chr  pruhlem 

steps  would  the  presidenVuke*'  Wh '!! U*  ^ r’  S'U"1,,“,  V  What 

do  and  what  would  be  his  go  dsM  k  °!.lV“rk  l,mht  ,h**  “’ttsultant 
situations,  and  facts  fnmuhe  uctual^-aw'-'1  ’  “  UMm'>  «•«««% 

Read:  a^Tstate^  Assumptions 

vations  of  sJndire^  VVt,,u  die  mot,. 

Saunders  in  the  case  as  possible  Amah  1*  '?**  ^  ,mH  f‘  *»ke  die 

stands  the  problem  should  usstmie  n "  *  '!'  wi»i  helmves  he  under- 
liams-that  is,  a  Williams wC  Z  l!s  w,l- 

who  now  understands  the  kinds  of  it  ’  .^*,u'*n  *H  as  m  the  ease,  but 
ings  individual  reflection  o„  IT  t"*1*!'"'  'UxvU*"il  »«*  »'<■  read- 

The  setting  is  in  Williams’  office  o  ui  ,l»l*  ‘‘“WHim 

has  resigned  the  previous  Frida v  Willi  <m,'  af  ter  Maunders 

him  to  reconsider.  ‘  y‘  Wl  ams  has  t  ailed  Maunders  in  mask 

Even  though  the  role-play  is  o„,«  ,t 
observers.  Williams  might  give  the  a. **'  *he  class  should  act  as 

specifically  he  expects  to  achieve  with  i,M  U,S  W,r*  ‘"Mdanatton  of  what 
the  room  during  this  explanation)  Th  ,SiM'*‘ders  sftould  leave 

role-play,  the  class  might  discuss  how  w  ■  tr* T  ‘  M*  mstnu  *‘»f  «'»»'  *'«'  the 
cussion,  stick  to  objective  reporting  JUkl'  ““T  *'“rfhtmed,  In  this  dis¬ 
and  say,  and  what  effect  did  this  tv»  yours*,hes,  "What  did  Williams 
1  am  thls  h;tv<*  «n  Manriders?" 
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If  time  allows,  Saunders  should  be  held  “constant”  (the  same  student 
plays  Saunders)  while  two  or  more  Williams  players  try  additional  role- 
plays. 

QUESTIONS  FOR  ORIGINAL  STUDENT  WORK  IN  ANALYSIS 
AND  POLICY 

12.  While  reflecting  on  case  facts,  what  additional  theories  from  prior 
education  give  you  insights  as  to  “what  is  going  on”  in  the  Lakeland  Food 
Products  Company,  Inc.?  As  to  what  might  be  predicted  to  happen  in  the 
future? 

13.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag¬ 
matic  ways  can  you  think  of  to  state  the  practical  problems  faced  by 
executives  in  the  case? 


Case  Text* 


Lakeland  Food  Products  Company,  Inc.,  produces  and  markets  a  broad 
variety  of  food  products  for  ultimate  sale  through  smaller  grocery  stores 
and  large  regional  chain  food  stores.  With  net  profits  of  $18  million  in 
the  latest  year,  the  company  is  considerably  smaller  than  the  largest 
companies  in  the  industry,  such  as  General  Foods  Corporation,  but  it  has 
been  able  to  achieve  a  continuous  growth  rate  by  specializing  in  certain 
product  lines  such  as  spices,  mayonnaise  and  salad  dressings,  frozen 
vegetables,  and  frozen  meats.  Furthermore,  the  company  management 
has  deliberately  limited  its  market  to  one  large  region  of  the  United 
States.  In  this  way,  according  to  A.  F.  Williams,  Lakeland’s  president: 

We  can  more  thoroughly  saturate  the  area  with  direct  sales  effort,  and 
concentrate  our  advertising  and  sales  promotion.  I  have  often  been 
asked  how  we  can  compete  successfully  with  the  giants.  The  answer 
is  specialty  products — we  don't  try  to  cover  the  whole  field — and  a 
relatively  limited  market,  in  which  our  brand  name  can  become 
known,  and  in  which  our  large  sales  force  can  work  much  more 
closely  with  wholesalers  and  large  regional  chain  operations. 

A  partial  organization  chart  of  Lakeland  Company  appears  as  Exhibit 
1.  Reporting  to  A.  F.  Williams,  the  president,  are  five  principal  officers 
of  the  company:  R.  L.  Jacobs,  vice  president  for  procurement;  M.  M. 
Healey,  vice  president  for  manufacturing  and  processing:  J.  D.  Saunders, 
sales  vice  president;  F.  R.  Preston,  financial  vice  president;  and  L.  D. 
Whitcomb,  vice  president  for  employee  and  public  relations. 

This  case  concerns  a  situation  which  Mr.  Williams  describes  as  one 
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EXHIBIT  1 

Organization  Chart  Lakeiand  Food  Products  Company,  inc. 


- - 

Williams  puts  it, 


confronting  him 


at  the  present  time.  As 


Saunders,  our  vice  president forwl  “  fnv^sation  1  had  with  Jim 
about  a  week  ago  and  in  „  /  sajes-  Saunders  came  into  my  office 

thought  he  owed  it  to  himselfUtru^T1  in{°r™ed  me  that  he 
horizons  and  that  he  had  a j  *°-  'l™'ProiJe  his  own  career  and 
chain  in  Calif, **  “**  *  ^ionalfood 

involved,  in  the  way  of  aged  parents  in  S°me  P^0110-^  problems 

for.  9  p  rents  tn  California,  who  needed  caring 

*■*.**•**,«,  HUMr^.fmar^lann^,  w 
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fully  capable  of  taking  over  the  leadership  of  our  marketing  division. 

I  just  can’t  account  for  Saunders’  rather  sudden  decision,  other 
than  the  fact  that  some  men  do  have  family  problems,  and  I  guess 
some  people  also  make  rather  sudden  and  major  decisions  about  their 
careers.  He  and  I  have  always  had  a  close  and  ra  ther  per  so  nal  working 
relationship,  but  this  decision  was  a  bolt  out  of  the  blue. 

Saunders  has  been  with  the  company  for  23  years,  having  joined 
us  when  he  first  got  out  of  college.  He  started  as  a  salesman,  went 
through  a  usual  training  period  under  one  of  the  regional  managers, 
and  achieved  a  really  excellent  record.  I  can  remember  getting  to 
know  him  about  five  years  after  he  joined  the  company,  when  I  was 
assistant  to  the  vice  president  for  procurement.  I  had  some  contact 
with  him  over  the  years,  and,  of  course,  as  we  both  got  promoted  up 
the  ladder  I  had  more  and  more  contact.  He  eventually  became  man¬ 
ager  of  Region  One,  general  sales  manager  for  the  whole  company, 
and  10  years  ago,  I  appointed  him,  with  board  approval,  to  be  vice 
president  for  sales.  In  my  opinion,  Jim  Saunders  today  knows  more 
about  the  problems  of  field  selling,  and  more  details  of  who  our  cus¬ 
tomers  are  and  why  they  buy  from  us,  than  anyone  else  in  the  com¬ 
pany.  He  is  a  virtual  storehouse  of  inf ormation — and  he  has  the  atti¬ 
tude  of  a  salesman.  That  is,  he  is  always  asking,  “What  does  this  mean 
to  the  customer — what  does  he  want,  and  how  can  we  best  get  our 
story  over  to  him?” 

The  remainder  of  this  case  describes  the  relationships  between  Wil¬ 
liams,  Saunders,  and  Proctor,  starting  at  a  point  of  time  12  months  ago 
when  Proctor  was  made  director  of  market  planning. 

W.  D.  (Bill)  Proctor  joined  Lakeland  eight  years  ago,  at  the  age  of  28. 
He  had  received  his  Bachelor’s  degree  in  engineering  at  M.I.T.,  spent 
three  years  as  a  junior  staff  officer  in  planning  and  logistics  in  the  mili¬ 
tary,  and  then  obtained  an  M.B.A.  degree  from  the  Columbia  University 
Graduate  School  of  Business. 

Proctor’s  first  job  had  been  assistant  to  R.  L.  Jacobs,  vice  president  of 
the  Procurement  Division.  Although  most  of  Proctor’s  time  with  the  com¬ 
pany  has  been  spent  in  procurement,  he  has,  from  time  to  time,  and 
before  joining  the  sales  department,  spent  time  on  leave  with  the  man¬ 
ager  of  chain  store  sales  and  the  vice  president  for  finance.  In  both  in¬ 
stances,  these  executives  had  heard  of  his  applications  of  systems  anal¬ 
ysis  to  procurement  and  asked  to  have  him  assigned  to  them  on 
temporary  leave.  Over  these  years,  Saunders  had  seen  Proctor  frequently 
in  the  office,  at  company  functions,  and  in  other  casual  encounters,  but 
he  did  not  know  him  well.  He  appeared  to  Saunders  to  be  a  very  capable 
young  executive,  always  on  the  move. 

Twelve  months  ago,  Williams  called  Saunders  and  asked  him  to  talk 
with  Proctor.  “I  want  to  know  what  you  think  of  him,  as  it  occurred  to 
me  that  he  might  be  a  good  man  for  that  opening  we  have  in  market 
planning.”  Saunders  later  told  Williams,  “I  judge  Bill  Proctor  to  be  very 
bright,  and  probably  very  competent.  He  seems  to  have  some  good  ideas 
about  market  planning,  even  though  he  does  not  know  too  much  about 
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what  we  are  doing.  He  also  seems  to  know  procurement  «,,{j  ;u,d 
specialized  aspect  of  our  planning  of  eh, tut  store  volume”  '  *  one 
Williams  seemed  to  Saunders  to  he  pleased  u  tth  this  reph  4risw,,ri 
“We  have  had  excellent  results  with  his  work  m  procurement  .(ndw 
in  helping  to  plan  the  product  lines  m  chain  store  sales  Of  rmtrse  ” 
have  had  some  joking  around  the  office  about  hts  'M,  Km,,,,.  .  '  '  *! 
but  it  has  paid  off.”  ^stem/ 

Saunders  later  told  the  case  writer  that,  at  the  ttitie  of  the  daw,.,-,, 
versation,  he  actually  felt  a  little  uneomfnrt.thle  at  the  thought  of  hUi 
Proctor  start  work  in  the  capacity  of  market  pi.mmtiH  dmreor  Neveo!?8 
less  he  decided  that  the  Marketing  Division  certamh  could  use  ulitt 
with  talent,  and  he  therefore  agreed  to  hts  having  the  position  *  ^ 

fiiiS  r  inf°fr'nation  P «rfod.  htr  two  weeks  to  read  the 

files  of  market  planning  which  existed  at  the  time  he  took  the  p  wm 

heS  ttX'.srrr  22  srr  r™m 

When  1*  said  goodnigh.t'^ ^  Z‘!f^U  ""  M  -*««« 

•ha.  he  •“  . .  - 

products  in  Region  Three  toirethor  J oY  *  i  <M  *  ni  "U  important 

these  products.  He  further’  seemed  to  expenditures  for 

ery  thathe  thought  was  important  */>  l  m*'*duwt  a  discov- 

beobliviousto  thefaetthat  /  miah't  t  ** nu,nim  linking  that  he  must 
the  family  by  the  pool,  Ashe  **  time  with 

doing,  I  exhibited some  T-*'**?  Htmut  «*«'  h<'  «*» 

lt  at  our  biweekly  staff  meetina  o  w  l*1  kT  *hu*  HT  t  mtM  dimm 
our  three  regional  sales  manaacr*  W.l‘r,i'sdn,>-  “huh  is  attended  In, 
the  three  staff  directors  of  person ra/**',  Tamilvr  "/  <*«•»  mlcs,  and 
n™9-  1  P<  nonrt<'1-  “dixrtwng,  and  market  plan- 

U^'t thC  vTay  ™aj°Sr ^^rke^big^oj1  ie fes  ^7  *‘r<*  ‘"“ducted 

*at  each  of  his  line  mana^^s  as  we  ,  * ** Mieve* 

much  to  contribute  in  the  way  of  cre-n  L’,  UN,‘hm‘  Hta,f  ‘Sectors,  has 

menHUSc  y  Sh0uld  take  the  lead  in  dol '  y  a"d  ‘:*P,>ri“nce,  hut  that  one 
datzon.  According  to  Saunders:  °Pmg  f*icts,  data  ami  a  rm>m- 

at  in  a  subject  gets  a  crack 

ommendatmn  in  a  clear,  timesaving 
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format ,  for  our  discussions.  At  the  same  time ,  the  whole  group  gets 
a  crack  a  t  crea  t i vely  hri ngi ng  t o  hea r  their  experience  regarding  alter¬ 
native  wags  to  solve  the  policy  problem.  After  talking  it  through  if 
any  one  or  more  men  have  serious  reservations ,  the  originator  of  the 
recommendation  should  take  the  initiative  to  work  with  the  dissent¬ 
ing  persons  after  the  meeting,  until  either  both  men  agree  on  the 
original  recommendation ,  or  until  both  agree  on  a  change  or  modifi¬ 
cation .  In  this  way,  the  group  of  top  sales  executives  always  reach  a 
consensus  which  is  best  for  the  company — each  man  understands  the 
decision ,  and  is  prepared  to  carry  it  out 

The  following  Wednesday,  Saunders  started  the  meeting  by  bringing 
up  a  matter  of  change  in  the  company’s  sales  compensation  policy.  He 
felt  somewhat  awkward  because  he  knew  “that  Proctor  was  champing 
at  the  bit  to  start  with  his  own  proposal,  and  because  ,  .  .  well  .  .  ,  I 
wanted  to  let  him  know  he  wasn’t  running  the  show,” 

Although  all  executives  at  the  meeting  believed  that  the  sales  force 
had  high  morale  “favorable  attitudes  toward  the  company,  its  products, 
and  top  managers”  all  were  aware  that  some  competing  companies  in 
the  food  business  had  recently  changed  their  compensation  methods. 
This  resulted  tn  some  suggestions  from  a  number  of  salesmen  to  the 
effect  that  Lakeland  is  ont-oMate,  but  an  apparently  sincere  attitude  on 
their  part  that  they  know  the  company  will  make  a  new  policy  if  they 
supply  the  fads.  Prior  to  the  meeting,  Ivar  Sorensen,  director  of  person- 
nel  and  compensation,  and  the  man  most  interested  in  this  problem, 
presented  a  plan  which  he  believed  would  be  perceived  as  fair  to  the 
salesmen,  yet  which  would  direct  their  attention  to  the  most  profitable 
product  lines  and  cost  the  company  less  than  any  alternative  plan  that 
would  attain  the  same  objectives, 

At  the  Wednesday  meeting,  two  of  the  regional  managers  began  by 
saying  that  their  reservations  to  Sorensen’s  original  plan  had  been  thor¬ 
oughly  dismissed  and  that  they  were  now  prepared  to  make  the  final 
consensus  to  the  plan.  As  Paul  Brown,  the  manager  of  Region  Two,  put 

it, 

...  to  tn/  to  arrive  at  a  balance  beta  ecu  east  to  the  company  in 
salaries,  ma  x  imam  motivation  of  salesmen  to  spend  time  on  the  most 

profitable  items  f  while  not  ignoring  other  items  completely A  and  the 
general  feeling  to  fairness  in  the  minds  of  salesmen,  is  a  tough  propo¬ 
sition ,  /  don  Y  think  anyone  at  the  meeting  here  believes  we  have  the 
ideal  Vtopian  plan ,  but  it  is  the  best  policy  we  can  formulate.  This 

present  recommendation  is  it  as  far  as  Vm  concerned . 

Other  members  of  management  followed  with  similar  statements,  ex¬ 
cept  for  Proctor: 

Although  /  had  never  studied  this  plan,  /  knew  from  statistics  on 
product  line  mix,  min  me  hi/  territory,  and  a  variety  of  compensation 
methods  Tee  picked  up  in  business  school  and  in  marketing  journals, 

that  this  plan  Sorensen  reeom  mended  was  just  plain  mediocre ,  I  just 
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couldn 't  sit  there  and  see  a  hunch  of  men  accept  it  when  Pant 

sazd  it’s  the  best  they  could  do.  without  letting  him  h  note  that  he!"* 

wrong . 

Proctor  |sked  Saunders  if  he  might  get  up  t<»  an  ,..»«•!  m  th«>  numia^ 
ist  some  of  the  important  statistics  and  factors  that  ho.tr  «n  hakehn^ 

P°liCi'  FirSt>  ht‘ U,wk  SwivnM‘n's  Proposed  policy  and  iked 
for  clarification  on  the  reasoning  behind  it.  Most  mouthers  of  the  mmi^ 

ITowt  hlS  dlSCUSSi°n  in  ra,hw  iiv,‘Iv  fash‘‘n‘  »««*,  .»«■ eordmg  to  2 

IflZd^f,20,  miautf* H  V'mt'd  to  mmt  ofntt  >iuii  Mi  mis  not  truim 
t0^d^ld°,Urpr0p<,mlatal1-  h'seemedos  If  he  weredimorZl 
TJtlt  Wken  ifm  happened,  l for  one  just  shut  up  t  felt  that  fee  wZ 

MrT/"  tmrfita^  Meetings  have  we  hud  to  fM 
that  wap,  since  everyone  from  Jim  Saunders  on  down  usexu  offtmZ 
calm  tone  of  voice  in  asking  guest  ions  of  eueh  oh e!  ’! V if 

mat  wkam jMh„r  j 

what  we  are  proposing,  before  he  cgmlty  calmly  points  a  !  JtiZf 

thif!„g»dytas  Proc“r's  i»  «*•  »«»«,  Jim  s™m,  w 

r"'  “{• 'W 

lar  subject,  it  was  almoTaZi/h^T'  *  '*'  m,rtiM  m>  lh,s  Portiao 
carefully  worded  analysis  of  sate  “**  wnttt'H  tmt  ti,ui  Memorised  a 
the  other  managers  about  (Z  (V,mPen'Sation  After  guestioning 
five-point  proposal  hr°a!iourttmn  *  pmpmal,  he  first  presented  a 
wanted  to  take  S^aTS^S*****0*,1*1**'  m'»  *  «*»*  * 
that  they  were  the  mostlJaZt  ilibpr<^<mds  cite  facts  to  prove 
though  Ip  7on£crwl  T%lT'/*r  **"»"*  "'/«"<'«'•  Ab 
listen— I  kept  feeling  emharla!!  i9 *  Z  9*-  Ul>set.  t  forced  myself  to 
ensen,  and  the  other  manaaer  -  **  V  h*m  lecture  Brown,  Sar¬ 
in  their  work  with  the  conZoZnu  V  /"m’ h,ut  urcut  success 

turned  out  to  have  a  proposal  l ha  it  !’  Wu1u,Ur  mtonishment,  he 
was  superior  to  Sorensen' s**/  !■!!“*  ^d,,,>n  <  u,i<i  which,  sure  enough, 
der  advisement,  with  each  mamwtZZ  Z'Z  *“**’  i>ral}mal  u,h 
agree  that  he  has  the  answer  A  fn  tudf)in{t  u  u/tf,r  the  meeting,  All 

have  the  satisfaction  of  hearing  nte  (an  ZlZ  ZT*”*  “*  ,mst  Ml  wiU 
sus.  ^  4  t &ut  ttrtm'nt  report  a  comen* 

mornh!^  over  a  period  of  eight 

WU  kly  >sUfI  m‘‘etm«s  was  brought  up  by  W.  I). 
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Davidson,  manager  of  chain  store  sales.  Davidson  noted  that  attendance 
*vas  becoming  lax,  “because  many  of  us  are  under  such  heavy  pressure 
work — training  of  new  salesmen,  emergency  calls  from  very  impor- 
^tnt  customers,  or  sudden  demands  for  new  advertising  strategies.” 
These  were  reasons  which  were  submitted  by  managers  in  memos  to 
Davidson,  as  secretary  of  the  meetings.)  In  a  discussion  on  this  point, 
>ther  managers  seemed  to  Saunders  rather  indifferent,  without  much  to 
*a.y  about  the  advantages  or  disadvantages  of  holding  these  meetings. 
Proctor  was  very  clear  on  this  point.  He  stated  that  meetings  are  very 
expensive  and  time-consuming  if  one  multiplies  the  salaries  of  the  eight 
op  marketing  managers  of  Lakeland  times  the  one-half  day  of  confer¬ 
ences. 

This  represents  8  man-days  a  month  or  96  man-days  a  year.  But  there 
is  a  logic  to  the  meetings.  If  they  are  done  right,  we  can  accomplish 
an  awful  lot.  I  am  in  favor  of  meetings  if  their  purpose  is  to  inform 
each  other  of  the  progress  we  are  making  on  our  individual  projects. 
In  giving  a  halfday,  we  can  accomplish  twice  as  much  if  reports  are 
clearly  stated,  with  declarative  sentence  headings  stating  the  problem 
and  the  recommendations.  Then,  under  each  heading  there  should  be 
various  subheadings,  equally  clear,  with  facts  under  them  to  show  the 
logic.  In  this  way,  the  whole  report  adds  up  to  a  logical  argument  with 
precision  and  clarity.  I  remember  learning  in  one  of  my  case-writing 
courses  back  in  business  school  that  this  is  a  practical,  staff-report 
type  of  application  of  Aristotelian  logic.  I  didn't  appreciate  it  at  the 
time,  but  I’ve  discovered  that  there  is  no  other  way  to  so  clearly  convey 
a  complex  problem:  The  Problem  and  its  Causes,  Facts  Which  Bear  on 
the  Problem,  Alternative  Solutions,  and  Final  Recommenda tions.  In¬ 
cidentally,  it  is  necessary  that  one  think  of  all  possible  alternative 
solutions,  but  it  is  a  waste  of  time  to  write  this  in  the  report.  When 
we  have  a  roomful  of  busy  executives,  they  don’t  have  time  to  study 
through  all  of  the  alternatives  that  we  aren’t  going  to  use — their  time 
should  be  spent  only  on  the  one  that  we  are  going  to  make  use  of. 

Saunders  also  noted  that  during  Proctor’s  presentations  at  meetings 
>ver  the  next  few  months,  Paul  Brown  and  Davidson  would  often  look 
\X  the  floor,  fidget,  look  out  of  the  window,  or  even  sometimes  give  out 
a.  nervous  “ha-ha”  when  Proctor  was  making  a  particularly  strong  point. 

Five  weeks  ago,  A.  F.  Williams  suggested  a  special  meeting,  at  com¬ 
pany  headquarters,  for  all  sales  personnel  from  the  whole  company,  in 
>rder  to  give  them  a  sense  of  feeling  a  part  of  one  large  organization  and 
:o  bring  them  up-to-date  on  some  of  the  recent  things  the  company  is 
loing  in  the  way  of  studies  of  consumer  motivation,  changes  in  sales 
compensation  policies,  systems  analysis  for  the  flow  of  products  to  the 
various  markets,  and  linear  programming  as  used  to  plan  new  ware¬ 
house  facilities,  capital  investment,  and  location.  In  past  years,  it  had 
ueen  Williams’  firm  belief  that  such  meetings,  held  about  once  a  year  for 
each  of  the  three  major  company  divisions,  would  have  a  very  good  effect 
>n  employee  performance.  He  felt  that  their  effect  was  threefold:  em- 
hloyees  at  all  levels  would  (a)  get  a  better  understanding  of  the  facts  of 


company  operations*  including  what  the  policies  are  ami  whv  tm.* 
decided  that  way,  (b)  feel  a  part  of  the  total  organi zatiTn  Sh  7 
de  corps  based  on  knowledge  that  if  all  worked  together  J 
organization  could  achieve  a  degree  of  excellence  thr *  Ji  it  ml"1’  ^ 
leadership,  and  (c)  feel  important  as  an  ind.vidu 1  tn  and 
personally  to  company  headquarters.  *  ‘  ng  1,1  v ‘ted 

At  this  particular  meeting,  Williams  explained  to  .Saunders: 

7%<?  theme  should  be  exposition  of  what  the  eomnanu  ,*  a  • 
forward-looking  management  terms,  such  as  the  JpplieatimTof 
“f"’  n‘%tfmmtical  Ingram  mint,,  and  adverth L  1 

bly  when  they  see  wLtareolh,!  *  t  ^  **' mim/ 

inejjTA  tkn*  jf  ^  ^  ^  **'  ^  JW*  tf*V  COW/^#^|l  /*  - 

2Z2Z.ZZZ  S2LS 

When  this  suggestion  was  made,  aeeording  to  Saunders: 

sure  that  Williamses  ^rigfy'ftin  ""  »*«'»<**  i  *  no*  for 

nel  are  doing  impressive  'things, 

same  time,  I'm  dead  sure  in  ?  {  RtH  lrmtt,r  Hut  at  the 

bad  effect  on  the  teamwork  amono  mJUl  M! *s  huvinP  «  "'«% 
sion,  and  that  this  is  going  to  baiiLtf, 1,1  tht’  Marketing  l) im¬ 
policy  decisions  in  the  Iona  ru  n  I,d<  *  m  marketing 

managers  are  going  to  sit  there  and  lVt>,ul,’rfwtvtt*ng  those  regional 
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Selected  Readings 


crom 

PERSONALITY  AND  ORGANIZATION* 

By  Chris  Argyrist 

rHE  HUMAN  PERSONALITY 

rhe  Source  of  Psychological  Energy  Is  in  the  Needs 

The  energy  that  most  rosoarchors  postulate  is  pictured  as  being  located  in  the 
ieed  systems  of  the  personality. 

People  behave.  They  love,  hate,  oat.  cry,  fight,  work,  strike,  study,  shop,  go  to 
he  movies,  play  bridge,  bring  up  children,  go  to  church.  The  psychological  energy 
o  behave  in  all  those  ways  comes  from  the  need  systems  that  exist  in  our  per¬ 
sonalities.  .  .  . 

The  onorgy  in  every  need  system  is  always  ready  to  release  itself,  to  bubble 
3ver.  But  so  long  as  the  boundary  of  tho  need  system  is  strong  enough,  the  energy 
vill  not  release  itself.  When  the  energy  bubbles  over,  the  need  system  is  in  action, 
'reed  systems  that  aro  quiot  and  not  in  action  aro  inert  neods  or  potential  active 
reeds.  This  is  similar  to  tho  pressure  in  a  boiler.  So  tong  as  the  pressure  does 
lot  become  too  great,  tho  boiler  will  not  burst. 

•  #  *  4» 

Let  us  ask,  "So  what?" 

What  is  tho  advantage  of  saying  that  people  have  needs  in  tension  in  relation 
o  goals?  Why  go  all  through  this  fuss?  t  o  answer  tho  question  let  us  imagine  that 
here  aro  two  foremen.  Mr  A.  is  hard-working,  does  an  exceptional  job,  and  is  up 
or  promotion.  Mr.  H.,  on  the  othor  hand,  us  slow,  is  lax  on  tho  job,  has  many 
irobloms  which  ho  does  not  scorn  to  care  about,  and  is  being  considered  for  a 
demotion. 

Common  sense  answers  to  why  these  two  foremen  behave  the  way  they  do 
isually  go  like  this: 

“Well,  that's  human  nature." 

"I  guess  Mr.  B.  just  doesn't  give  a  damn." 

"Mr,  A.  is  really  loyal  to  our  company.  Looks  like  Mr.  B.  isn't." 

"Mr.  A.'s  attitude;;  are  bettor;  that's  why  ho  works  harder." 

"Maybe  B.  has  boon  having  some  'off  days.1 " 

•  Krtttn  Pr'momthty  iirttl  Ontanttatum  tiv  <  lint  Argyrh.  Copyright  lf>57  by  Chrltt  Argy- 

'i*.  KcprlttU-il  by  ul  Httfpfr  St  How,  IHiMMwnt,  Inc,  (ICxt'crpm  from  pp.  X7  31, 

13  51,  <ib  tit,  7 1  *KI,  *i:»,  1(13  -1,  133  3,i.  Ml),  I3V  3*1,  15(1,  153  !>!i,  157,1 

♦  I)r,  Aruvm  it  I’nilfitw  of  Htitnirts  Atlnimlttrmitm  «t  1  lurvartl  Univcrxlty. 


588 


The  Managerial  Mind:  Science  md  Pum-j  <r  Hu'i.-t 


Tackling  the  same  question  by  using  the  sehorm*  above,  we  would  havn 
“Mr.  A.  has  a  need  in  tension  which  is  direct. >d  at « utUm  uouln  Ho  Zzft 
be  hard-working.”  J  111 

to  be'slo  f’,ad  8  need  in  tensi0n  which  18  a!so  •»  certain  f,w,j  Hft  ne6(fc 

Examining  both  sets  of  answers,  we  note  that  tho  practical  -m  lurnos  tmrw 
ately  to  such  vague,  high-sounding  conclusions  as  "human  nature."  "<£2T* 
a  damn,"  “loyalty.”  None  of  these  conclusions  provides  a  jumwnu  off  onmu* 

zsrr Eve*  °ne  oi  »r4 

The  second  list,  on  the  other  hand,  jumps  to  question  h  It  foretw  »h«  „ 
t°w  dt0U^?re  faC,S-  ForexamPla<  "What  ruied  is  tn  UhwoJ'  "Atwhat^T 

"  “f  "hy  *"  Mr-  A-  •“»  *  «»t«n  wily  <*.*'  2%““  * 

rules  in^ryingto  S  “Z  'XT 

ss  a strr  sr* bohavw  »  -  ~ « £  'sesks 

as  "ohoode”0nd  Thd°?  n0t  !mmediate,y  ds*ssify  ^tmom  m  "t««r  and  S0moonfl 

as  good.  .  .  ,  Therefore*  the  second  list  is  morn  iwofii!  m  »»»  a*  *  ,  somaor!e 

tomatically  condemn  Mr.  B.,  or  praise  Mr  A  Proh  ibit  »*  ‘  /  f1’8  rwt  au' 


personality  has  abilities 

Abides  are^he8<^^soto<s^^°^j^^?j  fcV^vlir^  #rom  »'«  ab.htios, 

needs.  Abilities  are  the  comScattons  M«ll*  his 

selves.  Once  the  energy  bubbles  over  2,  T  W  th!!  M0‘*ds  to  "*Pf«ss  them- 

apS^Sde,f9ned  t0  express  "£MW  ‘',hrou9h'' the 

comes  about  at  an^ariy^geand  te  Jncomc  o  *7**  "****•  fh'S  fufi,on  usual,y 
tors  of  the  kinds  of  nee* **"*">.  «»«** 

to  be  independent,  to  achieve  and  to  knew  *  a  mmm  wlth  ;i  stron9 
The  skills  that  are  given  to  us  bv  inhlriraZ09*'  ,mk(l  a  dood  scientist. 

and  other  manual  and  manipulative  skills  Sj!  *u<:h  8W,S  iX%  f,n««r  d‘«tority 

of  the  more  important  abilities  are  learned  and^'f^  T'  ,flhonl‘,d’  rh,J  majority 

This  is  especially  true  for  such  ahiiWAo  \  w  wWmwtiim  with  others. 

Tire  personality  of  a  ^0^  “  ”»«.  .VO  no  Pop,  tafor, 

the  stations  in  which  this  personaX.1  b  Wy  dw,n«  <Mf|y  Me  and  by 

Abilities,  in  summary,  function  betvL!^8  aPProPr<at«  expression 

viding  the  line  of  communication  for  needs"00'*8  ^  *hn  4,,,v,ror,mwr't.  tfius  pro- 

*  *  *  * 

*  #  * 

Gel^jjy  spear'8”8  MAINTA,N  SELF  AQAINST  THREAT 

One  is  to  change  the  self  !othS  itbecom^cZ^  *°  ,0dueo  imimW  of  «™*‘- 

oecomes  congruent  with  whatever  .*  causing 
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the  difficulty.  This  involves  “accepting”  the  fact  that  one  is  “wrong.”  It  involves 
admitting  the  limitations  associated  with  the  difficulty  will  not  arise  again.  The 
second  approach  is  to  defend  the  self  by  somehow  denying  or  destroying  (con¬ 
sciously  or  unconsciously)  what  is  threatening  and  clinging  to  the  present  self 
concept  This  behavior  is  called  a  defense  reaction.  .  .  . 

A  defensive  reaction  may  create  difficulty  if  it  happens  that  the  individual  in¬ 
stead  of  the  situation  in  the  environment,  is  “wrong.”  A  defense  reaction  reduces 
the  awareness  of  threat  but  never  affects  that  which  is  causing  the  threat.  For 
example,  let  us  say  that  supervisor  A  is  threatened  because  he  “knows”  his  boss 
does  not  think  that  he  (supervisor  A)  is  doing  a  good  job.  Let  us  assume  that  he 
defends  his  self  by  placing  the  blame  on  the  boss.  This  will  not  in  any  way  stop 
the  boss  from  feeling  the  way  he  does  about  supervisor  A.  Soon  the  supervisor 
will  have  to  justify  his  defensive  reactions  to  himself.  He  may  do  this  by  saying 
that  the  boss  is  “out  to  get  him.”  Each  of  these  defenses  is  a  distortion  which  in 
turn  will  require  further  justification  and  further  defense.  After  some  time  supervisor 
A  has  built  up  deep  layers  of  defense,  all  of  which  will  have  to  be  uncovered  if 
he  is  to  understand  the  cause.  .  .  . 

...  All  individuals  have  a  set  of  defenses.  This  set  of  defenses  is  not  to  be 
viewed  as  necessarily  being  “bad”  or  “good.”  It  is  best  to  view  them  as  simply 
the  individual’s  way  of  defending  himself  from  threat.  .  .  . 

*  *  *  *  * 


Defense  Mechanisms 

t  Aggression.  One  of  the  common  results  of  regression  is  aggression. 
Aggression  means  trying  to  injure  or  hurt  the  person,  group,  object  that  is  acting 
as  the  barrier  or  as  the  cause  of  conflict.  By  the  words  “injure”  and  “hurt”  we 
include  all  types  of  injuries,  including  social  and  psychological  injury,  such  as 
name-calling  insults,  and  cheating. 

2.  Guilt.  If  the  “block”  is  due  to  the  limitations  of  one’s  own  personality,  (e.g., 
the  individual  who  desires  to  become  a  supervisor  but  does  not  have  a  good 
enough  record),  then  the  aggression  can  be  turned  toward  the  self.  The  person 
usually  feels  guilt,  criticizes  himself,  or  may  even  go  so  far  as  to  hurt  himself.  Guilt 
is,  therefore,  aggression  from  ourselves  to  ourselves. 

3.  Continuation.  Sometimes  the  conflict  is  not  resolved  but  the  person 
continues  to  live  by  making  another  choice  which  is  “second  best.”  For  example, 
a  student  who  becomes  a  businessman  but  still  wishes  he  could  have  gone  to 
medical  school  is  in  a  sense  continuing  his  conflict. 

4.  Discriminatory  Decision.  At  times,  a  conflict  is  resolved  by  sitting  down 
and  writing  the  reasons  for  and  the  reasons  against  doing  something.  We  try  to 
make  a  list  of  the  reasons  and  then  pick  out  (discriminate)  the  best  one.  This 
mechanism  almost  always  occurs  on  a  conscious  level.  In  general,  it  may  be  used 
when  the  personality  is  healthy  and  the  conflict  is  not  strong.  For  example,  an 
executive,  in  order  to  choose  between  foreman  A  and  foreman  B  for  a  new 
promotion,  may  sit  down,  list  the  “goods”  and  “bads”  of  each  foreman,  and  then 
pick  (discriminate)  one. 

5.  Denial.  An  easy  course  to  follow  when  threatened  is  simply  to  remain 
unaware  of  the  facts  which  could  create  one  side  of  a  conflict. .  .  .  Actually,  what 
happens  under  denial  is  that  the  employees  do  not  allow  what  has  just  been  said 
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to  penetrate  into  their  consciousness. .  .  .  ((Itj  is  ,j  different  thing  from  dotho 
pretense,  in  which  the  individual  knows  something  but  decides  to  mak«  hJ!!*8 
that  he  does  not.)  aiw  D0I,6V6 

*  ♦  ♦  ♦  « 

One  resultant  of  defense  mechanisms  is  that  they  make  lt  diffir„i*  » 
differentiate  between  an  individual's  underlying  motivations  ami  the  skm-Sw 
ones.  We  observe  Mr.  A.  and  Mr.  B.  while  we  intoiviow  thorn  fur  a  fob  Mr  H? 
so  much  that  we  cannot  speak.  Mr.  B.  hardly  says  a  word,  those  two  biK 
behavior  at  the  immediately  observed  "manifest"  level  mm  to  bo  different  r 1 
on  the  latent"  or  deeper  level— the  level  to  which  wo  must  foam  to  ao-hoth 
people  may  really  have  the  same  self-concept  and.  as  a  result,  may  feehnaecu™ 
and  fear  unknown  situations.  But  they  make  up  for  their  fear  m  Afferent  vJJTff 

tsz  ~:e  “n9-  ma  a  m,ck  *  -  ■— 

,  °t[  ,’5  may  be  that  th®  personalities  of  supervisor  A .  wtm  "works  himsait  m 
death  and  supervisor  B.  who  "hardly  lifts  a  finger."  am  basically  HimZ^ 
may  eel  they  are  not  competent.  One  works  hard  and  «i£!52L^ 

«:Sg»onr“S  *  Th“  °'h"  ‘l0"S  ,,,,V  “*  *5 

“latent”" implic®tiof s  are  tba* •  clear  distinct, an  between  "manifest"  and 

. . . ■*- 

proglSilt  “OT  - 

=~rr slosan  — ■» 

S  moZ  S'  n°' ,,Uly  Sa“ed  and  to™’™  »“  '"1“  !  «  .«  S  * 

»  r; . " 

-  on,,  and  “ 


°pr<?mte"“bNloAN  'NCTEASE  in  pabts  and  ,n  ouh 

not  only  acquires  more  MrttfjZmm9renmfnt  ,haE  48  <hlt  maturOB,  fie 

of  them.  as  fh^parts  a?aZcou3  Z  ““r 1 '  E'"E **“  •"“<“* «•* 
existing  parts  of  the  oersonaiih/  c„„„  '  h<?y  aro  8  80  imAKat*Ki  with  the  already 
the  balance  (organization)  is  not  uosm  eT  T*h'Ch  'S  addnd so  that 
of  the  individual  is  the  expansion  of  thif  ^ ta,no®usly w,tfl  ttU)  Personality  growth 
Every  time  a  new  part  is  created  “in"  h' 6  ndv,dual  s  Priva,rt  world  or  environment. 

in  his  own  private  w0^  The h7°r80nal,,y-a^^P*W‘'‘ai^nxpm,encod 
P  world.  The  world  of  experience  is  called  "private"  because  it 
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can  never  include  the  total  objective  world.  It  is  impossible  for  the  individual  to 
experience  everything,  no  matter  how  long  he  lives.  .  .  . 

Most  personality  theories  state  that  the  personality  becomes  complete,  orga¬ 
nized,  and  integrated  only  when  it  interacts  with  other  people,  ideas,  and  social 
organizations.  Growth  cannot  occur  if  the  person  exists  alone.  He  must  interact 
with  others  in  order  to  understand  himself  and  thereby  develop.  Thus,  we  cannot 
understand  ourselves  unless  we  understand  others,  and  we  cannot  understand 
others  unless  we  understand  ourselves. 

To  summarize  man,  in  his  need-fulfilling,  goal  directed  behavior  is  to  some 
extent:  “like  all  other  men,  like  some  other  men,  like  no  other  men.” 

sjc  %  5^ 

BASIC  SELF — ACTUALIZATION  TRENDS  OF  THE 
HUMAN  PERSONALITY 

Since  the  human  personality  is  a  developing  organism,  one  way  to  become 
more  precise  is  to  define  the  basic  growth  or  development  trends  “inherent”  in 
it  (so  long  as  it  remains  in  the  same  culture).  One  can  then  logically  assume  that, 
at  any  given  moment  in  time,  the  human  personality  is  a  developing  organism,  one 
will  be  predisposed  to  find  expression  for  these  developmental  trends.  Such  an 
assumption  implies  another,  namely,  that  there  are  basic  development  trends 
characteristic  of  a  relatively  large  majority  of  the  population  being  considered.  .  .  . 

It  is  assumed  that  human  beings  in  our  culture: 

1 .  Tend  to  develop  from  a  state  of  passivity  as  infants  to  a  state  of  increasing 
activity  as  adults.  .  .  . 

2.  Tend  to  develop  from  a  state  of  dependence  upon  others  as  infants  to  a 
state  of  relative  independence  as  adults.  Relative  independence  is  the  ability  to 
“stand  on  one’s  own  two  feet”  and  simultaneously  to  acknowledge  healthy  depen¬ 
dencies.  .  .  . 

3.  Tend  to  develop  from  being  capable  of  behaving  only  in  a  few  ways  as  an 
infant  to  being  capable  of  behaving  in  many  different  ways  as  an  adult. 

4.  Tend  to  develop  from  having  erratic,  casual,  shallow,  quickly-dropped  inter¬ 
ests  as  an  infant  to  having  deeper  interests  as  an  adult.  The  mature  state  is 
characterized  by  an  endless  series  of  challenges,  where  the  reward  comes  from 
doing  something  for  its  own  sake.  The  tendency  is  to  analyze  and  study  phenom¬ 
ena  in  their  full-blown  wholeness,  complexity,  and  depth. 

5.  Tend  to  develop  from  having  a  short  time  perspective  (i.e.,  the  present 
largely  determines  behavior)  as  an  infant  to  a  much  longer  time  perspective  as 
an  adult  (i.e.,  where  the  behavior  is  more  affected  by  the  past  and  the  future).  .  .  . 

6.  Tend  to  develop  from  being  in  a  subordinate  position  in  the  family  and 
society  as  an  infant  to  aspiring  to  occupy  an  equal  and/or  superordinate  position 
relative  to  their  peers. 

7.  Tend  to  develop  from  a  lack  of  awareness  of  self  as  an  infant  to  an  aware¬ 
ness  of  and  control  over  self  as  an  adult.  The  adult  who  tends  to  experience 
adequate  and  successful  control  over  his  own  behavior  tends  to  develop  a  sense 
of  integrity  (Erikson)  and  feelings  of  self-worth.  Bakke  shows  that  one  of  the  most 
important  needs  of  workers  is  to  enlarge  those  areas  of  their  lives  in  which  their 
own  decisions  determine  the  outcome  of  their  efforts. 

Jfc  sjc  sjs 
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THE  FORMAL  ORGANIZATION 

Basic  Incongruency  between  the  Needs  of  a  Mature  Personality  and 
the  Requirements  of  Formal  Organization 

Bringing  together  the  evidence  regarding  the  impact  of  the  formal  organiza¬ 
tional  principles  upon  the  individual,  it  is  concluded  that  there  are  some  basic 
incongruencies  between  the  growth  trends  of  a  healthy  personality  and  the  re- 

nZTfH?  °ith°ftormf,or9anization.  If  the  principles  of  formal  organization  are 
used  as  ideally  defined,  employees  will  tend  to  work  in  an  environment  where  (1) 
they  are  provided  minimal  control  over  their  workaday  world,  (2)  they  are  expected 
to  be  passive,  dependent,  and  subordinate,  (3)  they  are  expected  to  have  a  short 
time  perspective,  (4)  they  are  induced  to  perfect  and  value  the  frequent  use  of 
a  few  skin-surface  shallow  abilities  and,  (5)  they  are  expected  to  produce  under 
conditions  leading  to  psychological  failure. 

All  these  characteristics  are  incongruent  to  the  ones  human  beings  are  postu- 

S  i!dl°/  /lre'7hey  T  mUCh  m0re  con9ruent  with  the  needs  of  infants  in  our 
amure.//»  effect therefore,  organizations  are  willing  to  pay  high  wages  and  provide 

mlZTmZZT  atUreadU'tS  Wi"'  forei9hthoursaday-  behave  in  a  less  than 

If  the  analysis  is  correct,  this  inevitable  incongruency  increases  as  (1)  the 
employees  are  of  increasing  maturity,  (2)  as  the  formal  structure  (based  upon  the 

J°^ncip  es]  l£\made  more  clear-cut  and  logically  tight  for  maximum  formal 
orgamzafonal  effectiveness,  (3)  as  one  goes  down  the  line  of  command,  and  (4) 

characteristics^001116  ^  m°re  mechanized  (i  e-  take  on  assembly  line 

It  is  not  difficult  to  see  why  some  students  of  organization  suggest  that  imma- 
ployee?  6760  menta"y  retarded  individuals  would  probably  make  excellent  em- 


INDIVIDUAL  AND  GROUP  ADAPTATION 


The  Individual  Adapts 

ll!ri0rma!  0r^anization is  denned  by  the  use  of  such  “organization”  principles 
Jn^fth?  a  T’  Unity  °f  direction'  chain  of  command,  and  span  of  control, 
Tn  whlh  thf  Ptnn^  et US6d  correct|y- the  employees  will  work  in  situations 
Th^ 2i  th  h  te  dependent-  subordinate,  and  passive  toward  the  leader. 
onhly:  endj°.r,few  0f  their  abllities  (probab|y  none  of  which  are  important 
sivenl^  ter!^1  t'dUa  anyWay)‘ The  degree  of  Passivity,  dependence,  and  submis- 
commflnH fn?  t0'ncreas®  f,0r  thOSe  empl°yees  as  one  goes  down  the  line  of 
AeTrtc  it  ?  aSKhe  rrK  tak6S  °n  more  of  the  mass  Production  characteristics. 
kSivirS  l*VS  hypot.he.slzed  that  the  formal  organization  creates  in  a  healthy 
individual  feelings  of  failure  and  frustration,  short  time  perspective,  and  con- 

t.  An  empl°yee  experiencing  frustration,  failure,  conflict  and  short  time  perspec¬ 
tive  may  behave  in  any  one  or  a  combination  of  the  following  ways: 
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a.  He  may  leave  the  organization.  (But  where  else  can  he  go?  Most  other 
companies  are  organized  in  the  same  way.) 

b.  He  may  work  hard  to  climb  the  ladder  and  become  the  president.  (But  how 
many  can  become  presidents?) 

c.  He  may  defend  his  self-concept  and  adapt  through  the  use  of  defense 
mechanisms. 

d.  He  may  pressure  himself  to  stay  and,  in  spite  of  the  conflict  simultaneously 
adapt  as  much  as  possible  by  lowering  his  work  standards  and  becoming  apathetic 
and  uninterested. 

e.  This  apathy  and  disinterest  may  lead  him  to  place  more  value  on  material 
rewards  and  to  depreciate  the  value  of  human  or  nonmaterial  rewards. 

f.  Although  not  directly  inferable  from  the  above,  the  employee  may  teach  his 
children  not  to  expect  satisfaction  on  the  job:  to  expect  rather  to  earn  good  wages 
and  "live"  outside  the  plant  (the  same  lesson  the  formal  organizational  experts 
are  teaching  him).  This  hypothesis  is  based  on  the  known  property  of  human 
beings  of  evaluating  life  in  terms  of  their  own  self-concept ...  If  the  employee’s 
self-concept  includes  as  "good”  activities,  goldbricking,  learning  the  ropes,  and 
quota  restricting,  then  these  will  tend  to  be  passed  on  to  his  children  through  the 
process  of  acculturation.  .  .  . 

The  Use  of  Defense  Mechanisms.  The  third  mode  of  adaptation,  the  use 
of  defense  mechanisms,  is  perhaps  the  least  explored.  As  we  have  seen  ...  in 
a  defenso  reaction  the  individual  distorts  or  denies  the  “facts”  in  order  that  he 
may  live  in  some  sort  of  equilibrium  with  himself  and  his  environment.  Systematic 
research  is  so  meager  in  this  area  that  our  illustrations  are  mostly  abstracted 
anecdotal  accounts  obtained  from  field  research.  We  present  a  few: 

a.  To  rationalize  the  fact  that  they  are  not  accomplishing  what  they  know  the 
company  requires.  For  example  (one  operator  to  another)  “Take  it  easy— don’t 
work  too  hard;  this  outfit  has  plenty  of  dough.  They  don’t  need  whatever  you  give 
thorn  by  breaking  your  ass."  Or,  "I  know  the  company  doesn’t  want  me  to  work 
too  fast;  I  can  got  all  worn  out.”  (typist-secretary).  Or  (piece  rate  employee),  “Well, 
they  don't  need  those  extra  pieces  until  Monday  anyway.  Why  should  I  knock 
mysolf  out?" 

b.  To  project  their  feelings  upon  others.  They  may  blame  them  and  ignore  their 
own  part  in  the  problem. 

For  example  (foreman),  "it’s  those  goddamned  budgets.  If  I  didn’t  have  those 
on  my  nock,  I’d  have  no  problem— absolutely  none."  Or  (an  order  department 
clork),  "Have  you  ever  tried  to  keep  the  sales  orders  straight  with  the  self-centered 
thickheads  we  have  for  salesmen?  All  they  think  of  is  themselves.”  Or  (a  produc¬ 
tion  manager),  “The  basic  problem  we  have  is  that  everything  we  produce  is 
custom-made.  Wo  ain't  got  no  long  runs  like  most  other  plants.  We  have  to  be 
careful  of  every  order."  Or  (a  piece-rate  worker),  "To  hell  with  it,"  he  said,  "let 
the  day  man  run  'em.  He  likes  'em.  He  turned  in  nine  dollars  today." 

"You'vo  got  time  to  make  another  dollar  yourself,”  I  said.  “To  hell  with  that  job!" 
Gus  exclaimed.  "I'm  not  going  to  bust  my  neck  any  more  on  it.  Let  the  day  man 
run  it." 

Another  example  is  found  in  a  recent  study  of  a  hospital  with  reports  that  the 
nurses  partially  adapt  to  their  own  inability  to  be  what  they  believe  is  an  effective 
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know  we  exist.  If  they  did  they  would  aet  h  m6’  administratlon  doesn’t  even 
administrative  difficuittes  we^avel^Just  take  sche^ulina  ^h6  “?  a""0yi"9 

to  solve  that  at  O.R.  (Operatinq  room)  or  X  f '  They  haven  t  been  able 

»« to  helP  „  „ses,  P,T  go  ***j£s:  tssEis. sir 

I  to  .to Snpa^en.'rd'lSr!X«7P  ""Z**  '  "ke  “»  W-*  1 

toss  oMh.  pay-la  clerk-typist).  "I  run  totTnd  “id  J,Ss  ouT""  *' 'he 
and  die  maker  “P  "*  ™“  “ '  Sh°uld  «■>'  “  ** '«  a  transfer  (tool 

tor“k:'.tonsiwui t r" 

But  I  don’t  like  not  Sg ^ bTCTS.”*  <■**  to  to  fair. 

you  got  to  be  on  a  schedule  You’re  ^  my  °Wn  boss’  1  guess-  Here 

else.”  scneoule.  You  re  always  working  under  pressure  for  someone 

work  is  for  thePindividua|atoydetachChtmself  ^  useddefense  against  nonsatisfying 
of  adolescent  girls  learned  to  ,?,f ,, fr°m  h,S  Work‘  For  sample,  a  group 
“Without  advance  notice,”  as  one  girl  puUtmi‘‘vnt0m  hh°  b°okkeepin9  equipment, 
and  at  the  same  time  think  of  a  million  nth  yo^suddeniy  realize  you  can  work 
daydream.  You  feel  free  ”  °ther  thl"9s'  You  know  what  I  mean, 

whi^STy^ 

psychological  problem in to 7 phvsoLinJ  '  ^  the  individual  transforms  a 
ulcers  is  a  weLown  * °P  ma"a9ement  level, 

increasing  evidence  that  employees  are  develoSnn^  ®mp,oyee  ,evel- there  is 
aches,  and  run-down  feelinqs  to  adant  to  -  v"9  dubl0us  backaches,  head- 
the  job.  9  ’  *°  adapt  t0  anxieties  ^ey  tend  to  experience  on 

volvement  are  typesyo^tfensrmtc^e/,A  ^pathy’ lack  of  interest,  and  nonin- 
that  they  require  special  emphasis  The  bas^o  thlsTlf  b6COmin9  S°  P°PUlaf 
out,  is  the  continuous  frustration  conflict  and  d  fenses'  we  have  Pointed 
Let  us  picture  an  employee  whom  wa  La"  tilf, *"  employee  e*padences. 
line  and  finds  that  he  cannot  obtain  minimal Y  °3  D'Ck‘  He  works  on  an  assembly 
is  frustrated.  From  the  sS^  °n  his''ob'  He 

to  regress  to  a  more  childlike  state  He  wiS  no/h  hyp0.tbesi2ed  that  Dick  will  tend 
he  was  frustrated.  This  ‘  pSSon  ^  b6fS  mature”  as  be  was  before 

him  (1)  to  leave  the  situation,  (2)  to  try  to  channTth  *"1  personality  maV  cause 
or  destructively,  (3)  to  acceDt  fintamllii  )  *u  96  the  work  sltuation  constructively 
working.  U  C®Pt  (,nternall2a)  the  tension  and  “hang  on,”  i.e„  keep 


Group  Adaptation 


i  ne  individual  adapts  to  the  imnart  of  «,»  ~  .  . 

combination  of:  (1)  leaving  the  organization  io\  r9anizatl0n  bV  anY  one  or  some 
mg  tne  organization,  (2)  climbing  the  organizational  ladder, 
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(3)  using  defensive  mechanisms,  and  (4)  becoming  apathetic  and  disinterested. 
These  are  a!!  adaptive  mechanisms  and  therefore  need  fulfilling.  People  will  want 
to  maintain  these  adaptive  behaviors. 

In  order  to  guarantee  their  existence,  the  individual  seeks  group  sanctions.  The 
informal  work  groups  are  “organized”  to  perpetuate  these  adaptive  processes  (to 
reward  those  employees  who  follow  the  informal  codes  and  to  penalize  those  who 
do  not).  The  individual  adaptive  acts  now  become  sanctioned  by  the  group,  and 
therefore  feed  back  to  reinforce  the  continuance  of  the  individual  need-fulfilling 
adaptive  behavior.  .  .  . 


*  *  *  * 


* 


Formalizing  Small  Groups  (Trade  Unions) 

Up  to  now  we  note  that  the  individual  adapts  on  the  psychological  level  and 
on  the  small  informal  group  level.  The  latter  are  initially  created  to  sanction  and 
therefore  perpetuate  those  activities  that  the  work  group  on  any  level  of  the 
organization  finds  need-fulfilling. 

However,  if  the  company  decides  to  disband  the  informal  activities,  in  the  final 
analysis  they  could  be  defended  by  the  employees  only  by  threatening  to  do  harm 
to  the  productive  process  (e.g.,  strike,  slow  down).  Such  measures  are  not  easily 
used  and  the  psychological  and  financial  costs  on  both  sides  are  high. 

Management’s  formal  power  is  basically  derived  by  making  the  employees 
dependent  on  management  for  their  rewards,  directions,  positions,  and  so  forth. 
It  follows  logically  from  the  above  that  one  way  for  the  employees  to  reduce  their 
dependence  is  to  take  away  some  of  the  management’s  formal  authority  and  place 
it  within  their  own  control.  According  to  Coleman  this  is  an  important  basis  for  the 
rise  of  trade  unions.  As  McGregor  states,  “And  to  the  extent  to  which  unions  have 
attempted  to  place  restrictions  upon  management’s  authority  reflects  not  only  a 
desire  for  power,  but  a  conscious  attempt  to  reduce  the  dependence  of  the  work¬ 
ers  upon  their  bosses.”.  .  . 

In  order  to  create  trade  unions,  the  employees  must  reach  outside  the  organiza¬ 
tion  into  the  political  world,  where  their  power  and  managements  (due  to  our 
political  system)  is,  man  for  man,  equal.  Once  trade  unions  come  to  existence, 
the  employees  can  sanction  many  of  their  informal  activities  through  the  formal 
power  residing  in  the  union  as  an  organization. 

*  *  *  *  * 


MANAGEMENT’S  REACTION  AND  ITS  IMPACT  UPON 
THE  EMPLOYEES 

We  have  been  primarily  concerned  with  the  employees’  adaptation  to  the 
formal  organizational  structure,  such  as  decreases  in  production  and  identification 
with  the  organization;  increases  in  waste,  errors,  absenteeism,  sickness,  apathy, 
disinterest  in  work,  and  increase  in  importance  of  material  (financial)  aspects  of 
work.  These  are  all  understandable  and  predictable  ways  for  relatively  healthy 
employees  to  adapt  to  the  conflict,  frustration,  and  failure  they  experience  as  a 
result  of  the  formal  organization.  .  .  . 
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Management’s  Dominant  Assumptions 

The  top  administrators,  however,  tend  to  diagnose  the  problems  in  another  wav 
They  observe  their  employees  while  at  work  and  they  conclude:  (1 )  The  employees 
are  lazy.  (2)  The  employees  are  uninterested  and  apathetic.  (3)  The  employees 
are  money  crazy.  (4)  The  employees  create  errors  and  waste. 

Management  blames  the  employees  and  “sees”  the  disloyalty,  disinterest,  and 
goldbncking  as  being  “in”  and  caused  by  the  employees.  It  follows  logically  for 
management,  that  if  any  changes  are  to  occur  the  employees  must  be  changed 
Thus  management  initiates  programs  to  “change  peoples’  attitudes,”  to  “sell  them 
free  enterpnse,”  to  “make  people  more  interested  in  the  company  ” 

Tbf  basic  action  P°licy  that  management  tends  to  define  to  solve  the  above 

I  pr°b  e"?s”  actual|y  stems  from  the  ,09*cs  of  the  formal  organization  and  formal 
leadership  already  discussed  .  .  . 


Stronger  “Dynamic”  Leadership  and  Its  Impact  upon  the  Employees 

An  important  pillar  of  most  management  policy  is  to  develop  competent  execu¬ 
tives  who  among  other  things:  (1)  are  able  to  "needle,”  “drive,”  “sell  ”  “push  ” 
Prhesfure;”  “P^suade, ”  “urge,”  “coerce,”  “win”  employees  to  increase  produc- 
tivity,  loyalty,  and  interest  for  the  organization  and  for  their  job;  (2)  are  able  to  get 
all  the  facts,  weigh  them  correctly,  and  make  effective  decisions;  (3)  know  clearly 
managernent’s  objectives,  policies,  and  practices;  (4)  communicate  these  policies 
and  practices  clearly  to  the  employees;  and  (5)  evaluate  the  performance  of  the 
employee  strictly  and  honestly  according  to  these  policies  and  practices. 

leadership8  6Vidence  t0  illustrate  management’s  use  of  pressure-oriented 

i  ^T?™9  the  characteristics  found  in  most  of  the  research,  one  may  con- 
clude  that  the  autocratic,  directive  leader  places  the  followers  in  a  situation  where 
they  tend  to  be  (1)  passive,  dependent,  subordinate,  and  submissive;  (2)  centered 
toward  the  organization’s  and  the  leader’s  needs  rather  than  the  needs  of  all  the 
followers;  (3)  competing  with  each  other  for  the  leader’s  favor;  (4)  confronted  with 
a  short  time  perspective;  and  (5)  experiencing  psychological  failure. 

•  Wemustcondudethat  the  impact  of  directive  leadership  upon  the  subordinates 
is  similar  to  that  which  the  formal  organization  has  upon  the  subordinate.  Pressure- 
oriented  directive  leadership  "compounds  the  felony"  that  the  formal  organization 
commits  every  minute  every  hour  of  the  day  and  every  day  of  the  year.  Au¬ 
thoritarian  leadership  reinforces  and  perpetuates  the  “damage”  created  by  the 
organ, zationsd  structure.  The  adaptive  activities  ...  are  also  caused  by  directive 
leadership.  Directive  leadership  helps  to  reinforce,  in  the  employees’  minds  the 
necessity  for  the  same  adaptive  activities  that  this  leadership  is  originally  designed 


Tighter  Management  Controls  and  Their  Impact  upon 
the  Employees 

H,.rwfhSeC°ndfP?!i.Cy<  deCiSi0n  made  by  many  fnana9ers  to  combat  reduced  pro¬ 
ductivity  is  careful  definition,  inspection,  and  evaluation  of  the  quality  and  quantity 
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of  every  employee’s  performance.  This  leads  us  to  the  field  of  management 
controls. 

Management  controls  are  becoming  increasingly  important  in  the  eyes  of  top 
management.  Management  control  is  seen  as  a  fundamental  process  in  all  organi¬ 
zation.  ...  3 

***** 

Management  controls  are  not  only  necessary  and  inevitable  if  the  traditional 
formal  organizational  structure  is  to  be  maintained,  but  they  also  become  increas¬ 
ingly  important  as  the  formal  organization  becomes  larger  and  more  decentralized. 
Management  decision  making  would  suffer  if  management  controls  were  aban¬ 
doned. 

***** 

As  a  result  of  the  pressure,  tension,  and  general  mistrust  of  management 
controls,  employees  tend  to  unite  against  management. 

Psychological  research  shows  that  people  can  stand  only  a  certain  amount  of 
pressure  and  tension,  after  which  it  becomes  intolerable.  One  method  people  use 
to  reduce  the  effect  of  the  pressure  (assuming  that  the  employees  cannot  reduce 
the  pressure  itself)  is  to  join  groups,  which  help  absorb  much  of  the  pressure  and 
thus  relieve  the  individual  personally.  Gradually,  therefore,  the  individuals  become 
a  group  because  in  so  doing  they  are  able  to  satisfy  their  need  to  (1)  reduce  the 
pressure  on  each  individual;  (2)  get  rid  of  tension;  (3)  feel  more  secure  by  belong¬ 
ing  to  a  group  which  can  counteract  the  pressure.  In  short,  new  cohesive  groups 
developed  to  combat  management  pressure.  In  a  sense,  the  people  had  learned 
that  they  could  be  happier  if  they  combined  against  it.  This  result  is  predicted 
[above]  as  a  “natural”  consequence  of  the  employees’  adapting  to  the  depen¬ 
dence  and  submissiveness  that  they  experience. 

***** 

The  impact  of  management  controls  is  similar  to  that  which  the  formal  organiza¬ 
tion  and  directive  leadership  have  upon  the  subordinates.  Management  controls 
feedback  upon  and  give  support  to  directive  leadership  as  both  "compound  the 
feiony"  committed  by  the  forma!  organization  every  hour  of  the  day  and  every  day 
of  the  year.  .  .  . 

The  “Human  Relations  Fad”  and  Its  Impact  upon  the  Employees 

The  third  response  by  management  to  the  problems  of  inadequate  productivity 
and  employee  apathy  is  the  let’s-be-human  approach.  If  directive  leadership  and 
tight  management  controls  do  not  succeed,  perhaps  helping  the  workers  to  identify 
with  their  jobs  and  the  company  might  succeed. 

How  did  the  human  relations  fad  begin?  The  growth  of  trade  unionism  brought 
to  light  much  of  the  discontent  the  employees  had  been  feeling  for  years,  and 
placed  much  of  the  blame  on  poor  management.  A  second  important  stimulus  was 
the  research  by  Mayo,  Roethlisberger  and  Dickson,  who  presented  concrete  evi¬ 
dence  showing  that  productivity  and  human  relations  were  intimately  tied  up.  Poor 
human  relations,  wrote  the  authors,  creates  low  production  (e.g.,  rate-setting  and 
goldbricking  which  leads  to  worse  human  relations  which  in  turn  leads  to  lower 
production.  A  key  to  the  solution,  Mayo  suggests,  is  to  help  the  employees  feel 
that  they  belong  to  a  small  primary  work  group.  If  people  could  be  helped  to  feel 
they  belong,  he  suggested,  human  relations  would  be  better.  Both  of  these  events 
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had  a  strong  impact  upon  management,  many  of  whom  still  did  not  fully  accept 
trade  unionism.  Third,  many  executives  were  beginning  to  develop  a  sense  of 
social  responsibility. 

A  difficulty  with  Mayo  and  other  “human  realtors”  is  that  they  observed  em¬ 
ployees  goldbricking,  rate-setting,  expressing  low  feelings  of  identification,  apathy 
and  disinterest  and  they  conclude,  like  management,  that  this  is  “bad.”  It  may  be 
ad  from  management’s  point  of  view,  but  as  our  analysis  suggests,  it  may  also 

be  adaptive  as  long  as  relatively  mature  workers  are  working  in  a  difficult  work 
situation. 

Management  picked  up  the  message  and  for  the  next  fifteen  to  twenty  years 
there  existed  a  great  interest  in  human  relations. 

***** 

To  summarize  research  shows  that  under  democratic  conditions  people  do 
tend  to  feel  that  they  are  part  of  a  team  and  respected.  However,  this  does  not 
mean  this  will  tend  to  be  the  case  if  a  supervisor  tries  to  be  pseudo  democratic 
or  democratic  under  autocratic  conditions.  We  must  not  forget  that  the  formal 
s  rncture  of  most  organizations  and  the  management  controls  are  fundamentally 
autocratic.  Jhe  small  groups  experiments  from  which  the  use  of  “democratic 
leadership  seems  to  have  arisen  never  coped  with  these  two  factors. 

whl^rf thmChhU9?eS|tS  thSt  tell'n9  3  WOrker  he  is  an  imPortant  Part  of  the  company, 
when  through  actual  expenence  he  sees  he  is  a  very  minor  part  (thanks  to  task 

ZTT0^  'ittle  responsibility  <thanks  to  chain  of  command,  directive 
eadersh'p  and  management  controls)  may  only  increase  the  employees’  dissatis¬ 
faction  with  management.  As  one  worker  concluded,  “Who  are  they  kiddinq  us 

Droud  oTthp^rT'  h0|teThPtifZe  t0  30  assembly  line  worker  that  he  should  feel 
proud  of  the  f°ur  bolts  that  he  puts  into  the  right  rear  end  of  a  car  may  be  viewed 

3  „3  ninsultby  the  worker  wh0  is  a  “whole”  human  being  (although  it  allays 

“It^tnn >!iS  anXiat'es  about  emP'oyee  apathy).  As  one  employee  remarked, 

I  s  ironic-damn.  It  hurts  to  know  that  four  bolts  are  important.  What  a  hell  of 


MOTIVATION  AND  PRODUCTIVITY* 

By  Saul  W.  Gellermair\ 

The  Classical  Theories 


establkh  T  *  T*™  cu°llaborator  of  ^d's  who  later  broke  with  him  to 
StabllSh  hls  0wn  sch00'  of  thought,  has  also  had  an  important  influence  on  our 
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understanding  of  work  motivation.  Adler  is  not  as  well  known  as  Freud,  even 
among  professionals;  in  fact,  many  of  his  ideas  have  become  accepted  today 
without  having  his  name  attached  to  them.  Unlike  Freud,  who  stressed  the 
pleasure-seeking  and  life-sustaining  motives,  Adler  placed  a  great  deal  of 
emphasis  on  the  power  motive.  By  “power”  he  meant  the  ability  to  require  others 
to  behave  in  ways  that  suited  one’s  purposes.  An  infant  actually  has  a  great  deal 
o  power  over  others.  As  any  parent  can  testify,  a  baby  can  cause  a  considerable 
commotion  among  all  the  adults  within  earshot  with  the  merest  yelp. 

According  to  Adler,  this  ability  to  manipulate  other  people  is  inherently 
p  easurable.  Not  only  does  the  child  have  a  hard  time  unlearning  it,  but  he  may 
also  spend  a  good  deal  of  his  adult  life  trying  to  recapture  that  blissful  condition 
of  having  other  people  do  as  he  wills.  However,  Adler  did  not  consider  the  child 
to  be  merely  a  miniature  dictator.  He  recognized,  first  of  all,  that  power  was  not 
sought  for  its  own  sake  so  much  as  it  was  a  refuge  from  the  utter  helplessness 
of  childhood.  Adults  are  the  child’s  lifeline,  and  it  is  a  life-and-death  matter  to  the 
child  that  the  adults  in  his  world  be  reliable;  therefore,  the  power  motive  acquires 
an  urgency  which  it  never  quite  loses  even  though  it  eventually  becomes 
unnecessary.  It  is  especially  strong  in  an  older  child  or  in  an  adult  who  feels 
handicapped  in  some  way  in  his  ability  to  win  the  respect  and  attention  of  others. 
Such  people  may  go  to  considerable  lengths  to  command  attention,  thereby 
overcoming  whatever  real  or  imagined  weakness  it  was  that  had  disturbed  them 
in  the  first  place.  In  describing  this  process,  Adler  introduced  two  well-known  terms 
to  psychology:  inferiority  complex  (underlying  fears  of  inadequacy  or  handicap 
which  need  not  necessarily  have  a  basis  in  fact)  and  compensation  (the  tendency 
to  exert  extreme  efforts  to  achieve  the  goals  which  the  “inferiority”  would  ordinarily 

Second,  Adler  recognized  that  power  was  not  the  only  way  to  solve  the  problem 
of  helplessness.  In  time  the  growing  child  realizes  that  cooperativeness  wins  a 
more  permanent  assurance  of  safety  for  him  than  power  ever  could,  and  at 
considerably  less  cost  in  terms  of  watchfulness  and  fear  of  retaliation.  If  the  child’s 
development  proceeds  normally  and  does  not  encounter  too  much  tension,  the 
power  motive  gradually  transforms  itself  into  a  desire  to  perfect  his  relationships 
with  others  that  is,  to  make  these  relationships  more  confident,  open,  and 
helpful.  Thus  the  mature  adult  would  be  able  to  move  among  others  freely,  without 
fear  or  suspicion.  On  the  other  hand,  if  the  process  were  stunted  somewhere  along 
the  line,  perhaps  by  too  many  disappointing  contacts  with  untrustworthy  adults, 
the  power  motive  would  not  only  persist  but  would  actually  become  stronger.  The 
adult  who  had  grown  up  in  this  way  would  be  on  guard,  rarely  willing  to  reveal  very 
much  of  his  plans  or  feelings  and  continually  on  the  lookout  for  an  advantage  that 
would  secure  his  position  in  what  seemed  a  treacherous  world. 

***** 


THE  COMPETENCE  MOTIVE:  ROBERT  W.  WHITE 


■  •  •  White  notes  that  the  original  Freudian  theory,  for  all  its  complexity,  is  still 
a  little  too  simple  to  account  for  all  the  facets  of  human  behavior.  Specifically,  the 
individual  is  more  than  just  a  vehicle  for  a  set  of  Instincts;  he  is  also  an  active 
observer  and  sharer  of  his  environment.  For  White,  one  of  the  mainsprings  of 
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human  motivation  is  an  interest  in  getting  to  know  what  the  world  is  like  and  in 
learning  to  get  what  one  wants  from  it.  Whereas  Freud  stressed  the  life-preserving 
and  comfort-seeking  instincts  and  Adler,  going  a  step  further,  stressed  the  drive 
for  power  over  others,  White  notes  that  people  also  want  to  understand  and 
manipulate  their  physical  environment  (and,  later  on,  their  social  environment  too). 
In  the  broadest  sense,  they  like  to  be  able  to  make  things  happen— to  create 
events  rather  than  merely  to  await  them  passively. 

White  calls  this  desire  for  mastery  “the  competence  motive.”  It  can  be  seen 
even  in  very  young  infants,  he  believes,  in  the  form  of  random  fingering  of  objects, 
poking  around,  and  feeling  whatever  is  in  reach.  Later  on  it  takes  the  form  of 
exploring,  tinkering,  taking  things  apart,  putting  them  together,  and  the  like.  As  a 
result  of  years  of  learning  his  way  around  his  own  small  world,  learning  what  its 
possibilities  are  and  how  to  exploit  them,  the  young  boy  develops  a  certain 
assurance  that  he  can  handle  himself  equally  well  in  the  larger  world  he  will  enter 
as  an  adult.  Whether  his  sense  of  competence  is  strong  or  weak  depends  on  the 
balance  of  successes  and  failures  the  boy  has  experienced  in  his  pint-sized  forays 
into  the  world  around  him.  If  successes  have  predominated,  he  will  probably  come 
to  regard  life  as  a  fairly  promising  venture  where  a  little  common  sense  and 
persistence  can  take  him  a  long  way.  On  the  other  hand,  if  the  failures  have 
outweighed  the  successes,  the  boy  may  regard  life  as  a  hazardous  game  at  best, 
one  in  which  running  risks  is  likely  to  lead  to  nothing  but  another  fiasco,  so  that 
it  makes  more  sense  simply  to  wait  for  circumstances  to  come  along  and  have 
their  will  with  him  than  to  try  to  influence  them. 

Because  the  individual  can  hardly  avoid  some  kind  of  transactions  with  his 
environment  every  day,  the  ledger  of  successes  and  failures  is  altered  constantly. 
Consequently,  one’s  fate  is  never  entirely  sealed.  There  is  always  the  possibility 
that  a  particularly  fortunate  set  of  experiences  will  come  along  to  bolster  a  timid 
ego,  or  contrariwise  an  unfortunate  set  may  knock  the  props  out  from  under  an 
overly  confident  one.  While  the  emerging  personality  may  be  pretty  well  jelled  in 
a  number  of  important  respects  by  age  five,  this  is  not  true  of  the  sense  of 
competence:  It  can  get  off  to  a  bad  start  and  still  develop  strongly  as  the  result 
of  later  successes. 

But  there  is,  alas,  a  limit  to  this.  After  a  time  the  sense  of  competence  is  also 
likely  to  reach  a  sort  of  plateau  from  which  it  may  vary  somewhat  but  not  (ordinarily) 
a  great  deal.  This  is  because  after  a  while  the  sense  of  competence  begins  to 
affect  the  likelihood  of  a  given  experience’s  turning  into  a  success  or  a  failure.  The 
more  venturesome  spirits  will  be  out  trying  to  win  things  or  change  things,  and  by 
brushing  aside  obstacles  and  persisting  toward  their  goals  they  tip  the  scales  of 
chance  in  their  favor.  Meeker  individuals  will  venture  less  and  therefore  gain  less 
and  will  perhaps  shrink  a  little  too  readily  from  obstacles.  Thus  the  sense  of 
competence  gradually  becomes  a  sort  of  self-fulfilling  prophecy:  The  individual 
seldom  achieves  more  than  he  expects  because  he  does  not  try  to  achieve  more 
than  he  thinks  he  can. 

***** 

In  adults  the  competence  motive  is  very  likely  to  express  itself  as  a  desire  for 
job  mastery  and  professional  growth.  It  may  therefore  have  a  great  deal  to  do  with 
Herzberg’s  finding  that  the  most  lasting  satisfactions  of  accountants  and  engineers 
are  derived  from  solving  difficult  technical  problems.  The  need  for  a  suitable  outlet 
for  this  motive,  in  a  civilized  society  that  has  had  most  of  the  elemental  challenges 
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engineered  out  of  rt,  may  even  underlie  the  growing  tendency  for  people  to  identify 
themselves  w,th  the,r  professions  rather  than  with  a  particular employe/ or Te 
region  or  group  in  which  they  were  born  and  raised.  P  * 

This  job  can  be  one  of  the  few  remaining  arenas  in  which  a  man  can  matrh 
his  skills  against  the  environment  in  a  contest  that  is  neither  absurdly  easy  nor 
prohibitively  difficult.  Where  such  a  contest  is  possible,  the  competence  motive 
may  be  exercised  and  considerable  rewards  may  be  enjoyed.  But,  where  it  is 
impossible,  as  in  most  routinized  or  oversupervised  jobs,  a  strong  competence 

aTd  TeJndeS  ’  Whi'6  “  ^  encoura9es  res^"ation 

Further,  the  sense  of  competence  probably  plays  a  key  role  in  effecting  job 
success  especially  in  hose  jobs  where  initiative  or  innovation  is  essential.  A  man 
who  trusts  his  own  ability  to  influence  his  environment  will  actually  try  to  influence 
t  more  often  and  more  boldly  than  someone  who  is  inclined  to  let  the  environment 
influence  him.  Can  it  be,  then,  that  the  games  and  horseplay  of  seven-  and 
eight-year-old8  have  something  to  do  with  events  in  the  executive  suite  thirty  years 
later?  White's  theory  suggests  that  they  may.  ... 


THE  AFFILIATION  MOTIVE:  STANLEY  SCHACHTER 

Psychologists  have  been  attacking  the  problem  of  human  motivation  from  more 
than  one  angle.  In  addition  to  studying  the  ways  in  which  assurance  and  daring 
evolve  out  of  a  basic  sense  of  competence,  they  have  turned  their  attention  to 
tho  question  of  what  makes  some  people  such  strikingly  social  creatures  and  why 
others  soom  to  be  able  to  spend  most  of  their  time  quite  happily  by  themselves. 
That  most  people  like  to  be  in  other  people’s  company  is  obvious  enough,  but  it 
also  seems  to  bo  true  that  this  liking  is  stronger  in  some  than  in  others  and  stronqer 
under  certain  kinds  of  circumstances. 

A  promising  beginning  toward  understanding  this  urge  to  be  sociable  has  been 
made  by  Stanley  Schachtor  of  the  University  of  Minnesota.  .  .  . 

*****  * 

Tho  importance  of  affiliativ©  needs  is  clear. .  .  ,  Yet  the  existence  of  an  affilia- 
tion  motive  has  boon  moro  or  less  taken  for  granted,  so  that  when  Schachter  first 
began  to  direct  serious  scientific  attention  to  it,  he  could  find  little  in  the  way  of 
previous  research  or  even  theorizing  to  guide  him.  It  was  generally  assumed  that 
affiliation  could  bo  either  a  means  to  an  end  or  an  end  in  itself.  That  is,  people 
might  seek  tho  company  of  others  in  order  to  gain  some  kind  of  impersonal  reward 
which  tho  others  meted  out,  such  as  money,  favors,  or  protection.  Or  they  might 
socialize  simply  because  they  enjoyed  it.  It  was  with  this  latter  kind  of  affiliation 
that  Schachtor  concerned  himself:  the  desire  to  be  with  other  people  regardless 
of  whether  anything  but  company  was  apparently  gained  thereby. 

Some  previous  research  had  touched  on  the  question  in  a  way.  Psychologists 
had  found  that  when  something  happens  which  contradicts  a  strongly  held  belief, 
the  "believers"  will  tend  to  seek  each  other  out  with  great  urgency.  They  then  go 
through  an  exictod  process  of  comparing  notes,  speculating  about  the  event,  and 
seeking  explanations.  Eventually  some  sort  of  consensus  emerges  from  all  this 
discussion,  and  most  of  the  people  will  quickly  associate  themselves  with  it. 
Whether  the  new  ideas  fit  the  facts  any  better  than  the  old  ones  did,  or  indeed 
whether  they  are  very  different  from  the  old  ones  at  all,  does  not  seem  to  matter 
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particularly.  What  does  seem  to  matter  is  that  one’s  beliefs  are  squared  with 
everyone  else’s.  There  seems,  in  other  words,  to  be  a  great  deal  of  relief  when 
one’s  thinking  is  shared  by  many  others,  almost  as  if  this  agreement  confirmed 
the  rightness”  and  therefore  the  safety  of  one’s  own  ideas. 

*  *  *  *  * 

For  Schachter,  the  most  important  element  in  the  pattern  was  the  reassuring 
effeot  of  sharing  an  opinion.  Apparently  this  kind  of  sharing  provided  a  feeling  that 
the  world  was  understood  and  that  therefore  life  was  not  really  so  dangerous  after 
all.  Evidently  something  more  than  just  company  was  being  provided  by  this 
particular  form  of  affiliation.  Socializing,  in  this  instance,  served  to  make  life  seem 
a  little  more  manageable,  a  little  less  inexplicable,  even  though  the  shared  ideas 
themselves  might  be  utterly  without  foundation.  (This  probably  helps  to  explain 
the  unpopularity  of  most  new  ideas:  They  suddenly  make  the  world  seem  unfamil- 
iarl)  If  the  pattern  is  not  particularly  rational,  that  does  not  make  it  any  less  human. 

So  one  motive  for  affiliation  can  be  the  opportunity  to  have  one’s  beliefs  con¬ 
firmed.  But  Schachter  found  himself  wondering  whether  the  discomfort  of  uncer¬ 
tainty  was  the  only  form  of  discomfort  that  would  lead  to  affiliation  or  whether  it 
was  just  a  sPecial  case  °f  a  broader  class  of  anxieties  that  would  make  people 
want  to  get  together.  To  answer  the  question  he  devised  an  ingenious,  though 
somewhat  diabolical,  series  of  experiments.  The  subjects  in  these  experiments 
were  those  unsung  heroes  (heroines  in  this  case)  of  most  psychological  research: 
the  college  sophomores  who,  in  return  for  volunteering  to  be  subjects  for  an 
experiment,  are  excused  from  a  lab  report. 

Schachter  s  technique  was  to  produce  a  mild  state  of  fright  by  implying  that 
his  subjects  would  have  to  endure  a  certain  amount  of  pain  during  the  experiment 
They  endured  nothing  of  the  kind,  of  course;  Schachter  was  deliberately  trying  to 
create  a  rather  upset  frame  of  mind.  Once  he  had  gotten  his  subjects  sufficiently 
perturbed,  Schachter  told  them  that  they  would  have  to  wait  for  further  develop- 
ments  and  gave  them  an  opportunity  to  do  so  either  alone  or  together.  Most  of 
them  chose  togetherness,  despite  the  fact  that  they  were  strangers.  At  this  point 
Schachter  confessed  his  trick,  apologized,  and  explained  the  experiment  to  his 
much-relieved  subjects.  He  had  proved  his  point:  Misery  definitely  does  love  com¬ 
pany. 

***** 

The  informal  work  group  is  a  way  of  adapting  to  a  humiliating  lack  of  compe- 
tence  in  the  face  of  a  mechanized  organization.  The  group  provides  some  degree 
of  reassurance:  Everyone  else  is  equally  “beaten”  by  the  system;  therefore,  it  is 
less  of  a  reflection  on  each  individual  to  be  beaten.  Viewed  in  this  light,  the  informal 
work  group  is  not  necessarily  due  to  “natural”  gregariousness;  it  may  also  be  a 
defensive  reaction  and  a  symptom  of  deep  distress. 

***** 

Affiliation,  then,  can  be  a  simple  expression  of  good  fellowship  or  the  symptom 
of  a  drastic  loss  of  self-respect.  (It  can  also  be  many  other  things:  a  voluntary 
stratagem  for  increasing  the  likelihood  of  obtaining  certain  advantages,  for  exam- 


From 
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THE  HUMAN  SIDE  OF  ENTERPRISE* 

By  Douglas  McGregor  t 


[EDITORS’  NOTE:  In  the  abstract  below,  the  author  is  stating  some  fundamental  principles 
of  human  motivation. 

In  other  chapters,  McGregor  points  out  that  in  the  practice  of  management,  many  execu¬ 
tives  believe  that  many  employees  inherently  dislike  to  work,  that  they  therefore  must  be 
controlled  and  directed  by  reward  and  punishment  to  get  them  to  put  forth  efforts  for  the 
organization,  and  that  they  prefer  to  be  directed,  because  they  have  relatively  little  ambition. 

From  a  psychological  standpoint,  however,  McGregor  says  that  employment,  wages, 
working  conditions  and  benefits,  which  control  people  by  the  “carrot  and  stick”  method,  are 
really  the  causes  of  indolence,  passivity,  and  unwillingness  to  accept  responsibility.  Thus 
it  is  not  the  natural  motivations  of  employees  but  management  methods  which  cause  these 
reactions. 

There  is  thus  a  vicious  circle:  management  believes  people  are  behaving  in  a  certain  way; 
then  management  “manages”  in  a  certain  way;  people  in  fact  act  to  confirm  the  oriqinai 
misconception. 

H  As  a  way  out>  McGregor  suggests  creation  of  jobs  and  work  which  satisfy  social  needs 
(  the  need  for  the  fairest  possible  break”;  “.  .  .  needs  for  belonging,  association,  friendship 
...  for  self  esteem,  autonomy,  competence  .  .  .  recognition,  respect  of  one’s  fellows  . 

and  for  se,f  fulfillment,  that  is,  for  realizing  one’s  own  potential  for  continued  self-develop¬ 
ment”). 

This  abstract  gives  in  the  author’s  own  words  the  kinds  of  motivations  that  would  be 
produced  if  the  management  and  the  work  organization  provide  these  things.] 


There  are  some  other  reasons  why  management  has  been  relatively  slow  to 
utilize  social  science  knowledge.  Two  of  these  are  specially  important.  The  first 
is  that  every  manager  quite  naturally  considers  himself  his  own  social  scientist. 
His  personal  experience  with  people  from  childhood  on  has  been  so  rich  that  he 
feels  little  real  need  to  turn  elsewhere  for  knowledge  of  human  behavior. 

*  *  *  *  * 

Every  managerial  act  rests  on  assumptions,  generalizations,  and  hypotheses— 
that  is  to  say,  on  theory.  Our  assumptions  are  frequently  implicit,  sometimes  quite 
unconscious,  often  conflicting;  nevertheless,  they  determine  our  predictions  that 
if  we  do  a,  b  will  occur.  Theory  and  practice  are  inseparable. 

*  *  *  *  * 

It  is  possible  to  have  more  or  less  adequate  theoretical  assumptions;  it  is  not 
possible  to  reach  a  managerial  decision  or  take  a  managerial  action  uninfluenced 
by  assumptions,  whether  adequate  or  not  The  insistence  on  being  practical  really 
means,  “Let’s  accept  my  theoretical  assumptions  without  argument  or  test.”  The 
common  practice  of  proceeding  without  explicit  examination  of  theoretical  as¬ 
sumptions  leads,  at  times,  to  remarkable  inconsistencies  in  managerial  behavior. 

***** 


toe!  uPrerminmnfr0ra  The  Human  Side  of  Enterprise,  by  Douglas  McGregor.  Copyright 
1960.  McGraw-Hill  Book  Company,  Inc.  (Excerpts  from  pp.  3,  6-10,  47-48,  53-54.) 

t  The  late  author  was  a  Professor  in  the  School  of  Industrial  Management  at  the  Massa¬ 
chusetts  Institute  of  Technology. 
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Another  common  way  of  denying  the  importance  of  theory  to  managerial  behav¬ 
ior  is  to  insist  that  management  is  an  art.  This  also  precludes  critical  examination 
of  the  theoretical  assumptions  underlying  managerial  actions  by  placing  reliance 
on  intuitions  and  feelings,  which  are  by  definition  not  subject  to  question.  The  issue 
is  not  whether  management  is  a  science.  It  is  not.  Its  purposes  are  different. 
Science  is  concerned  with  the  advancement  of  knowledge;  management,  like  any 
profession,  is  concerned  with  the  achievement  of  practical  objectives.  The  issue 
is  whether  management  can  utilize  scientific  knowledge  in  the  achievement  of 
those  objectives.  To  insist  that  management  is  an  art  is  frequently  no  more  than 
a  denial  of  the  relevance  of  systematic,  tested  knowledge  to  practice.  So  long  as 
the  manager  fails  to  question  the  validity  of  his  personal  assumptions,  he  is  unlikely 
to  avail  himself  of  what  is  available  in  science.  .  .  . 

An  equally  important  reason  for  management’s  failure  to  make  effective  use 
of  current  social  science  knowledge  has  to  do  with  a  misconception  concerning 
the  nature  of  control  in  the  field  of  human  behavior.  In  engineering,  control  consists 
in  adjustment  to  natural  law.  It  does  not  mean  making  nature  do  our  bidding.  We 
do  not,  for  example,  dig  channels  in  the  expectation  that  water  will  flow  uphill;  we 
do  not  use  kerosene  to  put  out  a  fire.  In  designing  an  internal  combustion  engine 
we  recognize  and  adjust  to  the  fact  that  gases  expand  when  heated;  we  do  not 
attempt  to  make  them  behave  otherwise.  With  respect  to  physical  phenomena, 
control  involves  the  selection  of  means  which  are  appropriate  to  the  nature  of  the 
phenomena  with  which  we  are  concerned. 

In  the  human  field  the  situation  is  the  same,  but  we  often  dig  channels  to  make 
water  flow  uphill.  Many  of  our  attempts  to  control  behavior,  far  from  representing 
selective  adaptations,  are  in  direct  violation  of  human  nature.  They  consist  in  trying 
to  make  people  behave  as  we  wish  without  concern  for  natural  law. 

*  *  *  *  * 

Another  fallacy  is  often  revealed  in  managerial  attempts  to  control  human 
behavior.  When  we  fail  to  achieve  the  results  we  desire,  we  tend  to  seek  the  cause 
everywhere  but  where  it  usually  lies:  in  our  choice  of  inappropriate  methods  of 
control.  The  engineer  does  not  blame  water  for  flowing  downhill  rather  than  up, 
nor  gases  for  expanding  rather  than  contracting  when  heated.  However,  when 
people  respond  to  managerial  decisions  in  undesired  ways,  the  normal  response 
is  to  blame  them.  .  .  . 

***** 

There  have  been  few  dramatic  break-throughs  in  social  science  theory  like 
those  which  have  occurred  in  the  physical  sciences  during  the  past  half  century. 
Nevertheless,  the  accumulation  of  knowledge  about  human  behavior  in  many 
specialized  fields  has  made  possible  the  formulation  of  a  number  of  generaliza¬ 
tions.  .  .  .  Some  of  these  assumptions  .  .  .  are  as  follows: 

1 .  The  expenditure  of  physical  and  mental  effort  in  work  is  as  natural  as  play 
or  rest.  The  average  human  being  does  not  inherently  dislike  work.  Depending 
upon  controllable  conditions,  work  may  be  a  source  of  satisfaction  (and  will  be 
voluntarily  performed)  or  a  source  of  punishment  (and  will  be  avoided  if  possible). 

2.  External  control  and  the  threat  of  punishment  are  not  the  only  means  for 
bringing  about  effort  toward  organizational  objectives.  Man  will  exercise  self-direc¬ 
tion  and  self-control  in  the  service  of  objectives  to  which  he  is  committed. 

3.  Commitment  to  objectives  is  a  function  of  the  rewards  associated  with  their 
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achievements^^  most  significant  of  such  rewards,  e.g.,  the  satisfaction  of  ego 
and  self-actualization  needs,  can  be  direct  products  of  effort  directed  toward 
organizational  objectives. 

4.  The  average  human  being  learns,  under  proper  conditions,  not  only  to  ac¬ 
cept  but  to  seek  responsibility.  Avoidance  of  responsibility,  lack  of  ambition,  and 
emphasis  on  security  are  generally  consequences  of  experience,  not  inherent 
human  characteristics. 

5.  The  capacity  to  exercise  a  relatively  high  degree  of  imagination,  ingenuity, 
and  creativity  in  the  solution  of  organizational  problems  is  widely,  not  narrowly, 
distributed  in  the  population. 

6.  Under  the  conditions  of  modern  industrial  life,  the  intellectual  potentialities 
of  the  average  human  being  are  only  partially  utilized. 

***** 

In  the  physical  sciences  there  are  many  theoretical  phenomena  which  cannot 
be  achieved  in  practice.  Absolute  zero  and  a  perfect  vacuum  are  examples.  Oth¬ 
ers,  such  as  nuclear  power,  jet  aircraft,  and  human  space  flight,  are  recognized 
theoretically  to  be  possible  long  before  they  become  feasible.  This  fact  does  not 
make  theory  less  useful.  .  .  . 

Similarly,  in  the  management  of  the  human  resources  of  industry,  the  assump- 
tions  and  theories  about  human  nature  at  any  given  time  limit  innovation.  . 
Assumptions  like  those  [above]  open  up  a  range  of  possibilities  for  new  managerial 
policies  and  practices.  .  .  . 
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ADVERTISEMENT  FOR  SCIENCE  IN 
MARKETING  (1965) 

By  John  Wiley  &  Sons,  Inc. 


This  new  text  offers 
their  objective  and 
lucid  appraisals  of .  . 

SCIENCE  IN 
MARKETING* 

Edited  by  GEORGE  SCHWARTZ,  Assistant  Professor  of  Marketing, 
College  of  Business  Administration,  University  of  Rochester. 

Nineteen  authorities  on  marketing  science  are  represented  in  this 
fascinating  analysis  of  what  is  known  and  what  still  needs  to  be  learned 
about  marketing.  It  will  give  your  students  an  understanding  of  what  is 
meant  by  the  realistic  assessment  of  information  —  and  will  show  them 
how  to  determine  whether  or  not  such  information  constitutes  knowledge. 

SCIENCE  IN  MARKETING  begins  with  a  general  consideration  of 
the  nature,  goals,  and  usefulness  of  marketing  science.  Next,  students  are 
given  a  close  look  at  specific  aspects  of  marketing.  The  discussion  of 
such  topics  as  pricing,  personal  selling,  and  product  development  is 
organized  around  two  questions:  1)  What  empirically  validated 
descriptive,  predictive,  and  control  knowledge  is  currently  available?  and 
2)  What  research  studies  should  be  undertaken  to  secure  new  knowledge? 

An  entire  chapter  is  devoted  to  the  evaluation  of  the  utility  and 
limitations  of  operations  research  in  marketing,  and  another  to  the 
strengths  and  weaknesses  of  stochastic  brand  switching  models. 

SCIENCE  IN  MARKETING  also  includes  an  examination  of  the 
relationship  of  ethics  to  marketing  science.  The  text  concludes  with  an 
overview  assessment  of  the  state  of  marketing  knowledge  and  suggestions 
for  future  research. 

This  is  a  volume  in  the  Wiley  Marketing  Series,  Advisory  Editor : 
WILLIAM  LAZER,  Michigan  State  University. 
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From 

AMERICAN  DEMOCRACY  IN  THEORY 
AND  PRACTICE* 

By  Robert  Carr,  Marver  Bernstein,  and  Donald  Morrison^ 

The  higly  technological  character  of  American  civilization  makes  it  possible 
through  the  mass-circulation  newspaper  and  magazine  and  the  magic  of  radio  and 
television,  to  bring  essential  information  concerning  social  problems  to  every  citi¬ 
zen  and  thereby  to  encourage  the  formation  of  intelligent  public  opinion.  At  the 
same  time,  it  renders  the  problems  themselves  so  complex  and  difficult  that  there 
arises  a  question  concerning  the  ability  of  even  an  educated  and  informed  citizenry 
to  think  about  these  problems  intelligently  and  rationally.  For  example,  two  of  the 
greatest  issues  of  our  time— finding  satisfactory  systems  for  the  social  control  of 
atomic  energy  and  space  weapons  and  satellites— are  made  almost  impossibly 
difficult.  .  .  .  The  machine  age  is  placing  a  strain  upon  the  democratic  process 
in  this  respect.  It  is  clear  that  if  the  democratic  system  is  to  survive,  increasing 
attention  must  be  paid  to  such  a  basic  point  as  bringing  essential  information 
concerning  the  social  problems  of  a  technological  age  to  the  people  so  that  the 
process  of  forming  public  opinion  may  be  carried  forward. 

***** 

Mention  of  dissemination  of  information  by  the  government  raises  the  issue 
whether  public  officers  in  a  democracy  should  try  to  influence  public  opinion  or 
should  only  be  influenced  by  it.  Public  officers  in  a  democracy  must  show  a  high 
sensitivity  to  public  opinion.  But  it  is  also  clear  that  they  must  often  provide  strong 
leadership  as  public  opinion  takes  shape  on  a  difficult  issue.  For  example,  where 
the  President  possesses  expert  information  concerning  such  matters  as  the  inter¬ 
national  situation  or  economic  trends  within  the  country,  which  information  in  his 
judgment  seems  to  necessitate  the  following  of  particular  policies,  he  must  do  his 
best  to  shape  a  favorable  public  opinion  in  support  of  these  policies. 


From 

PUBLIC  OPINION  POLLS  AND 
DEMOCRATIC  LEADERSHIP** 

By  Dorwin  Cartwrights 

The  great  potentialities  of  sample  surveys  in  serving  both  the  legislative  and 
administrative  branches  of  the  Government  are  now  well  established.  Through  an 

*  Robert  Carr,  Marver  Bernstein,  Donald  Morrison,  American  Democracy  in  Theory  and 
Practice,  copyright  ©  1960  (Third  Edition),  Holt,  Rinehart  &  Winston,  Inc.  Reprinted  by 
permission.  (Excerpts  from  pp.  214-19.) 

t  At  the  time  this  book  was  written  Mr.  Carr  was  President  of  Oberlin  College;  Mr.  Bern¬ 
stein  was  a  Professor  of  Politics  at  Princeton  University;  and  Mr.  Morrison  was  former  Provost 
and  Professor  of  Government  at  Dartmouth  College. 

**  Reprinted  by  permission  of  the  Journal  of  Social  Issues,  Vol.  II,  No.  2  (1946),  pp.  23-32. 

ft  The  author  is  Research  Coordinator,  Research  Center  for  Group  Dynamics,  University 
of  Michigan. 
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extremely  rapid  growth  of  the  science  of  sampling  it  has  become  possible  to  obtain 
relatively  quickly  and  with  moderate  expense  an  accurate  miniature  of  the  total 
population.  .  .  . 

The  Founding  Fathers,  not  knowing  of  the  science  of  sampling,  could,  of 
course,  make  no  provision  for  public  opinion  research  in  the  democratic  process 
of  government.  Their  method  for  keeping  control  in  the  hands  of  the  people  was 
that  of  assuring  free  elections  in  which  leaders  were  chosen  to  represent  the 
people. .  .  .  The  democratic  control,  and  the  very  essence  of  democracy,  lay  in 
the  fact  that  elected  leaders  would  have  to  stand  before  the  people  periodically 
for  re-election:  In  the  years  that  have  followed,  this  control  has  proved  to  be  quite 
limited;  on  many  issues  the  will  of  the  people  has  been  but  weakly  exercised. 

.  .  .  Had  the  founders  of  our  government  foreseen  the  tremendous  growth  of 

bureaucracy  which  has  taken  place  since  their  day  and  had  they  been  able  to 
imagine  the  intimate  way  in  which  the  executive  agencies  would  come  to  touch 
the  lives  of  all  our  citizens,  it  is  possible  that  they  would  have  devised  some  more 
direct  method  of  control  over  this  branch  of  government.  Had  they  known  of  public 
opinion  research,  they  might  have  made  provision  in  the  Constitution  for  its  regular 
use. 

Pressure  groups  constitute  a  most  impressive  symptom  of  the  illness  of  our 
democratic  functioning. .  .  .  Techniques  of  lobbying  have  become  so  highly  devel¬ 
oped  that  persons  with  a  professional  reputation  in  the  field  are  avidly  sought  by 
groups  able  to  pay  well  to  have  their  wishes  felt  in  Washington. 

Against  such  a  barrage  the  conscientious  public  servant  has  little  defense. 

Looking  at  the  government  through  the  eyes  of  those  who  shape  policies,  there 
is  need  to  keep  in  touch  with  the  public  for  yet  another  reason.  It  is  not  enough 
to  know  whether  or  not  the  public  is  in  favor  of  some  broadly  defined  program; 
let  us  say,  inflation  control.  Even  though  its  objectives  receive  overwhelming 
approval,  a  program  may  fail  because  its  detailed  operation  does  not  correctly  take 
into  account  the  “human  element”  inherent  in  any  public  action. 

*  *  *  *  * 

What  do  we  want  of  our  leaders  in  a  democracy?  What  should  they  do  for  us? 
Certainly  they  should  represent  the  will  of  the  majority;  ...  But  they  should  do 
more.  We  want  men  who  will  lead  as  well  as  follow  the  public  will;  we  want  experts 
who  know  more  about  the  subject  than  anyone  else;  we  want  men  of  vision  who 
can  invent  new  solutions  to  our  problems.  No  doubt  a  poll  of  the  American  people 
would  reveal  support  of  each  of  these  propositions.  If  the  public  really  accepts 
these  functions  of  the  leader,  however,  it  then  follows  that  leaders  should  by  no 
means  always  abide  by  the  results  of  the  polls.  There  are  certain  circumstances 
under  which  they  are  obligated  to  disregard  them. 

PUBLIC  INFORMATION  AND  THE  EXPERT 

Although  the  educational  level  of  this  country  is  high  and  media  of  information 
reach  every  segment  of  the  population  daily,  popular  knowledge  of  public  affairs 
is  meager. ...  For  instance,  at  the  height  of  discussion  of  the  Little  Steel  Formula, 
April,  1 945,  only  52  per  cent  of  those  approached  by  Gallup  interviewers  asserted 
that  they  had  heard  of  it,  and  only  30  per  cent  could  give  a  reasonably  accurate 
indication  of  what  it  was  intended  to  do.  It  has  been  found  on  several  occasions 
that  less  than  half  of  the  population  can  give  correctly  such  items  of  information 
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as  the  number  of  years  for  which  a  member  of  the  House  of  Representatives  is 
elected.  Perhaps  more  revealing  is  the  finding  of  the  Fortune  poll  in  August,  1 944 
that  46  per  cent  of  the  population  thought  that  John  L.  Lewis  was  president  of  the 
C.I.O.  while  nearly  one  per  cent  mentioned  Eric  Johnston  and  another  Beardsley 

.  .  .  The  kind  of  government  established  by  our  Constitution  did  not  envision 
going  to  the  public  for  the  solution  of  the  thousands  of  problems  which  arise  each 
year.  It  was  intended  that  these  problems  would  be  solved  by  leaders  and  experts 
selected  by  the  people.  Public  opinion  polls  which  go  to  the  people  and  ask  them 
to  choose  among  specific  proposals  for  the  solution  of  these  detailed  problems 
actually  force  many  people  to  make  pronouncements  upon  matters  about  which 
they  know  little.  To  expect  government  leaders  to  follow  these  choices  as  a 
mandate  from  the  people  is  to  substitute  mediocrity  for  expertness. 

***** 

■  ■  ■  Modern  government  has  become  so  extensive  and  so  complicated  that 
even  experts  must  specialize  on  certain  types  of  problems.  The  danger  of  applying 
public  opinion  polls  to  these  areas  lies  in  the  fact  that  people  can  be  induced  to 
express  an  opinion  in  a  poll  on  matters  about  which  they  know  little.  . 

***** 

Social  progress,  like  technological  progress,  depends  upon  the  widespread 
adoption  of  new  procedures  which  have  been  developed  by  a  relatively  small 
number  of  people.  As  much  as  we  might  wish  it,  the  average  man  is  neither  an 
inventor  nor  an  innovator.  .  .  . 

In  another  way  the  inventor  differs  from  the  rest  of  us.  He  is  a  restless  soul 
who  is  never  satisfied  with  the  present  condition  of  things.  He  is  constantly  looking 
for  improvements,  for  better  procedures.  But  only  when  our  needs  are  seriously 
thwarted  do  we  common  mortals  search  out  new  practices.  If  the  horse  will  get 
us  where  we  want  to  go,  we  are  happy— until  the  automobile  leaves  us  in  its  dust. 
We  are  quick  to  adopt  a  new  and  better  creation  after  we  have  seen  it  work,  but 
we  are  slow  to  perceive  its  need  and  to  invent  it. 

***** 

.  .  .  In  the  guise  of  being  democratic  and  of  giving  the  average  man  a  greater 
voice  in  social  affairs,  public  opinion  research  can  be  used  to  impede  progress 
through  misplacing  the  function  of  invention  in  our  society.  By  asking  the  public 
to  invent  solutions  to  social  problems  and  by  interpreting  the  absence  of  new 
solutions  as  a  desire  for  the  status  quo,  public  opinion  polls  are  sometimes  em¬ 
ployed  to  bring  pressure  to  bear  against  innovation  and  change. 

***** 

From  this  discussion  it  would  be  incorrect  to  conclude  that  public  opinion 
research  can  make  no  contribution  to  invention  and  progress  in  government.  On 
the  contrary,  it  is  just  this  area  of  public  life  where  it  can  be  of  the  greatest 
assistance.  Properly  designed  and  executed  research  on  public  needs  can  give 
social  inventors  goals  to  aim  at. .  .  .  Sample  surveys  can  be  very  useful  in  deter- 
mining  whether  a  program  that  is  sound  from  an  economics  point-of-view  will  be 
at  all  satisfactory  when  the  “human  element”  is  considered. 
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MANAGERIAL  PSYCHOLOGY* 

By  Harold  J.  Leavitts 

The  Perceptual  World 

Most  of  us  recognize  that  the  world-as-we-see-it  is  not  nocossanly  the  sam< 
as  the  wor!d-as-it-“really”-is.  Our  answer  depends  on  what  wo  hoard,  not  on  wha 
was  really  said.  The  housewife  buys  what  she  likes  bost,  not  what  is  twist.  Whothw 
we  feel  hot  or  cold  depends  on  us,  not  on  the  thermomotor,  the  saroo  job  maj 
look  like  a  good  job  to  one  of  us  and  a  sloppy  job  to  another 

To  specify  the  problem,  consider  the  tine  drawing  in  Figure  I  .This  is  a  picture 


FIGURE  1 

Wife  or  Mother-In-Law? 


of  a  woman.  Here  are  some  questions  about  it:  (1)  How  old  i«*  ttm  woman  at  the 
time  of  the  picture?  (2)  Does  she  have  any  outstanding  phy*»n..il  i.lwuctonstins ' 
(3)  Is  she  “reasonably  attractive"  or  “downright  ugly"? 

*  From  Harold  J.  Leavitt,  Managerial  htgehalogg  ■  I'M  Itv  l  hr  t  ntvrj.nu  ol  t  hit  «  > 
Press.  All  rights  reserved.  Excerpts  from  pp,  27  III.  K.-puwrd  i.y  perumvl.m 
tThe  author  is  Professor  of  Psychology  at  Stanford  thtjvrt'Otv 
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Show  the  picture  to  ten  other  people.  Do  they  ail  see  the  same  thing?  If  some 
think  she  looks  between  twenty  and  thirty,  does  anyone  think  she’s  over  fifty?  If 
some  think  she’s  over  fifty,  does  anyone  think  she’s  between  twenty  and  thirty? 

How  does  one  account  for  the  conflicts?  Are  the  differences  simply  differences 
in  taste?  Or  in  standards  of  beauty?  Or  is  each  person  distorting  the  “real”  world 
in  a  different  way? 

This  old  psychology-textbook  picture  is  intentionally  ambiguous.  It  can  be  seen 
either  as  an  ugly  old  hag  with  a  long  and  crooked  nose  and  toothless  mouth  or 
as  a  reasonably  attractive  young  girl  with  head  turned  away  so  that  one  can  barely 
see  one  eyelash  and  part  of  a  nose.  More  importantly,  the  picture  will  be  based 
on  the  “facts”  as  they  are  seen  by  the  viewer,  which  may  be  different  from  the 
“facts”  seen  by  another  viewer. 

Incidentally,  if  the  reader  still  sees  only  one  of  the  two  figures,  he  is  getting  a 
good  feeling  of  what  a  “need”  is.  The  tension  or  discomfort  that  one  feels  when 
he  thinks  he  is  missing  something  others  can  see  or  when  he  feels  he  hasn’t  quite 
closed  a  gap  in  his  knowledge— that  is  a  need.  And  it  will  probably  be  difficult  to 
concentrate  on  reading  further  until  he  satisfies  that  unsatisfied  need  by  finding 
the  second  face  in  the  picture. 

The  Influence  of  Our  Needs  on  Our  Perceptions 

The  hag  picture  is  another  demonstration  of  a  commonplace  observation,  i.e., 
that  people  see  things  differently,  that  the  world  is  what  we  make  it,  that  everyone 
wears  his  own  rose-colored  glasses.  But  consider  some  additional  questions: 
Whence  the  rose-colored  glasses?  Are  the  glasses  always  rose-colored?  That  is, 
does  one  always  see  what  he  wants  to  see,  or  does  he  see  what  he  is  afraid  he 
will  see,  or  both? 

These  questions  are  important  because  the  primary  issue  of  “human  relations” 
is  to  consider  ways  in  which  individuals  can  affect  the  behavior  of  other  individuals. 

If  it  is  true  that  people  behave  on  the  basis  of  the  perceived  world,  then  changing 
behavior  in  a  predetermined  direction  can  be  made  easier  by  understanding  the 
individual’s  present  perception  of  the  world.  For  if  there  is  any  common  human- 
relations  mistake  made  by  industrial  superiors  in  their  relations  with  subordinates, 
it  is  the  mistake  of  assuming  that  the  “real”  world  is  all  that  counts,  that  everyone 
works  for  the  same  goals,  that  the  facts  speak  for  themselves. 

But  if  people  do  act  on  their  perceptions,  different  people  perceive  things 
differently.  How,  then,  is  the  manager,  for  example,  to  know  what  to  expect?  What 
determines  how  particular  people  will  perceive  particular  things? 

The  answer  has  already  been  given  in  the  preceding  chapters.  People’s  percep¬ 
tions  are  determined  by  their  needs.  Like  the  mirrors  at  amusement  parks,  we 
distort  the  world  in  relation  to  our  own  tensions.  Children  from  poorer  homes,  when 
asked  to  draw  a  quarter,  draw  a  bigger  than  actual  one.  Industrial  employees,  when 
asked  to  describe  the  people  they  work  with,  talk  more  about  their  bosses  (the 
people  more  important  to  their  needs)  than  about  their  peers  or  subordinates,  and 
so  on. 

But  the  problem  is  more  complicated  than  that.  People  may  perceive  what  is 
important  to  their  needs,  but  does  this  mean  people  see  what  they  want  to  see, 
or  what  they  are  afraid  to  see?  Both  wishes  and  fears  are  important  to  one’s  needs. 

The  answer  seems  to  be  that  we  perceive  both,  but  according  to  certain  rules. 
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We  magnify  a  compliment  from  higher  up  in  the  organization  but  we  also  magnify 
a  word  of  disapproval.  We  dream  of  blondes,  but  we  also  have  nightmares.  And 
sometimes  we  just  don’t  pay  attention  at  all  to  things  that  are  quite  relevant.  We 
forget  dentist  s  appointments;  we  oversleep  when  we  have  examinations  coming 
up;  we  manage  to  forget  to  clean  the  basement  or  to  call  on  this  particular  cus¬ 
tomer. 


Selective  Perception 

What,  then  are  the  rules  of  selective  perception?  The  best  answer  we  can  give 
is  this  one:  If  one  re-examines  his  memories  of  the  past,  he  may  find  that  his  recall 
of  positive,  satisfying  things  is  better  than  his  recall  of  negative,  unpleasant  things. 
He  may  find  it  easier  to  wake  early  to  go  fishing  than  to  get  to  a  dentist’s  appoint¬ 
ment.  He  may  look  forward,  in  fact,  to  doing  pleasant,  satisfying  jobs  but  may 
evade  mildly  disturbing  and  unpleasant  jobs.  One  senior  executive  recently  com¬ 
mented  to  the  author  that  the  biggest  problem  he  encounters  with  young  manage¬ 
ment  people  is  their  tendency  to  avoid  the  little  unpleasant  decisions— like  disci¬ 
plining  people  or  digging  through  boring  and  repetitive  records  or  writing 
unpleasant  letters.  This  executive  felt  that  his  younger  men  would  be  far  more 
effective  if  they  could  learn  to  deal  as  promptly  with  these  uncomfortable  little 
decisions  as  they  did  with  the  big  ones. 

But  we  can  see  some  sense  in  this  selective  remembering  if  we  look  for  it.  There 
are  some  advantages  to  a  person  in  being  blind  to  unpleasantness,  even  if  such 
blindness  cuts  down  his  working  effectiveness.  Ignoring  the  unpleasant  may  repre¬ 
sent  more  than  “laziness.”  It  may  be  a  sensible  defensive  device,  psychologically 
speaking.  Thus,  most  people  are  able  to  ignore  soft  background  conversation 
while  working.  In  effect  they  are  psychologically  deaf  to  a  potentially  distracting 
part  of  the  real  world.  And  this  defense  helps  them  to  concentrate  on  their  work. 
Similarly,  most  people  manage  to  ignore  the  threat  of  the  hydrogen  bomb  and  to 
go  on  eating  and  sleeping  as  though  this  dangerous  part  of  the  real  world  were 
not  here.  It  can  even  be  shown  experimentally  that  words  with  unpleasant  connota¬ 
tions  tend  to  be  recognized  more  slowly  when  exposed  for  very  brief  intervals  than 
words  with  pleasant  connotations. 

The  strange  part  of  this  defensive  process,  however,  is  that  in  order  not  to  hear 
the  distracting  music  or  not  to  see  the  unpleasant  words  one  must  first  hear  and 
see  them.  One  has  to  see  the  word,  recognize  that  it  is  unpleasant,  and  reject  it 
almost  simultaneously,  so  that  one  can  say,  “No.  I  didn’t  see  what  that  word  was.” 
Hence  the  label  “defense”  attached  to  this  phenomenon — defense  against  the 
entry  of  preselected  things  mildly  disturbing  to  one’s  equilibrium.  So  two  of  our 
rules  of  selective  perception  become:  (1)  see  what  promises  to  help  satisfy  needs, 
and  (2)  ignore  mildly  disturbing  things. 

Suppose,  though,  that  while  one  is  successfully  ignoring  background  talk  some¬ 
one  back  there  starts  to  shout;  or,  while  one  is  successfully  ignoring  the  H-bomb, 
an  H-bomb  falls  on  London.  At  those  points,  when  the  unpleasantness  becomes 
intense  and  dangerous,  people  stop  defending  and  begin  attacking.  They  stop 
ignoring  the  irritation  and  start  directing  all  their  attention  to  it.  This  reversal  seems 
to  happen  suddenly,  at  some  specific  threshold.  The  distant  irritation  increases 
to  a  point  at  which  it  becomes  so  real,  so  imminent,  and  so  threatening  that  we 
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reverse  our  course,  discard  the  blindfold,  and  preoccupy  ourselves  completely  with 
the  thing  previously  ignored. 

This  is  the  third  rule:  Pay  attention  to  things  that  are  really  dangerous.  The 
whole  picture  now  begins  to  look  like  this:  People  perceive  whet  they  think  will 
help  satisfy  needs;  ignore  what  is  disturbing;  and  again  perceive  disturbances  that 
persist  and  increase . 

This  is  yet  a  fourth  step  in  this  process.  What  can  happen  when  perceived 
threats  become  even  more  intense  and  imminent?  When  the  soldier  in  combat 
watches  his  buddies  die  around  him?  That  one  we  shall  consider  later,  in  the 
chapter  on  conflict. 

This  process  may  not  seem  entirely  logical  to  an  outside  observer,  but  it  is  quite 
reasonable  psychologically.  For  this  kind  of  self-imposed  psychological  blindness 
helps  the  person  to  maintain  his  equilibrium  while  moving  toward  his  objectives. 
An  organism  lacking  this  ability  to  fend  off  minor  threats  might  well  find  itself  torn 
apart  in  its  attempt  to  deal  simultaneously  with  all  of  them.  Or,  at  least,  an  individual 
unable  to  ignore  unpleasant  realities  might  spend  so  much  of  his  energy  dealing 
with  them  that  he  would  make  little  progress  toward  his  major  goals.  For  once  a 
person  has  learned  to  perceive  a  multitude  of  threats  and  dangers  in  his  world 
he  needs  a  system  of  defense  against  them.  One  should  add,  however,  that  some 
individuals  may  see  relatively  few  things  as  dangerous  and  therefore  have  little 
need  for  defense,  while  for  others  the  world  holds  dangers  at  every  turn. 

In  the  preceding  chapter  we  suggested  that  a  person  who  has  encountered 
a  relatively  helpful  world  is  likely  to  perceive  more  of  his  environment  as  potentially 
helpful.  If,  however,  the  world  has  been  mostly  frustrating,  then  more  of  it,  and 
especially  new  things  in  it,  will  be  seen  as  potentially  dangerous.  Being  dangerous, 
they  must  be  fended  off.  But,  paradoxically,  to  be  fended  off  they  must  first  be 
seen.  So  to  protect  himself  from  more  insecurity,  the  insecure  person  must  first 
see  the  things  that  will  provoke  insecurity  and  then  manage  to  deny  to  himself 
that  he  has  seen  them. 


17.  HARROGATE  ASPHALT 
PRODUCTS  LTD.  (AR) 


Case  Introduction 


SYNOPSIS 

British  Commercial  Investments,  Ltd.  (BCI),  is  an  industrial  holding 
company  with  headquarters  in  London.  With  16  subsidiary  companies 
which  engage  in  a  wide  variety  of  industrial  activities,  the  parent  com¬ 
pany  is  in  the  process  of  changing  its  philosophy  from  that  of  an  invest¬ 
ment  banker,  buying  stocks  in  companies,  to  that  of  a  conglomerate 
which  takes  active  interest  in  managing  the  companies  it  buys. 

Based  on  recommendations  of  a  BCI  staff  analyst  (who  later  becomes 
president  of  BCI),  BCI  acquires  Harrogate  Asphalt  Products  Company— a 
company  located  some  distance  from  London,  and  which  has  a  record 
of  successful  performance. 

Soon  after  the  acquisition,  it  became  apparent  that  Mr.  Lampton,  BCI 
executive  representative  on  Harrogate’s  board,  disagreed  markedly  with 
Mr.  Denham,  the  president  of  Harrogate.  Denham,  who  had  been  rela¬ 
tively  autonomous  in  operating  the  company,  became  increasingly  sub¬ 
ject  to  control  by  headquarters.  The  case  describes  the  actions  of  both 
men  as  they  attempt  to  operate  the  subsidiary  company. 

WHY  THIS  CASE  IS  INCLUDED 

This  case  offers  an  opportunity  to  view  some  of  the  management  prob- 
lems  centering  around  the  acquisition  of  a  subsidiary.  The  reader  can 
see  how  differences  in  policy,  management  practices,  and  personality 
variables  all  provide  special  strains  on  both  the  holding  company  execu¬ 
tives  as  well  as  subsidiary  management  personnel.  Questions  of  policy 
evaluation,  conflict  on  both  the  individual  and  the  total  company  level, 
and  organization  structure  are  raised.  In  this  last  area,  the  structural 
questions  center  on  decisions  concerning  whether  or  not  to  merge  two 
subsidiary  organizations,  the  type  of  interaction  between  the  headquar- 
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ters  company  and  the  subsidiary,  and  the  role  of  the  boards  of  directors 
for  subsidiary  organizations.  All  of  these  questions  should  be  of  special 
interest  given  the  current  merger  movement  and  trends  toward  indus¬ 
trial  centralization. 

DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 

1.  Seymour  Tilles  defines  a  strategy  as  a  set  of  goals  and  major  poli¬ 
cies.  As  such,  a  strategy  determines  how  a  corporation  relates  to  its  envi¬ 
ronment.  What  are  the  strategies  of  BCI  and  Harrogate  Asphalt  Products, 
Ltd.,  as  expressed  by  Mr.  Lampton  and  Mr.  Denham?  Are  they  internally 
consistent?  Using  the  framework  provided  by  Tilles,  evaluate  the  strat¬ 
egy  of  the  corporation  from  the  perspective  of  both  BCI  and  Harrogate. 

Read:  *Tilles,  “How  to  Evaluate  Corporate  Strategy.” 

2.  The  strategy  of  an  organization  also  determines  what  kind  of  syn¬ 
ergy  can  be  exploited.  In  order  to  utilize  the  effects  of  synergy,  manage¬ 
ment  selects  activities  that  are  mutually  reinforcing  so  that  the  output 
of  the  total  system  is  greater  than  the  sum  of  the  outputs  of  the  activities 
taken  singly.  What  are  the  prospects  for  synergy  resulting  from  the 
planned  merger  between  Harrogate  and  the  Trowbridge  Company?  Are 
there  other  potential  sources  of  synergy  suggested  in  the  case? 

Read:  *Ansoff,  Corporate  Strategy:  An  Analytical  Approach  to  Busi¬ 
ness  Policy  For  Growth  and  Expansion,  pp.  76-86. 

3.  Some  theories  of  business  behavior  suggest  that  there  is  a  consider¬ 
able  difference  in  the  organization,  structure,  and  behavior  of  owner- 
and  manager-controlled  firms.  What  changes  in  ownership  and  control 
occurred  in  this  case?  What  changes  in  strategy  relating  to  staffing,  diver¬ 
sification,  and  management  is  BCI  trying  to  bring  about  in  Harrogate? 

Read:  *Monsen  and  Downs,  “A  Theory  of  Large  Managerial  Firms.” 
*Cohen  and  Cyert,  Theory  of  the  Firm:  Resource  Allocation  in 
a  Market  Economy,  pp.  354-56,  361-63,  376-77,  379-80. 

4.  Initially  the  role  of  the  managing  director  of  Harrogate  was  defined 
by  Stanley,  Denham,  and  the  organizational  “culture”  of  an  independent 
Harrogate.  After  the  merger,  a  new  organizational  “culture”  was  estab¬ 
lished  under  corporation  law  such  that  the  role  definition  of  the  manag¬ 
ing  director  was  strongly  influenced  by  BCI  top  management. 

Look  closely  at  the  behavior  of  all  parties  in  the  case.  Then  try  to  write 
a  few  sentences  which  describe:  (a)  the  new  role  of  Lampton  in  the 
BCI-Harrogate  organization,  (b)  the  new  role  of  Sample  in  this  organiza¬ 
tion,  and  (c)  the  new  role  of  Denham  in  the  B  CI-Har rogate  organization. 

Read:  *Katz  and  Kahn,  The  Social  Psychology  of  Organizations,  pp. 
174-80,  182,  186-87.  Levinson,  “Role,  Personality,  and  Social 
Structure  in  the  Organizational  Setting.” 

5.  Why  did  Lampton  feel  that  he  must  shift  from  a  passive  role  of 
investment  banker  to  the  more  active  role  of  a  professional  manager?  Do 
you  think  this  change  was  beneficial  to  the  company  and  to  society? 

Read:  Friedman,  “A  Friedman  Doctrine:  The  Social  Responsibility 
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of  Business  is  to  Increase  its  Profits.”  Eells  and  Walton,  Con¬ 
ceptual  Foundations  of  Business ,  pp.  185-87,  149-67,  458, 
468-75.  *Schumpeter,  The  Theory  of  Economic  Development , 
pp.  84-94. 

6.  What  do  the  role  expectations  established  by  BCI  management  for 
the  BCI  nominee  director  do  to  the  authority  structure  of  subsidiary 
corporations?  Is  the  change  of  authority  legitimate?  On  what  grounds? 

Read:  Drucker,  The  Future  of  Industrial  Man ,  pp.  32-38.  Etzioni, 
“Authority  Structure  and  Organizational  Effectiveness.” 
O’Donnell,  “The  Source  of  Managerial  Authority”;  see  also 
readings  for  Question  5  above. 

7.  Why  did  Mr.  Lampton  refuse  to  discuss  issues  on  an  informal  basis 
with  Mr.  Denham?  What  do  you  think  was  Mr.  Lampton’s  objective  for 
insisting  that  these  issues  be  brought  before  a  formal  meeting  of  the 
board  of  directors? 

Read:  *Hampton,  Summer,  and  Webber,  Organizational  Behavior 
and  the  Practice  of  Management,  Chapter  10.  Evan,  “Organi¬ 
zation  Man  and  Due  Process  of  Law.”  Hayek,  “The  Corporation 
in  a  Democratic  Society:  In  Whose  Interest  Ought  It  and  Will 
It  Be  Run.” 

8.  What  changes  in  motivation  might  be  expected  for  Mr.  Lampton, 
Mr.  Denham,  and  Mr.  Sample  as  a  result  of  the  changed  authority  struc¬ 
ture  and  evolving  status  and  roles  of  these  three  men  as  discussed  in  the 
case? 

Read:  Maslow,  Motivation  and  Personality,  pp.  80-94.  Argyris,  Per¬ 
sonality  and  Organization,  pp.  27-31,  33-51,  66-67,  77-90,  95, 
103-4, 123-25, 130, 137-39, 150, 153-55, 157.  Gellerman,  Motiva¬ 
tion  and  Productivity. 

9.  Mr.  Lampton  stated  that  he  was  against  the  authoritarian  approach 
of  Mr.  Denham.  Did  he  mean  by  this  statement  that  he  favored  the 
participative  approach  to  management? 

Read:  McGregor,  The  Human  Side  of  Enterprise,  pp.  124-31,  172-75. 

10.  What  is  Lampton’s  perception  of  a  policy  decision  in  a  large  corpo¬ 
ration  located  in  current  British  or  American  society?  How  might  this 
explain  his  “doubt  that  Denham  ever  made  real  policy  decisions?”  Didn’t 
Denham  discontinue  unprofitable  operations,  make  labor  saving  techni¬ 
cal  improvements  ahead  of  his  competitors,  and  otherwise  operate  a 
profitable  company? 

Read:  Leavitt,  Managerial  Psychology,  pp.  27-33. 

11.  How  might  Lampton’s  concept  of  “policy  decisions”  contribute  to 
conflict  between  himself  and  Denham?  What  other  sources  of  conflict 
can  be  found  in  the  case? 

Read:  Litterer,  “Conflict  in  Organizations.” 

POLICY  QUESTIONS 

12.  Assume  that  you  are  a  member  of  the  planning  staff  of  BCI  head¬ 
quarters.  Outline  the  rationale  as  well  as  a  recommendation  relation  to 
(a)  the  approval  or  disapproval  of  the  Harrogate-Trowbridge  merger,  (b) 
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if  you  recommend  approval,  how  would  you  go  about  “merging”  the 
management  of  these  two  subsidiaries. 

(See  Questions  1,  2,  and  3  above.) 

13.  Analyze  and  evaluate  the  consistency  of  the  BCI  policy  as  it  relates 
to  (a)  the  role  of  the  BCI  nominee  director  on  subsidiary  boards,  (b)  the 
requirement  for  “in-depth”  staffing  at  the  subsidiary  level,  and  (c)  the 
initiation  of  merger  decisions  at  the  BCI  headquarters  level. 

(See  Questions  4  and  5  above.) 

14.  Assume  that  you  are  a  management  analyst  reporting  directly  to 
the  President  of  BCI.  Analyze  the  decision-making  structure  of  BCI  and 
Harrogate  and  prepare  a  letter  for  the  president  indicating  a  summary 
of  the  results  and  any  recommendations  that  you  may  feel  necessary. 

Read:  Curtice,  “General  Motors  Organization  Philosophy  and  Struc¬ 
ture,”  pp.  5-12.  Shillinglaw,  Cost  Accounting,  pp.  680-84, 
688-89. 

15.  Assume  that  you  are  a  consultant  to  Mr.  Lampton  in  this  case. 
What  advice  would  you  give  him  concerning  his  relationships  with  Mr. 
Denham  and  for  other  managing  directors  of  subsidiaries  in  the  future? 
Outline  a  number  of  possible  approaches  to  the  problem  as  you  see  it  in 
this  particular  case  and  deduce  the  likely  consequences  of  each  before 
making  a  final  suggestion  to  Mr.  Lampton. 

(See  Questions  6  through  11  above.)  One  additional  approach  would 
be  to  suggest  that  Lampton  secure  the  services  of  a  consultant  in  organi¬ 
zation  development.  See  Schein,  Process  Consulta tion:  Its  Role  in  Organ¬ 
ization  Development,  pp.  3-9. 

QUESTIONS  FOR  ORIGINAL  STUDENT  WORK  IN  ANALYSIS 
AND  POLICY 

16.  While  reflecting  on  case  facts,  what  additional  theories  from  prior 
education  give  you  insights  as  to  “what  is  going  on”  in  Harrogate  Asphalt 
Products,  Ltd?  As  to  what  might  be  predicted  to  happen  in  the  future? 

17.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag¬ 
matic  ways  can  you  think  of  to  state  the  practical  problems  faced  by 
executives  in  the  case? 
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Case  Text* 


COMPANY  BACKGROUND 

This  case  concerns  the  financial  and  managerial  relationships  be¬ 
tween  two  companies:  British  Commercial  Investments,  Ltd.  (BCI),  an 
industrial  holding  company  located  in  London,  and  Harrogate  Asphalt 
Products,  Ltd.,  located  in  Frampton,  a  small  town  in  Yorkshire  near 
Harrogate. 

BCI,  Ltd.,  started  life  as  the  Pentiling  Rubber  Plantations,  Ltd.,  a 
Malayan  rubber  company.  The  directors  decided  to  diversify  out  of  the 
politically  risky  area  of  their  operations,  and  acquired  a  number  of 
small-  to  medium-sized  private  companies,  mainly  in  the  United  King¬ 
dom.  Twelve  years  ago,  the  last  of  Pentiling’s  rubber  plantations  was 
disposed  of  and  the  company  was  renamed  British  Commercial  Invest¬ 
ments,  Ltd.  The  BCI  group  now  comprises  some  16  subsidiary  companies, 
with  operations  ranging  from  the  manufacture  of  oil  drilling  equipment 
to  electrical  components  and  from  special  steel  fabrication  to  the  con¬ 
struction  of  agricultural  buildings. 

Mr.  Henry  Lampton,  the  managing  director  of  BCI,  described  the 
group’s  progress  as  follows: 

Our  subsequent  growth ,  due  partly  to  the  acquisition  of  new  sub - 
sidiaries  and  partly  to  internal  expansion  has  been  pretty  satisfac¬ 
tory.  Our  gross  tangible  assets  have  increased  in  the  last  seven  years 
from  £9,000,000  to  £31,000,000,  and  our  pretax  profits  from  £900,000 
to  £3,400,000.  This  large  growth  has  caused  us  to  institute  increasingly 
elaborate  systems  for  forecasting  financial  requirements  and  plan¬ 
ning  to  meet  them.  We  have  instituted  what  we  call  the  BCI  Three- 
Year-Forecast,  which  involves  much  forward  thinking  in  detail  This 
kind  of  planning  is  accepted  as  essential  in  modern  company  plan¬ 
ning,  but  even  if  it  wasn%  something  very  similar  would  be  needed 
to  ensure  the  continued  strength  of  BCI. 

Furthermore,  our  present  investment  effort  is  directed  mainly  to¬ 
ward  internal  expansion  by  existing  subsidiaries,  and  the  acquisition 
of  no  new  subsidiaries,  unless  they  complement  technologically  those 
we  already  have.  These  two  efforts — growth  from  within  and  acquisi¬ 
tion  of  related  companies,  are  what  will  produce  the  kind  of  profit 
we  are  interested  in. 

We  have  been  trying  recently  to  provide  additional  help  to  our 

*  Copyright  1968,  I’lnstitut  pour  I'Etude  des  Methodes  de  Direction  de  I'Enterprise 
(IMEDE),  Lausanne,  Switzerland.  The  original  version  of  this  case  has  been  revised  and 
edited  for  use  in  this  book. 
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subsidiary  companies.  In  today's  world ,  we  do  not  think  that  they  can 
expand  to  their  full  potential,  without  some  help  from  central  advi¬ 
sory  services  provided  by  BCI  central  staffs.  Until  very  recently,  how¬ 
ever,  we  were  rather  diffident  about  providing  these  services  to  give 
specialized  advice  in  particular  fields ;  it  would  be  fatal  to  try  to  force 
them  on  unwilling  subsidiary  managements.  But  recently,  the  success 
of  our  operations-research  group,  the  welcome  accorded  to  the 
monthly  economic  bulletins  of  our  chief  economist,  and  the  demand 
for  the  services  of  our  BCI  Marketing  Advisor,  all  attest  the  need  felt 
by  subsidiary  managers.  Only  in  the  last  three  weeks,  Mr.  J.  F  Roberts 
has  joined  our  staff  as  computer  adviser  and  has  begun  to  familiarize 
himself  with  existing  EDP  Installations  and  projects.  We  have  been 
too  slow  in  recognizing  the  part  that  EDP  techniques  will  play  in  the 
future.  We  hope  to  provide  companies  individually  too  small  to  jus¬ 
tify  their  own  EDP  units  with  access  to  facilities,  and  to  reduce  costs 
for  all  by  organizing  a  coordinated  network  available  on  a  BCI-wide 
basis. 

It  is,  however,  a  part  of  our  philosophy  that  our  subsidiaries  should 
be  of  a  size  that  they  can  support  their  own  local  functional  staff  of 
a  high  caliber.  We  are  not  suffering  under  the  delusion  that  we  can 
operate  a  large  cen tral-services  team  capable  of  resolving  the  local 
problems  of  such  a  diverse  o rganiza tio n.  Our  advisory  staff  is  used 
as  catalysts. 

Finally,  I  would  like  to  say  something  about  the  services  rendered 
to  subsidiary  operating  companies  by  our  BCI  nominee  director.  We 
like  to  think  that  the  personalities,  experience  and  sometimes  wider 
contacts  that  our  directors  have,  are  an  important  source  of  help  to 
managements  of  BCI  subsidiary  companies. 

In  an  interview  with  Mr.  E.  M.  Jackson,  another  executive  of  BCI,  the 
case  writer  was  told  that 

BCI  maintains  a  [nonexecutive]  director  on  the  board  of  each  of  its 
subsidiaries,  usually  as  chairman.  Although  nonexecu tive,  the  BCI 
nominee  normally  visits  each  of  his  two  or  three  companies  about 
once  a  week,  or  twice  every  three  weeks.  The  CBI  nominee  typically 
has  had  considerable  industrial  experience  before  joining  our  organi¬ 
zation,  either  with  a  firm  of  accountants  or  management  consultants, 
or  with  some  other  industrial  corporation  in  an  executive  capacity. 
Many  of  them  have  university  education,  and  have  also  attended 
advanced  management  programs  such  as  the  Administra tive  Staff 
College  at  Henley,  Harvard  Business  School,  Stanford  Business  School, 
or  IMEDE  in  Lausanne. 

After  this  statement  by  Jackson,  Lampton  continued. 

The  position  of  a  BCI  nominee  director  involves  a  rather  heavy 
responsibility.  We  are  not  bankers,  interested  only  in  the  financial 
aspects  of  the  business.  We  are  not  there  to  take  a  normal  dividend 
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and  let  it  go  at  that  In  some  financial  holding  companies ,  the  local 
managements  have  the  idea  that  they  are  entirely  self-sufficient  ex¬ 
cept  for  dividends.  At  the  same  time,  the  directors  nominated  by  the 
parent  company  to  the  boards  of  those  subsidiaries  create  the  impres¬ 
sion  that  they  are  banker  types — somewhat  superior  to  getting  into 
real  operating  problems.  I  personally  believe  that,  in  some  such  hold¬ 
ing  companies,  the  headquarters  managers  are  being  supine — they  sit 
there  with  talent  that  could  add  to  operations,  but  they  make  no 
contribution.  Specifically,  I  am  certain  that  in  this  day  of  complex 
technology  and  society,  the  director  has  a  moral  responsibility  to  help 
his  managers  in  subsidiary  companies — to  encourage  them  to  do 
planning  for  the  future,  to  aid  them  in  selecting  and  staffing  their 
operations,  and  to  give  advice  in  areas  where  the  director  has  talent 
or  knowledge. 

I  can  give  you  one  example.  In  June,  one  year  ago,  BCI acquired  the 
L.M.  Trowbridge  Company  from  the  Trowbridge  family.  This  com¬ 
pany  specializes  in  construction  projects  using  asphalt  products — 
parking  lots,  tennis  courts,  large  industrial  asphalt  areas.  It  is  to  the 
benefit  of  everyone— BCI,  Harrogate  (which  produces  asphalt  materi¬ 
als)  and  Trowbridge  managers,  and  employees  of  both  companies— -to 
merge  the  operations  of  the  two  companies  [Harrogate  and  Trow¬ 
bridge].  In  this  way,  both  will  be  more  profitable,  enjoy  more  growth, 
and  stand  a  much  better  chance  of  survival  in  the  British  economy. 
This  autumn  we  are  going  to  form  a  company  to  hold  both  Harrogate 
and  Trowbridge,  in  the  interest  of  better  all  round  operations.  The 
move  was,  inevitably,  initiated  by  the  BCI  nominee  chairman;  the 
managers  of  Harrogate  and  Trowbridge  don't  have  the  same  chance 
of  standing  back  and  taking  an  overall  view  of  their  operations.  With¬ 
out  our  BCI  man,  the  merger  would  never  have  come  about. 

This  shows  how  far  we  have  moved  from  our  position  when  BCI 
was  still  mainly  involved  in  Malayan  plantations  and  when  our 
United  Kingdom  subsidiaries  were  regarded  merely  as  diversified  in¬ 
vestments  to  be  bought  and  sold;  managerial  responsibilities  rested 
wholly  with  the  underlying  unit.  Gradually  we  have  come  to  ac¬ 
knowledge  that  this  is  an  untenable  position,  and  have  taken  on  full 
responsibility  for  the  underlying  units,  while  allowing  them  a  very 
wide  degree  of  local  autonomy  in  the  main  areas  of  their  businesses. 

THE  ACQUISITION  OF  HARROGATE 

Seven  years  ago,  Mr.  Jack  Stanley,  a  man  of  82,  approached  a  member 
of  BCI  management  in  London,  with  the  idea  that  BCI  might  be  inter¬ 
ested  in  acquiring  Harrogate  Asphalt  Products,  Ltd.,  as  part  of  the  BCI 
group.  Lampton,  now  managing  director  of  BCI,  was  then  31  years  old, 
lived  in  Birmingham,  and  was  the  BCI  Midlands  representative.  He  was 
assigned  the  job  of  doing  a  management  evaluation  of  the  Harrogate 
Company  for  possible  acquisition. 

Excerpts  from  Lampton’s  management  and  operating  appraisal  ap¬ 
pear  as  Exhibit  1.  It  will  be  seen  from  that  exhibit  that  his  general 
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conclusion  was  that  Harrogate  represented  an  excellent  investment.  He 
based  this  on  a  thorough  analysis  of  finances,  management,  marketing, 
production,  and  raw  material  procurement.  He  also  found  that  the  Har¬ 
rogate  management  had  sold  the  less  profitable  coal  business  14  years 
ago,  concentrated  on  the  more  profitable  asphalt  operations,  introduced 
a  revolutionary  technological  process  11  years  ago,  and  expanded  pro¬ 
duction  and  sales. 

THE  FIRST  FIVE  YEARS  OF  OPERATION 

As  of  the  time  this  case  is  written,  BCI  has  owned  Harrogate  Asphalt 
for  seven  years.  During  the  first  year,  the  board  of  directors  of  Harrogate 
consisted  of  Jack  Stanley,  Paul  Denham,  and  Gerald  Kemp,  a  full-time 
executive  in  BCI  who  was  assigned  as  the  parent  company  representa¬ 
tive.  More  information  on  these  men  appears  in  Exhibit  1. 

During  those  years,  Henry  Lampton  was  serving  as  BCI  representative 
in  the  Midlands  and  as  nominee  director  of  two  BCI  subsidiaries  located 
near  Birmingham.  Nevertheless,  Lampton  recalls  certain  things  which 
he  knew  went  on  during  the  first  five  years: 

In  that  period,  the  new  equipment  installed  from  Mason  and  Grant 
gave  Harrogate  an  overwhelming  competitive  advantage  in  a  busi¬ 
ness  mainly  served  by  fairly  small  companies,  with  the  result  that 
profits,  sales,  and  return  on  new  capital  increased  dramatically.  Here 
is  a  company  whose  return  on  net  worth  was  among  the  highest  of 
any  BCI  company.  Nevertheless,  in  my  judgement,  there  were  definite 
signs  of  trouble.  Stanley  died  at  the  end  of  the  second  year.  This  left 
the  BCI  director  and  Paul  Denham .  About  a  year  later,  these  two 
directors  recommended  as  the  third  director  Roger  Sample,  a  young 
man  who  was  hired  by  Denham  six  years  ago  (in  the  second  year  of 
our  ownership).  Fll  have  more  to  say  about  him  later,  but  I  acknowl¬ 
edged  Roger  from  the  first  time  I  met  him  to  be  a  capable  chap,  though 
his  experience  in  Harrogate  was  limited. 

The  Board  meetings  of  those  days  consisted  of  a  rather  formal, 
cut-and-dried  reporting  of  figures,  once  a  month. 

The  case  writer,  at  this  point,  asked,  “Was  Paul  Denham  making  the 
policy  decisions?”  Mr.  Lampton  responded: 

If  there  were  any  policy  decisions  being  made — though  I  doubt 
there  were. 

Also,  in  about  the  second  year,  Harrogate  suddenly  found  itself 
with  a  strike  on  its  hands.  Denham  was  at  loggerheads  with  the  un¬ 
ion 1  and  he  was  at  a  loss  as  to  what  to  do.  The  BCI  director  had  to  go 
up  there  and  deal  with  the  union,  and  a  settlement  was  reached.  As 
I  recall,  Denham  simply  gave  up  and  said  that  he  could  not  deal  with 
them. 

1  In  Lampton’s  appraisal  report  (Exhibit  1)  it  is  shown  that  there  was  no  union  at  the  time 
of  acquisition  of  Harrogate. 
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Also,  Denham  operated  by  turning  up  at  eight  in  the  morning, 
opening  the  mail,  then  sitting  in  the  sales  (internal)  office  for  two 
hours ,  returning  to  his  own  office  where  he  would  incarcerate  himself 
and  merely  look  at  figures  of  past  performance.  He  rarely  went  to  see 
customers  off  site,  or  saw  customers  when  they  came  in. 

OPERATIONS  IN  THE  PAST  TWO  YEARS 

About  two  and  a  half  years  ago,  while  some  other  changes  were  being 
made  in  BCI  organization,  Lampton,  at  age  35,  returned  from  Birming¬ 
ham  to  the  BCI  London  head  office  as  a  director  of  BCI;  at  the  same  time 
he  was  also  assigned  to  the  board  of  Harrogate.  The  remainder  of  this 
case  covers  the  past  two  years  of  his  relationships  with  the  latter  com¬ 
pany.  Incidentally,  Lampton,  just  recently,  was  named  managing  direc¬ 
tor  of  BCI  Industries.  Lampton  described  his  experience  with  Harrogate: 

larrived  on  the  scene  of  this  highly  successful  company  (60  percent 
on  net  worth  is  remarkable  by  any  criteria)  full  of  youthful  bounce, 
and  asking  why  they  don't  look  at  the  situation  in  the  building- 
products  industries  for  growth,  I  knew  that  the  company  was  doing 
no  real  forward  planning,  and  that  with  the  addition  of  a  lot  of  hard 
work  along  this  line  the  company  could  do  much  better.  I  also  had 
a  certain  amount  of  goodwill  and  ambition — and  the  knowledge  that 
I  would  have  a  delicate  time  with  Paul  Denham. 

But  I  soon  found  that  it  was  an  unusual  company.  I  saw  a  manag¬ 
ing  director  making  £15,000  a  year,  but  no  other  men  of  responsibil¬ 
ity.  His  four  top  men,  including  Roger  Sample,  were  making  £3,000 
or  under.  This  came  as  a  surprise — here  was  an  ou  tstandingly  success¬ 
ful  company,  profit  wise  (£600,000),  with  no  staff  in  depth.  In  fact,  in 
addition  to  Roger  Sample,  the  only  talent  I  could  see  was  a  good 
production  assistant  who  had  just  given  notice  of  his  termination. 

I'm  going  to  give  you  a  number  of  facts  about  what  happened 
during  those  two  years,  but  first  let  me  say  that  I  am  not  adverse  to 
local  autonomy — I  believe  it  is  best — but  not  for  one  local  autocrat 
Let  me  also  say  that  my  relationship  with  Denham  was  a  good  rela¬ 
tionship,  personally  speaking,  but  when  I  tried  to  bring  some  things 
up  for  improvement,  around  the  board  table  (I  had  instituted  more 
frequent  board  meetings,  and  insisted  that  we  discuss  company 
policy  problems,  rather  than  just  review  figures  of  past  performance), 
he  did  not  want  to  discuss  them.  Instead,  he  would  say,  “This  is  not 
a  matter  for  formal  board — why  don't  you  come  around  to  my  office 
and  let's  talk  about  it  informally. "  Nevertheless,  I  thought  that  all 
three  board  members  (including  Sample)  should  be  in  on  important 
matters,  and  that  there  should  be  formal  board  meetings  where  re¬ 
sponsible  action  could  be  taken. 

Let  me  give  you  an  example.  Our  operators  in  the  plant  were  get¬ 
ting  very  high  piece-rates,  but  it  was  physically  very  hard  work,  58 
hours  a  week,  and  two  one-and-a-half  week  holidays  that  had  to  be 
split,  one  and  a  half  weeks  in  summer  and  one  and  half  in  winter: 
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anyone  absent  without  a  doctor’s  note  got  instant  dismissal  When 
Denham  asked  me  not  to  bring  this  up  in  the  board,  but  to  come  to 
his  office,  I  said,  “No!  This  is  a  board  matter :  ”  I  could  see  that  these 
conditions  would  mean  trouble,  and  Roger  Sample  was  telling  me — 
not  as  a  moral  issue  at  all,  but  as  a  practical  issue — we  couldn’t  keep 
things  this  way.  For  my  own  part,  I  regarded  it  as  a  practical  issue 
and  a  moral  issue.  In  a  way,  we  were  blackmailing  the  workers  with 
high  pay  and  not  providing  opportunity  for  recreation.  They  were 
spending  money  in  considerable  amounts  in  gambling  and  drinking 
(this  seemed  to  be  a  problem  in  the  town).  So  I  proposed  that  we  allow 
them  to  take  their  two  one-and-a-half-week  holidays  together,  thus 
affording  more  of  a  real  holiday  and  rest  away  from  the  job. 

As  I  persisted  iri  placing  this  matter  before  the  board,  Denham 
finally  said,  “I  don’t  want  any  part  of  this  discussion.  If  you  want  to 
make  board  policy,  do  it.  ”  Notice  that  he  wasn’t  saying,  “I  am  the 
managing  director,  I  will  think  and  be  responsible  about  this.  ”  In¬ 
stead,  he  was  abdicating  the  managing  directorship  to  us. 

I  mentioned  Roger  Sample.  Denham  had  hired  him  five  years  ago 
from  a  local  construction  firm,  and  he  subsequently  became  produc¬ 
tion  manager.  Although  he  had  rather  narrow  experience  working 
locally  up  there  in  Yorkshire,  he  is  a  man  of  talent.  He  knew  I  thought 
highly  of  him,  but  he  was  reticent  with  me  at  first,  because  he  didn’t 
know  what  kind  of  game  I  was  playing.  He  did  not  have  much  confi¬ 
dence  in  pushing  his  ideas,  because  when  Denham  resisted,  he  did  not 
know  if  I  would  back  him.  Gradually,  however,  we  established  a  rela¬ 
tionship  of  trust.  It  came  about  through  situations  like  the  following. 
On  my  side,  I  could  see  great  need  for  looking  beyond  the  narrow 
confines  of  present  products  and  processes.  The  company  needed  mar¬ 
ket  research  and  research  on  new  technology.  On  Roger’s  side,  he  had 
been  reading  magazines  of  the  industry  and  had  become  aware  of 
some  new  processes  that  were  being  developed  in  Sweden.  He  wanted 
to  go  there  to  investigate,  but  had  been  forbidden  by  the  managing 
director.  Later,  I  raised  this  at  the  board  table,  but  Denham’s  reaction 
was,  “Don’t  let’s  meddle  outside  the  company  now.  We  have  a  system 
that  is  producing  high  profit.  ”  Why  he  took  this  attitude  I  don ’t  know. 
I  suspect  that  the  real  trouble  lay  in  the  fact  that  Denham  had  been 
outgrown  by  the  company  he  managed,  and  he  was  afraid  that  any¬ 
thing  new  might  put  him  still  further  out  of  his  depth.  Harrogate’s 
very  success  was  against  him. 

Some  time  later,  the  accountant  for  the  plant  quit.  I  think  it  was 
because  he  was  mistreated  by  Denham.  At  this  point,  I  tried  to  get 
Denham  to  go  out  and  find  a  really  topflight  managerial  accountant 
— one  who  could  think  and  plan  rather  than  simply  be  an  audit  clerk. 
As  things  proceeded,  I  could  see  that  Denham  just  wasn’t  capable  of 
doing  this,  so  I  persuaded  him  that  we  should  go  out  and  hire  an 
outside  firm  of  consultants  to  do  the  recruiting.  The  consultants  pre¬ 
sented  four  candidates  for  our  approval.  I  was  party  to  interviewing 
them.  We  rejected  two  immediately,  and  there  were  two  left  in  my 
opinion,  who  were  suitable.  About  this  time,  I  left  to  attend  the  13- 
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week  Advanced  Management  Program  of  Harvard  University  in  the 

United  States,  When  I  returned,  I  found  to  my  amazement  that  he  had 

rejected  both  of  them  and  instead  hired  a  local  accountant  at  £1,800 
a  year,  rather  than  the  £4,  OOO-ma n  I  had  envisaged. 

About  this  time  I  recognized  that  Paul  Denham  was  a  man  who  was 
going  to  reject  any  sort  of  idea,  and  any  sort  of  talent,  that  he  was  not 
familiar  with.  I  was  utterly  disenchanted  with  what  he  was  doing 
When  I  got  back  from  Harvard,  Paul  Denham  also  recognized  that  l 
was  a  chap  who  was  going  to  stick  to  his  guns.  I  could  see  trouble 
ahead  and  was  determined  to  do  something  about  it,  even  though  the 
company’s  profit  record  continued  to  be  outstanding. 

The  last  remark  reminded  the  case  writer  of  something  said  by  E.  M. 
Jackson,  another  BCI  executive,  who  read  the  first  draft  of  this  case  at 
tlm  request  of  Mr.  Lampton.  Mr.  Jackson  said  that,  during  the  Harrogate 


Lampton  knew  that  Denham  must  go  and  yet  he  was  very  conscious 
that  the  company’s  success  was  in  some  measure  due  to  the  tremen¬ 
dous  pace  that  Denham  set  for  the  company  in  earlier  years.  Indeed, 
the  competitive  edge  that  Harrogate  had  gained  came  largely  from  the 
fact  that  the  company  utilized  its  machines  so  intensively— the  credit 
for  which,  at  any  rate  initially,  was  Denham’s. 

Mr.  Lampton  continued: 

At  the  second  Board  meeting  after  I  returned,  Roger  Sample 
brought  up  a  subject  that  I  had  encouraged  him  to  study  (I  had  en¬ 
couraged  him  to  look  at  all  facets  of  the  business).  Our  office  staff  had 
very  high  turnover.  The  staff  was  working  on  Saturday  mornings,  but 
there  was  no  need,  no  work,  for  this.  When  Roger  proposed  thatSatur- 
day  morning  hours  be  eliminated,  Paul  again  said  he  wanted  no  part 
of  it.  He  wasn’t  even  fighting  it.  I  suspect  it  was  because  he  knew  it 
was  going  to  be  put  into  effect  anyway. 

At  any  rate,  I  was  intent  on  pursuing  this  to  some  sort  ofconclu- 
sion.  The  meeting  became  heated  and  intense.  Denham  said,  "Hell, 
why  do  we  waste  our  time  on  these  matters— go  out  and  find  out  what 
the  order  position  is  and  lets  get  down  to  work.  ”  At  this  point,  and 
in  front  of  Roger,  I  blew  my  top.  " This  is  real  business,”  I  said,  “ and 
if  we  don  t  pursue  it  we  have  a  real  crisis.  ” 

After  this  incident,  which  took  place  about  a  year  ago,  Lampton  came 
back  to  London  and  wrote  to  Denham  the  letter  that  appears  as  Exhibit 
.  ’  and  that  requests  Denham  to  come  to  London  for  a  meeting.  “I  felt  that 
it  was  stupid  to  keep  this  up,"  Lampton  said,  “  and  that  we  must  resolve 
it  somehow.  Anyway,  Denham  had  not  once  been  to  London  in  the  six 
years  we  owned  the  company.  I  always  invited  him  to  the  annual  dinner 
we  hold  for  subsidiary  managing  directors,  but  he  always  accepted  and 
then  sent  a  last  minute  excuse.  The  night  before  the  meeting  was  to  take 
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place  here  at  head  office,  Paul  Denham  telephoned  to  say  that  he  was 
not  feeling  well.*’ 

EXHIBIT  1 

Excerpts  from  a  Financial  and  Managerial  Appraisal  of  Harrogate  Asphalt  Products, 
Ltd.,  by  Henry  Lampton 

This  appraisal  was  written  by  Henry  Lampton  seven  years  ago,  shortly 
before  the  acquisition  of  Harrogate.  All  quoted  material  in  this  exhibit 
is  from  the  Lampton  appraisal;  all  other  comments  are  those  of  the  case 
writer. 

Directors  and  Personnel 

P.  Denham:  Age  48,  Managing  Director  and  Secretary,  Salary  £4,000- 
p/us.  Mr.  Denham  has  spent  the  last  25  years  with  Mr.  Stanley  and 
has  grown  up  with  the  business.  Originally,  he  was  responsible  for  the 
coal  distribution  concern  (sold  eight  years  ago),  but  has  been  the 
prime  mover  in  the  expansion  of  Harroga te  materials  over  the  past 
ten  years. 

As  will  be  appreciated  later  in  the  report ,  despite  the  rapid  growth 
of  this  company,  it  is  still  relatively  easy  to  administer  and  Denham 
has  a  tight  personal  control  over  it. 

He  has  a  very  pleasant  personality.  He  is  a  strict  disciplinarian  and 
is  respected  for  it.  As  the  company  is  in  a  rural  area  and  there  is  a 
very  low  labor  turnover,  Denham  regards  the  employees  with  Ed¬ 
wardian  paternalism. 

He  has  three  sons  at  public  school,  the  eldest  (at  16)  works  in  the 
company  during  vacations.  Denham  hopes  one  of  the  three  will  join 
him  in  the  business  later. 

His  remuneration  has  risen  rapidly  and  it  is  intended  that  in  fu¬ 
ture  he  should  have  a  basic  salary  of  £4,000 per  annum  and  a  commis¬ 
sion  of  216  percent  on  all  net  profits  over  £100,000  per  annum. 

P.  Jenkins:  Age  35,  Works  Manager,  Salary  £i, 600.  He  has  spent  all 
his  life  in  the  asphalt  product  industry  and  joined  Harrogate  18 
months  ago  from  Dackman  products  of  Nottingham.  Denham  has  a 
high  regard  for  his  technical  ability,  but  believes  he  is  rather  weak 
and  immature  in  his  handling  of  employees  (this  may  well  be  because 
Denham  himself  is  “ever  present”). 

He  appeared  to  be  rather  shy,  but  showed  great  enthusiasm  when 
explaining  production  methods  and  new  developments. 

K.  Warren:  Age  32,  Transport  Manager,  Salary  £1,600.  Most  of  the 
day-to-day  problems  in  this  company  are  not  concerned  with  produc¬ 
tion,  but  rather  with  transport  of  finished  goods.  Until  recently  this  has 
been  done  entirely  with  hired  vehicles,  and  Warren  has  been  responsi¬ 
ble  for  handling  this.  To  deal  with  60  or  70  hired  vehicles  requires 
considerable  tact,  patience,  humor,  planning  ability,  and  downright 
strength.  Warren  appears  to  have  these  qualities  in  full.  He  was  in  the 
Royal  Navy  prior  to  joining  Harrogate  some  five  years  ago. 
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J.  Nixon:  Age  45,  Sates  and  Production  Planning  Manager,  Salary 
£i,700.  Nixon  was  not  met,  but  from  the  way  Denham  referred  to  him 
he  was  a  weak  member  of  the  management  team.  He  evidently  does 
his  work  well  enough  in  a  pedestrian  way,  but  has  not  much  strength 
of  personality  or  many  ideas.” 

***** 

Jenkins,  Warren,  and  Nixon  are  regarded  by  Stanley  and  Denham  as 
future  board  members,  but  it  would  appear  that  Warren  is  the  only  one 
who  is  likely  to  grow  to  sufficient  stature. 


Outside  Staff 


ln  thts  section,  Mr.  Lampton  pointed  out  that  the  workers  in  the 
plant  earn  very  good  wages  compared  to  general  conditions  in  British 
industry.  The  wages  are  exceptionally  high  in  relation  to  the  sur¬ 
rounding  agricultural  area.  Wages  of  between  £30  and  £40  per  week 
were  due  to  the  fact  that  when  the  new  revolutionary  production 
machinery  was  purchased  11  years  ago,  neither  the  manufacturer  of 
the  machinery  nor  the  Harrogate  management  knew  that  it  would 
be  so  productive.  Piece-rates  were  established  based  on  what  the  ma¬ 
chines  were  estimated  to  produce,  but  these  were  “grossly  wrong.  ” 


The  company  (in  the  event  wisely)  did  not  change  these  rates,  but 
reserved  the  undisputed  right  to  trim  all  production  units  to  a  bare 
minimum  of  labor.  As  the  company  has  constantly  expanded,  no 
surplus  labor  has  been  laid  off,  but  merely  transferred  to  new  units. 

Needless  to  say,  at  these  rates  competition  for  jobs  at  Harrogate  is 
very  high.  There  was  an  intensely  “brisk”  air  about  the  whole  place. 
It  is  nonunion  labour.  There  is  no  pension  scheme.  Hours  worked  are 
long  (normally  07:30  to  18:30)  and  annual  holidays  are  split,  a  week 
in  the  summer  and  another  in  the  winter.  The  work  is  arduous,  and 
m  the  winter,  conditions  are  not  good  by  the  very  nature  of  the  busi¬ 
ness.  As  the  rates  are  all  fixed  by  team  output  there  is  no  room  for 
individual1 2  slacking  Relations  with  management  appear  to  be  good, 
lotal  labour  force  has  risen  rapidly  in  the  past  year  to  around  100. 


Finance  and  Operations 

After  presenting  a  profit  and  sales  summary  (Exhibit  2),  Mr.  Lampton 
among  others,  made  the  following  points: 


(1)  The  increase  m  gross  profits  has  been  due  primarily  to  the  intro¬ 
duction  of  new  manufacturing  equipment. 

(2)  The  productivity  of  labor  could  be  still  further  reduced  if  one 

,nnra^°r  Wef  n0t  neCeSSary'  “Through  the  engineering  firm  of  Ma¬ 
th  t’ secret/xPeriments  are  taking  place  with  a  mechanism 

of  umHnribT?ange<lJ0nly  °nCe  daily’ instead  of ' once  with  each  batch 
ol  product.  This  would  mean  that  each  large  machine  could  be  filled 
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automatically,  cutting  out  one  man’s  work  on  each  of  the  five  lines  (at 
£1, 500-plus  per  annum  per  line).”  Mr.  Lampton  also  made  the  point 
that  “the  finished  product  is  a  very  strong  and  high  quality  job.  Har¬ 
rogate  s  products  withstood  the  British  Standard  tests  to  a  very  satis- 
factory  degree.” 

(3)  In  the  area  of  purchasing  and  supply  logistics,  Harrogate  has 
a  favorable  location  for  securing  raw  materials  economically.  Because 
production  is  increasing  very  rapidly  (75  percent  in  the  past  year),  one 
of  the  company  s  principal  raw  material  suppliers  suggested  to  Den¬ 
ham  that  a  subsidiary  transport  company  could  be  set  up  to  pick  up 
raw  materials,  rather  than  have  them  shipped  by  the  vendor.  This 
subsidiary  company  has  been  set  up  with  Stanley  and  Denham  as 
directors.  A  significant  cost  saving  in  raw  materials  has  been 
achieved.  The  company  has  its  own  electricity  substation.  “Overall, 
there  is  a  no  problem  with  ragard  to  raw  materials.” 

(4)  In  storage,  and  in  distribution,  Harrogate  is  regarded  “as  an 
excellent  call”  because  large  amounts  of  finished  product  can  be  han¬ 
dled  and  loaded  in  a  short  time.  Use  of  modern  materials  handling 
equipment  (the  company  owns,  for  example,  40  fork  lift  trucks  and 
20,000  pallets)  has  made  this  possible.  Also,  the  company  has  bought 
five  flat  lorries  and  intends  over  the  years  to  build  up  to  its  own  fleet. 
However,  management  indicates  that  they  will  still  use  contractors  for 
uneconomic  trips  and  in  emergency. 

EXHIBIT  2 

Selected  Financial  and  Operating  Results,  Harrogate 

Asphalt  Products,  Ltd. 

Years  Ago _ Sales* _  Profits  before  Taxes* 


14 

£  31,000 

n.a. 

13 

55,000 

£  22,000 

12 

83,000 

28,000 

11 

110,000 

39,000 

10 

178,000 

62,000 

9 

224,000 

87,000 

8 

361 ,000 

136,000 

7 

520,000 

150,000 

6 

867,000 

260,000 

5 

1,053,000 

310,000 

4 

1,096,000 

300,000 

3 

1,638,000 

450,000 

2 

1,922,000 

595,000 

1 

2,050,000 

600,000 

Present 

2,500,000 

750,000  (estimated) 

*  Figures  are  rounded  to  nearest  £1,000. 

Current  Progress  and  Future  Prospects 

In  this  section,  Mr.  Lampton  pointed  out  that  productive  capacity  has 
increased  significantly.  He  cites  the  month  of  June  in  each  of  the  last  four 
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years,  showing  that  production,  in  tons,  had  progressed  from  5  600  in  the 

tSoZT  tO,8’°00’  10r’ ^  17’7°° in  th£ SUCCeSsive  th^eyears^Anew 

mont  W  Vh1”6’  ofn ther  With  machines> has  been  set  up  in  the  last  three 
onths  (adding  950  tons  to  usage  of  raw  materials).  Sales  the  last  ten 
onths  have  increased  to  £452,400  as  compared  with  £101,900  in  the 
same  period  last  year. 

The  reason  for  the  company’s  success  is  probably  due  to  its  geo- 

it  invTstedZlT71  (bothf°r  raw  materi*ls  and  markets),  the  fact  that 
it  invested  early  in  revolutionary  production  machinery  (outside  en- 

th°-tHafT°9ate  has  more  of  this  machinery  than  any- 

(mainhi  b^^.enl}am)has^0Proofofth^)>  very  efficient  management 
Denbam)  and  because  it  is  supplying  a  material  in  in- 
creasing  demand  over  the  past  decade. 

^UtUre ^0kS ■9°0<L  This  b1  a  first-class  company  and  should 
prove  an  excellent  investment  for  BCI. 

EXHIBIT  3 

Letter  from  Lampton  to  Denham 

Mr.  Paul  Denham,  Managing  Director 
Harrogate  Asphalt  Products,  Ltd. 

Frampton,  Yorkshire 

Dear  Paul, 

I  have  given  myself  some  cooling  time  since  our  last  meetina  to 
confer  m  implication,  , believe  that  i,  i,  meet  impvrtaTtZ'yZ 
and  I  meet  away  from  Harrogate  to  discuss  both  the  future  o/the 

Could,  you  come  to  see  me  and  have  lunch  on  Tuesday  2nd  August 

framed11’  °r  nday  5th'  M  the  moment  I  have  these  days  free 
from  outside  appointments.  **  J 


Yours ; 
Henry  Lampton 
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Selected  Readings 


From 

HOW  TO  EVALUATE  CORPORATE 
STRATEGY* 

By  Seymour  West 
DYNAMIC  CONCEPT 

A  strategy  is  a  set  of  goals  and  major  policies.  The  definition  is  as  simple  as 
that.  But  while  the  notion  of  a  strategy  is  extremely  easy  to  grasp,  working  out  an 
agreed-upon  statement  for  a  given  company  can  be  a  fundamental  contribution 
to  the  organization’s  future  success. 

In  order  to  develop  such  a  statement,  managers  must  be  able  to  identify  pre¬ 
cisely  what  is  meant  by  a  goal  and  what  is  meant  by  a  major  policy.  Otherwise, 
the  process  of  strategy  determination  may  degenerate  into  what  it  so  often 
becomes — the  solemn  recording  of  platitudes,  useless  for  either  the  clarification 
of  direction  or  the  achievement  of  consensus. 

Identifying  Goals 

Corporate  goals  are  an  indication  of  what  the  company  as  a  whole  is  trying  to 
achieve  and  to  become.  Both  parts — the  achieving  and  the  becoming — are  impor¬ 
tant  for  a  full  understanding  of  what  a  company  hopes  to  attain.  .  .  . 

***** 

Achieving.  In  order  to  state  what  a  company  expects  to  achieve,  it  is  important 
to  state  what  it  hopes  to  do  with  respect  to  its  environment. 

***** 

Becoming.  If  you  ask  young  men  what  they  want  to  accomplish  by  the  time 
they  are  40,  the  answers  you  get  fall  into  two  distinct  categories.  There  are 
those — the  great  majority — who  will  respond  in  terms  of  what  they  want  to  have. 
This  is  especially  true  of  graduate  students  of  business  administration.  There  are 
some  men,  however,  who  will  answer  in  terms  of  the  kind  of  men  they  hope  to 
be.  These  are  the  only  ones  who  have  a  clear  idea  of  where  they  are  going. 

*  From  “How  to  Evaluate  Corporate  Strategy,”  Harvard  Business  Review  (July-August, 
1963),  excerpts  from  pp.  112-116,  118, 120-21.  Reprinted  by  permission.  ©  1963  by  the  Presi¬ 
dent  and  Fellows  of  Harvard  College;  all  rights  reserved. 

t  At  the  time  this  article  was  published,  the  author  was  on  the  faculty  of  the  Graduate 
School  of  Business  Administration,  Harvard  University.  He  has  been  a  consultant  to  the 
United  Nations  as  well  as  to  business. 
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nJcmT6  firU!  °f  comPanies-  For  far  too  many  companies,  what  little  thinking 
b°^  he  U  ? 'S  d0ne  Primari|y in  money  terms.  There  is  nothing  wrong 
w  h  financial  planning.  Most  companies  should  do  more  of  it.  But  there  is  a  basic 
fallacy  in  confusing  a  financial  plan  with  thinking  about  the  kind  of  company  you 
want  yours  to  become.  It  is  like  saying,  “When  I’m  40,  I’m  going  to  be  rich"  It 
leaves  too  many  basic  questions  unanswered.  Rich  in  what  way?  Rich  doing  what? 
he  other  major  fallacy  in  stating  what  you  want  to  become  is  to  say  it  only 

roSehv  fflanPr0dU?t'  ThS  uUmb6r  °f  comPanies  who  have  got  themselves  into 
b  ff  'n9  'n  °VS  W'th  3  particular  Product  is  distressingly  greats  Perhaps 
fu^^mare  those  9'ants  of  American  industry  who  defined  their 
thl  n  Jinl  i  con  inumg  to  be  the  major  suppliers  of  steam  locomotives  to 
of  thirf  t  n«fact’ these  comPanies  were  so  wedded  to  this  concept 

thfptb®'af  t|Ure  tha  .they  formed  a  cartel  'n  order  to  keep  General  Motors  out  of 

to  s£m  hC°m  SS'  Wh6n  the  diesel  locomotl've  proved  its  superiority 

to  steam,  these  companies  all  but  disappeared.  H  y 

Ji!!etleSSOntI?f  theS®  experiences  is  that  a  ^  element  of  setting  goals  is  the 
Drodurt  nnf  th6m  in  te^ms  of  more  than  a  singie  dimension.  Both  money  and 
bL  vtowod  ay  r  pa  3  statement  of  objectives;  but  it  is  essential  that  these 
blT?d  a®tb®  COncrete  expressions  of  a  more  abstract  set  of  goals-the 
satisfaction  of  the  needs  of  significant  groups  which  cooperate  to  ensure  the 
company’s  continued  existence. 


Role  of  Policy 

wolPcS|yaS“dprSmethi?9  ab0a  /?r9°alS  Wi"  be  attained "  is  what  statisticians 
Nan  ”  ?t  f  m  d  rul®’  and  what  systems  engineers  would  call  a  “standing 

to  anh  l  Pf  °f  What  they  Sh0U,d  and  should  not  d0  in  order  to  contribute 

to  achievement  of  corporate  goals.  wnuiuute 

A  policy  should  be  more  than  just  a  platitude.  It  should  be  a  helpful  guide  to 

thflrn?  ^  etXpllC't’  and  Providing  direction  to  subordinates.  Consequently 

wrth  a  Sr  return  ’’ ? 1 1!? **  he'PfU'  ** Ca"  b®'  “We  wi"  provide  our  stockholders 
™ “?  ®  1 fair  return-  ls  a  Poi'cy  no  one  could  possibly  disagree  with-or  be  hetoed 
by^  Whet  /s  a  fair  return?  This  is  the  type  of  question  that  must  be  anlSSed  befom 
the  company’s  intentions  become  clear.  '=>w«r«u  oeiore 

standOrri°Oat0OSatnareiTietnt  ’1"°*  merely  the  Preparation  of  valid  policies  for  a 
standarci  set  of  activities;  it  is  the  much  more  challenging  one  of  first  deciding  what 

activities  are  so  strategically  significant  that  explicit  decision-rules  in  that  area  are 

Each  cOSnan  Stand3rd  Set  of  policies  can  be  considered  major  for  all  companies. 
Each  company  is  a  unique  situation.  It  must  decide  for  itself  which  aspects  of 

sir  ™st  ^elwan,  *■  ik  °*n  *spira,,<)n5  and  lit 


*  4c 


*  *  * 


Need  to  Be  Explicit 

The  first  thing  to  be  said  about  corporate  strategy  is  that  havinq  one  is  a  steD 
forward.  Any  strategy,  once  made  explicit,  can  quickly  be  evaluated  and  improvedP 

‘See  Theodore  Levitt,  “Marketing  Myopia,”  HBR  July-August  1960,  p.  45. 
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But  if  no  attempt  is  ever  made  to  commit  it  to  paper,  there  is  always  the  danger 
that  the  strategy  is  either  incomplete  or  misunderstood. 

Many  successful  companies  are  not  aware  of  the  strategy  that  underlies  their 
success.  It  is  quite  possible  for  a  company  to  achieve  initial  success  without  real 
awareness  of  its  causes.  However,  it  is  much  more  difficult  to  successfully  branch 
out  into  new  ventures  without  a  precise  appreciation  of  their  strategic  significance. 
This  is  why  many  established  companies  fail  miserably  when  they  attempt  a 
program  of  corporate  acquisition,  product  diversification,  or  market  expansion. 

Another  reason  for  making  strategy  explicit  is  the  assistance  it  provides  for 
delegation  and  for  coordination.  To  an  ever-increasing  extent,  management  is  a 
team  activity,  whereby  groups  of  executives  contribute  to  corporate  success. 
Making  strategy  explicit  makes  it  far  easier  for  each  executive  to  appreciate  what 
the  over-all  goals  are,  and  what  his  own  contribution  to  them  must  be. 

MAKING  AN  EVALUATION 

Is  your  strategy  right  for  you?  There  are  six  criteria  on  which  you  base  an 
answer.  These  are: 

1.  Internal  consistency. 

2.  Consistency  with  the  environment. 

3.  Appropriateness  in  the  light  of  available  resources. 

4.  Satisfactory  degree  of  risk. 

5.  Appropriate  time  horizon. 

6.  Workability. 

*  *  *  *  * 

1.  is  the  Strategy  Internally  Consistent?  Internal  consistency  refers  to  the 
cumulative  impact  of  individual  policies  on  corporate  goals.  In  a  well-worked-out 
strategy,  each  policy  fits  into  an  integrated  pattern.  It  should  be  judged  not  only 
in  terms  of  itself,  but  also  in  terms  of  how  it  relates  to  other  policies  which  the 
company  has  established  and  to  the  goals  it  is  pursuing. 

***** 

2.  Is  the  Strategy  Consistent  with  the  Environment?  Consistency  with  the 
environment  has  both  a  static  and  a  dynamic  aspect,  in  a  static  sense,  it  implies 
judging  the  efficacy  of  policies  with  respect  to  the  environment  as  it  exists  now. 
In  a  dynamic  sense,  it  means  judging  the  efficacy  of  policies  with  respect  to  the 
environment  as  it  appears  to  be  changing.  One  purpose  of  a  viable  strategy  is  to 
ensure  the  long-run  success  of  an  organization.  Since  the  environment  of  a  com¬ 
pany  is  constantly  changing,  ensuring  success  over  the  long  run  means  that 
management  must  constantly  be  assessing  the  degree  to  which  policies  previously 
established  are  consistent  with  the  environment  as  it  exists  now;  and  whether 
current  policies  take  into  account  the  environment  as  it  will  be  in  the  future.  In  one 
sense,  therefore,  establishing  a  strategy  is  like  aiming  at  a  moving  target:  you  have 
to  be  concerned  not  only  with  present  position  but  also  with  the  speed  and 
direction  of  movement. 

***** 

3.  Is  the  Strategy  Appropriate  in  View  of  the  A  vaiiabie  Resources?  Re¬ 
sources  are  those  things  that  a  company  is  or  has  and  that  help  it  to  achieve  its 
corporate  objectives.  Included  are  money,  competence,  and  facilities;  but  these 
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by  no  means  complete  the  list  In  companies  selling  consumer  goods,  for  example, 
the  major  resource  may  be  the  name  of  the  product*  In  any  case,  there  are  two 
basic  issues  which  management  must  decide  in  relating  strategy  and  resources. 
These  are: 

What  are  our  critical  resources? 

Is  the  proposed  strategy  appropriate  for  available  resources? 

Let  us  look  now  at  what  is  meant  by  a  “critical  resource”  and  at  how  the 
criterion  of  a  resource  utilization  can  be  used  as  a  basis  for  evaluating  strat¬ 
egy.  .  .  . 

The  essential  strategic  attribute  of  resources  is  that  they  represent  action 
potential.  Taken  together,  a  company’s  resources  represent  its  capacity  to  re¬ 
spond  to  threats  and  opportunities  that  may  be  perceived  In  the  environment  In 
other  words,  resources  are  the  bundle  of  chips  that  the  company  has  to  play  with 
in  the  serious  game  of  business. 

From  an  action-potential  point  of  view,  a  resource  may  be  critical  in  two  senses: 
(1)  as  the  factor  limiting  the  achievement  of  corporate  goals;  and  (2)  as  that  which 
the  company  will  exploit  as  the  basis  for  its  strategy.  Thus,  critical  resources  are 
both  what  the  company  has  most  of  and  what  it  has  least  of. 

The  three  resources  most  frequently  identified  as  critical  are  money,  compe¬ 
tence,  and  physical  facilities.  .  .  . 

***** 


Achieving  the  Right  Balance 

.  the  most  difficult  issues  in  strategy  determination  is  that  of  achieving 

a  balance  between  strategic  goals  and  available  resources.  This  requires  a  set 
necessan  y  empirical,  but  critical,  estimates  of  the  total  resources  required  to 

ra*,e  5  Which  they  wi"  have  t0  be  comrSod.  and 
fail  *n  m  l-  ^h*hat  they  Wl  be  available-  The  most  common  errors  are  either  to 
fail  to  make  these  estimatesat  allor  to  be  excessively  optimistic  about  thorn. 

lpmA"fer  plac®  where  optimistic  estimates  of  resources  frequently  cause  prob- 
that  a  mnaM  bus,n.esses’ Surwe^  of  the  causes  of  small-business^arlure  reveal 
^  0f  bankruptcy  is  inadequate  resources  to  weaker 

conditions  establishment  or  unforeseen  downturns  in  business 

afegy  Involve  an  Acceptable  Degree  of  Risk? 

tion  of  some  qualitativ^factoTs1 wncrmavn148^6  aSpecte  but  with  the  idantifica- 
*» basis  ,or  «—"• 

Jt *hS  8,rate9y  iS  baS8d)  «*«• 
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2.  The  length  of  the  time  periods  to  which  resources  are  committed. 

3.  The  proportion  of  resources  committed  to  a  single  venture. 

***** 

5.  Does  the  Strategy  Have  an  Appropriate  Time  Horizon?  A  significant 
part  of  every  strategy  is  the  time  horizon  on  which  it  is  based.  A  viable  strategy 
not  only  reveals  what  goals  are  to  be  accomplished;  it  says  something  about  when 
the  aims  are  to  be  achieved. 

Goals,  like  resources,  have  time-based  utility.  A  new  product  developed,  a  plant 
put  on  steam,  a  degree  of  market  penetration,  become  significant  strategic  objec¬ 
tives  only  if  accomplished  by  a  certain  time.  Delay  may  deprive  them  of  all  strategic 
significance.  .  .  . 

In  choosing  an  appropriate  time  horizon,  we  must  pay  careful  attention  to  the 
goals  being  pursued,  and  to  the  particular  organization  involved.  Goals  must  be 
established  far  enough  in  advance  to  allow  the  organization  to  adjust  to  them. 
Organizations,  like  ships,  cannot  be  “spun  on  a  dime.”  Consequently,  the  larger 
the  organization,  the  further  its  strategic  time  horizon  must  extend,  since  its  adjust¬ 
ment  time  is  longer.  .  .  . 

***** 

If  a  strategy  cannot  be  evaluated  by  results  alone,  there  are  some  other  indica¬ 
tions  that  may  be  used  to  assess  its  contribution  to  corporate  progress: 

The  degree  of  consensus  which  exists  among  executives  concerning  corporate 
goals  and  policies. 

The  extent  to  which  major  areas  of  managerial  choice  are  identified  in  advance, 
while  there  is  still  time  to  explore  a  variety  of  alternatives. 

The  extent  to  which  resource  requirements  are  discovered  well  before  the  last 
minute,  necessitating  neither  crash  programs  of  cost  reduction  nor  the  elimination 
of  planned  programs.  The  widespread  popularity  of  the  meat-axe  approach  to  cost 
reduction  is  a  clear  indication  of  the  frequent  failure  of  corporate  strategic  planning. 


From 

CORPORATE  STRATEGY:  AN 
ANALYTICAL  APPROACH  TO  BUSINESS 
POLICY  FOR  GROWTH  AND 
EXPANSION* 

By  H.  Igor  Ansoff t 


SYNERGY  AND  CAPABILITY  PROFILES 

...  In  this  chapter  we  begin  to  explore  synergy,  which  is  one  of  the  major 
components  of  the  firm’s  product-market  strategy.  It  is  concerned  with  the  desired 


*  From  Growth  Strategy :  An  Analytical  Approach  to  Business  Policy  for  Growth  and 
Expansion,  by  H.  Igor  Ansoff.  Copyright  ©  1965  McGraw-Hill  Book  Inc.  Used  with  permission 
of  McGraw-Hill  Book  Company. 

t  The  author  is  Dean  of  the  School  of  Business  at  Vanderbilt  University. 
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characteristics  of  fit  between  the  firm  and  its  new  product-market  entries  In  busi¬ 
ness  literature  it  isfrequently  described  as  the  “2  +  2  =  5”  effect  to  denote  the 
fact  that  the  firm  seeks  a  product-market  posture  with  a  combined  performance 
that  is  greater  than  the  sum  of  its  parts. 

***** 

...  We  shall  denve  a  method  for  qualitative  estimation  of  joint  effects  In  the 
process  it  will  be  shown  that  measurement  of  synergy  is  similar  in  many  ways  to 
what  is  frequently  called  “evaluation  of  strengths  and  weaknesses  ”  In  synerqy 
joint  effects  are  measured  between  two  product-markets;  in  strength  and  weak¬ 
ness  evaluation  the  firm’s  competences  are  rated  relative  to  some  desired  per¬ 
formance  level.  The  former  contributes  to  the  decision  to  make  a  new  entry  the 
iatter,  to  the  decision  to  exploit  certain  strengths  or  to  remedy  certain  deficiencies 
within  the  firm.  Thus  the  difference  is  largely  one  of  viewpoint. 


Concept  of  Synergy 

.  .  .  Each  product-market  makes  a  contribution  to  the  overall  profitability  of  the 

firm.  Each  product  brings  ,n  annual  sales  of  S  dollars.  Operating  costs  of  dollars 
are  incurred  for  labor,  materials,  overhead,  administration,  and  depreciation  To 
develop  the  product,  to  provide  facilities  and  equipment,  and  to  set  up  a  distribution 
nelwork,  an  investment  of  /dollars  must  be  made  in  product  development,  tooling 
buildings,  machinery,  inventories,  etc.  y’ 

The  annual  rate  of  return,  ROI,  on  product  P,  can  be  written  in  the  form 

ROI=gi~0> 

•l 

Expressed  in  words  the  formula  states  that  the  return  on  investment  from 
a  product  can  be  obtained  by  dividing  the  difference  between  operatinq 
revenues  and  costs  during  a  period  by  the  average  investment  which  is 
needed  to  support  the  product.  A  similar  expression  can  be  written  for  all 
products  in  the  product  line:  P1}  P2,  ...  ,  Pn. 

be  If  all  the  products  are  unrelated  in  any  way,  the  total  sales  of  the  firm  will 

St  =  S,  +  S2  +  -  •  •  +  Sn 
And  similarly  for  operating  costs  and  investment 

Ot  =  O,  +  •  •  •  +  On 
It  =  h  +  4  +  •  •  •  +  /„ 

The  return  on  the  investment  for  the  firm  as  a  whole  will  be 

(ROI)r  = 

•t 

^ext,Ver  !he  reV6nUeS’ the  °Peratin9  costs,  and  the 
simple  sull  Therefore,  their  totals  can  be  obtained  through 

wWch  ho,runr2St.H  ^  iS  V6ry  "ear,y  true  in  an  investment  firm 

no  interaction  amo^th000"*168'  °f  m  &  holdm9  company  in  which  there  is 
is  obtained  throunh  9  •  °  0perat,n9  units*  A  Pic*ure  of  the  total  profitability 
through  a  simple  consolidation  of  the  individual  statements. 
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In  a  majority  of  firms,  advantages  of  scale  exist  under  which  a  large  firm 
with  the  same  total  sales  as  a  number  of  small  firms  can  operate  at  a  cost 
which  is  lower  than  the  sum  of  the  operating  costs  for  the  separate  enter¬ 
prises.  The  investment  in  a  large  firm  can  be  similarly  lower  than  a  simple 
sum  of  the  respective  investments.  Using  symbols,  this  is  equivalent  to  say¬ 
ing  that  for 

Ss  =  St 

we  have  Os  0T 

4  ^  h 

where  subscript  5  denotes  the  respective  quantities  for  an  integrated  firm  and 
subscript  t,  the  sum  for  independent  enterprises.1  As  a  result,  the  potential  return 
on  investment  for  an  integrated  firm  is  higher  than  the  composite  return  which 
would  be  obtained  if  the  same  dollar  volumes  for  its  respective  products  were 
produced  by  a  number  of  independent  firms: 

(ROI)5  >  (ROI)j- 

A  similar  argument  can,  of  course,  be  made  by  keeping  the  total  investment  fixed. 
In  this  case 

>sy 

Os^OT 
Is  =It 

For  a  given  level  of  investment,  a  firm  with  a  complete  product  line  can  usually 
realize  the  advantages  of  higher  total  revenues  and/or  lower  operating  costs  than 
competing  independent  firms. 

The  consequences  of  this  joint  effect  are  clearly  very  far-reaching.  A  firm  which 
takes  care  to  select  its  products  and  markets  so  as  to  optimize  the  effect  has  great 
flexibility  in  choosing  its  competitive  stance.  It  can  gain  a  larger  share  of  the  market 
by  lowering  prices,  it  can  choose  to  make  a  larger  investment  in  research  and 
development  than  its  competitors,  or  it  can  maximize  its  ROI  and  attract  growth 
capital  to  the  firm.  All  this  can  be  done  while  remaining  fully  competitive  with  firms 
whose  product-markets  are  not  as  carefully  chosen. 

Types  of  Synergy 

This  effect  which  can  produce  a  combined  return  on  the  firm’s  resources 
greater  than  the  sum  of  its  parts  is  frequently  referred  to  as  “2  4-2  =  5.”  We  shall 
call  this  effect  synergy.  .  .  .  One  way  to  classify  the  several  types  of  synergy  is 
in  terms  of  the  components  of  the  ROI  formula: 

1.  Safes  Synergy .  This  can  occur  when  products  use  common  distribution 
channels,  common  sales  administration,  or  common  warehousing.  Opportunity  for 
tie-in  sales  offered  by  a  complete  line  of  related  products  increases  the  productivity 
of  a  sales  force.  Common  advertising,  sales  promotion,  past  reputation  can  all 
have  a  multiple  payoff  for  the  same  dollar  spent. 

2.  Operating  Synergy.  This  is  the  result  of  higher  utilization  of  facilities  and 
personnel,  spreading  of  overhead,  advantages  of  common  learning  curves,  and 
large  lot  purchasing. 

1  The  symbol  <  means  less  than  or  equal  to;  the  symbol  >  means  greater  than  or  equal 
to. 


638  The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 


3.  Investment  Synergy.  This  can  result  from  joint  use  of  plant,  common  raw 
materials  inventories,  carryover  of  research  and  development  from  one  product 
to  another,  common  tooling,  common  machinery. 

4.  Management  Synergy.  Although  not  immediately  apparent  from  the  for¬ 
mula,  this  type  is  an  important  contributor  to  the  total  effect.  As  will  be  shown 
below,  management  in  different  types  of  industry  faces  different  strategic,  organi¬ 
zational,  and  operating  problems.  If  upon  entering  a  new  industry  management 
finds  the  new  problems  to  be  similar  to  the  ones  it  has  encountered  in  the  past, 
it  is  in  a  position  to  provide  forceful  and  effective  guidance  to  the  newly  acquired 
venture.  Since  competent  top-level  management  is  a  scarce  commodity,  very 
positive  enhancement  of  performance  can  result  in  the  combined  enterprise.  Thus 
synergy  will  be  strong. 

If,  on  the  other  hand,  the  problems  in  the  acquired  area  are  new  and  unfamiliar, 
not  only  will  positive  synergy  be  low,  but  there  is  a  distinct  danger  of  a  negative 
effect  of  top-management  decisions.  For  example,  management  of  a  firm  in  the 
defense  industry  would  be  at  an  actual  disadvantage  if  it  attempts,  without  prior 
experience,  to  assume  responsibility  for  pricing  and  advertising  decisions  in  a 
higher  competitive  consumer  area,  such  as  the  cigarette  or  the  automobile  in¬ 
dustry. 


This  example  points  to  the  fact  that  management  synergy,  as  well  as  the  other 
types,  can  be  negative  as  well  as  positive.  An  attempt  at  joint  use  of  a  facility  which 
is  not  suited  for  manufacturing  of  a  new  product  (e.g,,  use  of  airframe  factories 
for  consumer  aluminum  products),  or  of  an  organization  which  is  not  set  up  to 
perform  a  new  function  (e.g.,  use  of  a  consumer  sales  organization  to  soil  to 
industrial  customers)  can  result  in  total  profitability  which  is  lower  than  the  com¬ 
bined  profitability  of  two  independent  operations. 

of  1ml?  1  demonstrates  the  Possibility  of  negative  synergy  through  a  comparison 
inri?!etrv  n!??  r,6S  c  he  pnncipal  funct'onal  areas  found  in  typical  firms  in  different 
of  n  °r  purp°s®s  of  comparison  w©  ar©  assuming  that  a  firm  in  on© 

inthe  SineSh°Wn  ^  C°IUmn  diversifies  int0  an  industry  group  shown 
mana?S6en  best  carryover  of  functional  competence  will  occur  in  general 

™aT„ra„d»brrrtny  pra*es  skiiis  *  ***>**»■ 

the  COmm0n  amo"9  indus,rl,s-  HOW.V6,,  even  horo 

problemsThalra  led ^i?  ^°™petltl ve  environment  and  in  basic  resource  allocation 
Tn  man^aSn  and  *°  different  pairs  of  industrial  areas, 

ap*“  da'snso  and 

sy-CiS 

zrr in  -  ■» 


Startup  Synergy  and  Operating  Synergy 


As  discussed  above,  the 
ways:  by  estimating  the  cost 


synergistic  effect  can  be  measured  in  either  of  two 
economics  to  the  firm  from  a  joint  operation  for  a 
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TABLE  1 

Functional  Synergy  between  Industry  Groups 


GM  cjonoral  management 
R&D  '*  research  and  development 

Mfc)  mamifactunruj 
Mkt  markntinq 

4  fhr>  n  fnmi  M  l  Artsoff  «m<i  j  f  Wwitcm,  "Mtrgtr  Objtctivti  and  Organization  Structure,"  Review  of 
Lvtmuma;  e/nt  tiusinms.  Auqu’it  pg  4f)  -!»B 


given  level  or  revenue,  or  by  estimating  the  increase  in  net  revenue  for  a  given 
level  of  investment.  In  this  section  we  shall  take  the  first  approach  and  discuss 
the  nature  of  synergy  through  analysis  of  cost  economies  and  diseconomies. 

Acquisition  of  a  now  product-market  area  goes  through  two  successive  phases, 
startup  and  operating.  In  addition  to  identifiable  physical  costs,  such  as  the  costs 
of  facilities  and  inventories,  the  costs  associated  with  startup  include  the  highly 
intangiblo  costs  of  learning  a  new  kind  of  business:  setting  up  a  new  organization, 
establishing  new  rules  and  procedures,  hiring  new  skills  and  competences,  paying 
for  mistakes  in  developing  organizational  relationships  and  for  early  bad  decisions 
made  in  unfamiliar  business  environment,  and  costs  of  gaining  customer  accept¬ 
ance.  Although  these  are  one-time  costs,  most  of  them  are  not  capitalized,  but 
charged  to  operating  expense  during  the  startup  period.  They  are  difficult  to  pin¬ 
point,  since  many  of  them  are  not  identified  (no  firm  is  likely  to  have  a  special 
account  labeled  "management  blunders  made  in  startup”),  but  are  evident  only 
indirectly  through  substandard  operating  efficiencies.2  During  the  period  in  which 
they  are  incurred  they  put  the  firm  at  a  disadvantage  with  respect  to  the  established 
competitors  in  the  field,  since  the  latter  no  longer  incur  any  of  these  costs. 

Whether  the  firm  will,  in  fact,  have  to  incur  these  startup  costs  depends  on  how 

•  This  is  otic  major  reason  for  the  difficulty  encountered  in  determining  marginal  cash 
Hows  for  new  product-market  entries, 
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mS  ilia  ^  matCh6d  *° the  recluirements  of  the  new  product- 

market  area,  if  the  required  new  capabilities  are  very  different  from  those  of  the 

firm  then  as  discussed  earlier,  cost  diseconomies  may  result  in  any  of  the  major 

functional  areas.  Thus  startup  in  new  business  can  have  potentially  negative's 

S^aSntnsT  """  —  -  *-  *  — 

*  *  *  *  * 

,  ‘  '  Durin9  ^  startup  phase,  synergy  can  occur  in  two  forms-  in  the  form  of 

th^S  h  thfk5  “ ,he  *****  °<  nnmpetences  appropriate  to 

tive.^e*  „S  ^  business,  and  in  the  form  of  time  savings  in  becoming  hilly  compel!- 

The  second  category  of  costs  incurred  in  a  new  entry  is  the  costs  of  a  aoina 
concern,  the  operating  costs  and  the  investment  required  to  support  the  operation9 
Here  two  basic  effects  operate  to  produce  synergy.  One  is Te  advSaqe  of 

,s  ,an^amse7FTS?mnoleWn  PV*?  *  3  Unit  C0St  when  the  total  volume 
hiJ™  *  '  F°rexamP|e-  Purchasing  in  large  quantities  offers  the  advantaae  of 

discounts;  production  in  large  quantities  makes  possible  more  efficiem  merhod  J 

£  SET  ^  ^  IO,,e,  *“  — '  ^  axaS 

A  more  subtle  effect  in  synergy  is  a  distribution  of  the  burden  of  overhead 
Wt!!feS  0V6r  3  mmber  °f  products- This  ^ses  from  the  fact  that  most  overhead 
lolume  tfre<!Uire  3  C6[!ain  minimum  level  °f  effort  for  a  wide  range  of  business 

SS^BSESIk 
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From 

A  THEORY  OF  LARGE  MANAGERIAL 
FIRMS* 

By  R.  Joseph  Monsen ,  Jr.,  and  Anthony  Downs  f 


...  In  most  of  the  largest  and  most  significant  modern  firms,  ownership  and 
management  are  functions  carried  out  by  two  entirely  separate  groups  of  people. 
Even  management  itself  is  really  a  combination  of  functions  carried  out  by  different 
groups.  Thus  the  entity  normally  referred  to  as  the  firm  has  in  fact  become  a 
number  of  different  subentities.  The  people  in  each  of  these  subgroups  within  the 
firm  are  still  primarily  motivated  by  self-interest.  However,  their  changed  relation¬ 
ship  to  the  firm  as  a  whole  has  changed  the  way  in  which  their  self-interest  leads 
them  to  behave  regarding  the  firm’s  profits.  Therefore,  our  theory  is  really  nothing 
more  than  the  application  of  the  self-interest  axiom  in  traditional  theory  to  a  new 
type  of  firm:  one  in  which  ownership  is  separate  from  management;  and  manage¬ 
ment  itself  consists  of  a  bureaucratic  hierarchy  containing  several  layers. 

Our  two  central  hypotheses  can  be  stated  as  follows: 

1 .  Owners  desire  to  have  each  firm  managed  so  that  it  provides  a  steady 
income  from  dividends  and  gradual  appreciation  of  the  market  price  of  the  stock. 

2.  Managers  act  so  as  to  maximize  their  own  lifetime  incomes. 

Since  these  two  hypotheses  are  the  foundations  of  our  whole  analysis,  we  will 
examine  each  in  detail. 

***** 


Summary 

1 .  We  have  proposed  a  modified  theory  of  the  firm  to  explain  the  behavior  of 
large,  diffused-ownership  firms,  which  we  refer  to  as  large  managerial  firms.  This 
theory  assumes  that  ownership  and  management  are  essentially  separate,  and 
that  each  such  firm  is  so  large  that  its  management  hierarchy  contains  at  least 
three  types  of  managers:  top,  middle,  and  lower.  We  postulate  that  both  owners 
and  managers  act  in  their  own  self-interest  by  pursuing  the  following  goals: 

a)  Owners  are  basically  satisficers  who  desire  uninterrupted  dividends  and  a 
steady  rise  in  the  price  of  the  firm’s  stock.  Their  remoteness  from  the  firm’s  actual 
affairs  makes  it  impossible  for  them  to  press  for  profit-maximizing  behavior. 

b)  Managers  are  “economic  men”  who  desire  to  maximize  their  own  lifetime 
incomes  (which  includes  both  monetary  and  non-monetary  elements),  principally 
by  obtaining  rapid  promotions  as  a  result  of  pleasing  their  superiors  in  the  firm. 


*  R.  Joseph  Monsen  and  Anthony  Downs,  “A  Theory  of  Large  Managerial  Firms.”  Re¬ 
printed  with  permission  from  the  Journal  of  Political  Economy,  ©  by  The  University  of 
Chicago  Press,  1965.  (vol.  LXXIII,  no.  3,  June  1965.  Excerpts  from  pp.  224-25;  236;  231-35.) 

t  R.  Joseph  Monsen,  Jr.,  is  a  Professor  in  the  Graduate  School  of  Business  at  the  University 
of  Washington.  Anthony  Downs  is  a  noted  author  and  consultant  in  economics,  political 
science,  and  urban  development. 
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2  The  behavior  of  large  managerial  firms  deviates  from  the  profit  maximization 
posted  by  the  traditional  thaoiy  of  the  Urn,  for  the  following  rSSmT 

a)  The  large  size  of  such  firms  requires  them  to  develop  bureaucratic  manaae 
ment ‘structures  which  cannot  be  perfectly  controlled  by  the  men  in  charge  of  them 

mpPnathh  thffe  structures  tend  t0  ©  Prov|de  biased  information  to  top  manage- 
ment  which  reflects  its  own  desires  and  ideas  too  strongly  and  (ii)  only  partiSly 
carry  out  the  orders  issued  by  top  management.  These  tendencies  cause  rs 
Thev  eCyi?Via|tl0nS  ^  Whatever  9°als  the  organization  is  ostensibly  pursuing 

Wiey^resdt  fromThee^siT  T3039^  ^  “  We"  aS  large  mana9erial  firms,  since 
nf  noTi!  *  5°  h  "  essence- such  deviations  are  caused  by  divergences 

goals  management;  that  is,  between  middle  and  lower  management  on 
he  one  hand  and  top  management  on  the  other.  These  goal  divergences  are  Ibte 

o  TZT  thtVirT’S  b6havi0r  because  lar9e  both  compels  top  manager 
to  delegate  authority  to  their  subordinates  and  prevents  them  from  checkina  ud 

completely  on  how  that  authority  is  used.  This  behavior  of  the  firm  which  tenJt 
optimal  from  the  viewpoint  of  the  top  man  can  be  caused  either  by  size  alone 

p“s  COT1,i"a'i0n  0f 

earnings  plus  gradually  rising  stock  prices  instead  of  maximum  profits  As  a  result 
large  managerial  firms  are  more  cautious;  spend  less  on  S’  reseda 
grams,  experience  less  variability  of  profits;  have  larger  expense  accounts-  evi- 

nmhThi"°re  C0nci,iatl0n  in  dealings  with  government,  unions,  and  the  public  and 
probably  grow  more  slowly  than  they  would  if  they  sought  to  maximize  profits  In 
essence,  these  outcomes  result  from  the  divergence  of  goals  between  owners  and 

ShTn"396!116"4  S6t  f0rth  'n  paragraph  1  above- The  Sl'ze  and  structure  of  the  firm 

from  chSL°  uSTulll°o?lte9aterfaUth0rity  *  t0P  management  a"d  prevent  them 
management^  '  performance  °r  imposing  their  own  goals  upon  top 


Snageme^  ™E  THEORY  REGARD,ng  behavior 

nryntTv*  *?*  W®  have  set  forth  our  basic  th©ory  and  examined  the  bureaucratic 
context  of  managerial  decision-making,  we  will  explore  the  theory’s  implications 
regarding  the  behavior  of  managers  at  various  levels  within  Z  to, 

A.  Top-Management  Behavior 

Top  Management’s  Promotional  Strategy.  The  best  way  for  top  manaoe- 
ment  to  maximize  its  own  lifetime  income  is  to  “keep  the  stockholders  happy  ” 
This  normally  involves  three  basic  policies:  w**noiaers  nappy. 

pubLft7a™sn7Z7Za^ 

b)  Direction  the,  r*  *  ef  eats  an  outstand'ng  management  performance.  .  .  . 
b)  Directing  the  firm  toward  achievement  of  constant  or  slightly  rising  dividends 
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plus  steadily  increasing  stock  prices.  However,  top  management  need  only  attain 
a  “satisfactory”  rate  of  stock-price  growth,  not  a  “maximum”  one. 

c)  Maintaining  a  ‘ ‘public  image ”  of  competence  by  avoiding  controversy  and 
criticism.  Public  criticism  of  the  firm  or  controversy  about  its  policies  tends  to 
contradict  this  “image”  and  raise  doubts  in  the  minds  of  the  stockholders  about 
the  wisdom  of  retaining  the  existing  top  management. 

*  *  *  *  * 

Thus  the  attention  of  management  is  focused  on  stock  prices  rather  than 
earnings  (profits),  which  are  viewed  as  means  to  obtain  higher  stock  prices  rather 
than  as  ends  in  themselves.  Therefore,  if  top  management  must  choose  between 

(a)  maximizing  profits  over  a  given  period  by  accepting  fluctuating  earnings,  or 

(b)  achieving  total  profits  by  maintaining  steadily  rising  annual  earnings,  it  will 
normally  choose  the  latter.  Therefore,  d iff used-o wnersh i p  firms  will  experience 
less  variability  of  earnings  than  firms  which  try  to  maximize  profits. 

.  .  .  Other  implications  of  our  hypothesis  and  forecasts  consistent  with  it  con¬ 
cerning  top  management  behavior  are  as  follows: 

a)  Research  and  development  expenditures  are  more  likely  to  be  budgeted  for 
steady  yearly  growth  than  for  “crash”  expansion  of  promising  innovations. 

b)  Diffused-ownership  firms  will  exhibit  a  strong  predilection  for  diversification 
of  products,  especially  through  merger,  as  a  means  of  reducing  risks  taken  on  any 
one  product  or  line  of  products.  Since  diversification  through  merger  tends  to 
reduce  the  rate  of  return  on  capital,  owner-managers  would  be  less  likely  to  adopt 
such  policies. 

c)  Financing  rapid  expansion  through  additional  stock  offerings  is  less  likely 
to  be  used  by  top  management  in  diffused-ownership  firms  than  by  owner-manag¬ 
ers.  In  many  cases,  the  original  owners  of  a  firm  which  expands  rapidly  use  sales 
of  common  stock  to  “buy  themselves  out”  of  the  corporation,  thus  capitalizing  on 
their  original  ownership  interest.  Managers  whose  only  stock  comes  from  stock 
options  are  more  likely  to  adopt  internal  financing,  bank  borrowing,  or  bond  issues 
for  such  financing  so  as  not  to  dilute  their  own  interests.  .  .  . 

d)  Top  management  will  be  much  more  sensitive  to  public,  union,  and  govern¬ 
ment  criticism  than  owner-managers  would  be.  Hence  top  managers  will  be  more 
conciliatory  in  their  public  dealings  than  might  be  required  for  profit  maximization. 

e)  Top  managers  will  use  their  roles  in  the  firm  to  enhance  their  own  personal 
prestige  and  stature.  As  a  result,  they  will  contribute  to  local  causes  and  participate 
in  community  affairs  more  than  they  should  from  a  purely  profit-maximizing  point 
of  view. 

f)  In  order  to  stabilize  future  profits,  avoid  controversy,  and  prevent  adverse 
publicity,  top  management  may  make  concessions  to  labor  unions  more  readily 
than  owner-managers  would.  .  .  . 

g)  Expense  accounts  are  likely  to  be  more  extravagant  in  managerial  firms  than 
they  would  be  if  managers  really  maximized  returns  to  owners.  .  .  . 

h)  Managerial  firms  are  likely  to  respond  more  slowly  to  declines  in  profits  than 
they  would  if  they  really  pursued  profit  maximization.  Since  managers  wish  to 
preserve  their  personal  prerogatives  (such  as  large  expense  accounts)  and  do  not 
suffer  directly  from  lower  profits,  they  will  be  willing  to  “ride  out”  a  sudden  decline 
in  profits  without  cutting  back  expenditures  in  the  hope  that  it  will  be  temporary. 
In  contrast,  true  profit  maximizers  would  exhibit  no  such  inertia  but  would  immedi- 
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ately  alter  heir  existing  behavior  patterns.  However,  if  lower  profits  continue  even 
managenal  firms  will  adjust  their  behavior  so  as  to  avoid  having  lower  S 
earnings  cause  any  decline  in  stock  prices  (if  possible).  9  V  V 

B.  Middle-Management  Behavior 

1.  The  Organizational  Setting.  Middle  managers  are  those  ooeratina 

SSH  3,8  resp°"sible' ,or 

specialized  tasks  within  the  firm.  Middle  managers  are  normally  paid  for  their 
performance  primarily  by  salaries  and  bonuses  and  seconds!  to  e^i 
accounts  and  other  untaxed  perquisites.  y  y  expense 

2.  Middle  Management’s  Promotional  Strategy.  The  best  wav  w  miwni^ 
managers  to  maximize  their  lifetime  incomes  is  increase  the  size  ofTnse 

superiors,  eri!s  „ 

SSTS  — -  *»  -  s 


C.  Lower-Management  Behavior 

1.  The  Organizational  Setting.  Lower  manaaer*  ar« 

2S 

SS=?S5=3aiS£5 

mlTo,  SS2S  'STSLtS.’^T’  ™asure*1  °b~° 

~  5=»/«s  isrs 
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From 

THEORY  OF  THE  FIRM:  RESOURCE 
ALLOCATION  IN  A  MARKET  ECONOMY* 

By  Kalman  J.  Cohen  and  Richard  M.  Cyert  f 
New  Considerations  in  the  Theory  of  the  Firm 

3.  A  MANAGERIAL  DISCRETION  MODEL 

A.  Rationale  for  the  Managers’  Utility  Function 

Williamson  has  developed  a  model  of  business  behavior  which  focuses  on  the 
self-interest-seeking  behavior  of  corporate  managers.1  This  emphasis  is  reasona¬ 
ble  once  we  acknowledge  that  the  modern  corporate  enterprise  is  a  complex 
organization  far  different  from  the  traditional  economic  notion  of  a  single  enter- 
preneur  running  his  own  small  firm. 

One  of  the  striking  attributes  of  the  typical  large  firm  in  the  American  economy 
is  the  separation  of  the  ownership  and  the  management  functions  which  has 
become  increasingly  prevalent.2  The  owners  of  the  firm,  i.e.,  the  stockholders, 
generally  have  little  interest  in,  and  even  less  direct  knowledge  of  the  day-to-day 
operations  of  the  firm.  It  is  the  owners,  however,  who  have  contributed  the  capital 
with  which  the  firm  operates  and  who  receive  the  dividends  which  are  paid  by  the 
firm.  The  actual  power  of  the  stockholders  to  influence  the  firm’s  plans  and  opera¬ 
tions  resides  in  the  board  of  directors,  who  are  elected  by  stockholder  vote.  In 
practice,  however,  because  of  the  widespread  custom  of  voting  by  means  of 
proxies,  which  are  generally  solicited  by  management,  the  board  tends  to  be  a 
self-perpetuating  group,  over  which  the  stockholders  individually— and  even 
sometimes  collectively — exert  little  power. 

The  top  management  of  the  firm  is  appointed  by,  and  responsible  to  the  board 
of  directors.  In  many  firms,  however,  top  management  is  represented  by  member¬ 
ship  on  the  board  of  directors  and  may  play  a  dominant  role  on  the  board.  Even 
where  the  board  is  predominantly  made  up  of  outside  directors,  top  management 
usually  possesses  a  great  deal  of  freedom  of  action  if  the  results  of  the  firm’s 
operations  are  satisfactory. 


*  Kalman  J.  Cohen  and  Richard  M.  Cyert,  Theory  of  the  Firm :  Resource  Allocation  in  a 
Market  Economy  ©  1965.  Pp.  354-56;  361-63;  376-77;  379-80.  Reprinted  by  permission. 

t  The  authors  are  on  the  faculty  of  the  Graduate  School  of  Industrial  Administration, 
Carnegie-Mellon  University. 

1  O.  E.  Williamson,  “A  Model  of  Rational  Managerial  Behavior,”  in  Richard  M.  Cyert  and 
James  G.  March,  A  Behavioral  Theory  of  the  Firm  (Englewood  Cliffs,  NJ.  Prentice-Hall,  Inc., 
1963),  chap.  9.  A  more  extensive  development  of  this  model  is  contained  in  Oliver  E.  William¬ 
son,  The  Economics  of  Discretionary  Behavior:  Managerial  Objectives  in  a  Theory  of  the  Firm 
(Englewood  Cliffs,  N.J.:  Prentice-Hall,  Inc.,  1964). 

2  See  A.  G.  Papandreou,  “Some  Basic  Problems  in  the  Theory  of  the  Firm,”  in  A  Survey 
of  Contemporary  Economics,  ed.  B.  G.  Haley  (Homewood,  Ill.:  Richard  D.  Irwin,  1952),  Vol. 
%  PP*  197-200;  R.  A.  Gordon,  Business  Leadership  in  the  Large  Corporation  (Berkeley:  Univer¬ 
sity  of  California  Press,  1961),  chaps.  2,  8;  A.  A.  Berle,  Jr.,  and  G.  C.  Means,  The  Modern 
Corporation  and  Private  Property  (New  York:  Macmillan,  1932.) 
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This  separation  of  ownership  and  management  functions  permits  the  managers 
of  a  firm  to  pursue  their  own  self-interest,  subject  only  to  their  being  able  to 
mamtain  effective  control  over  the  firm.  In  particular,  if  profits  at  any  time  are  at 
an  acceptable  level,  if  the  firm  shows  a  reasonable  rate  of  growth  over  time  and 
if  sufficient  dividends  are  paid  to  keep  the  stockholders  happy,  then  the  managers 
are  fairly  certain  of  retaining  their  power.  ^ers 

What  might  the  management  group’s  self-interest  depend  upon?  As  is  the  case 
in  the  traditional  theory  of  household  behavior,  we  can  postulate  a  utility  function 
which  incorporates  those  goals  in  which  management  is  interested.  We  can  reqard 
the  managers  utility  as  dependent  primarily  upon  ^ 

1 .  The  salaries  (and  other  forms  of  monetary  compensation,  such  as  bonuses 
stock  options,  etc.)  which  the  managers  receive  from  the  firm 

0f  Staff  PerSOnnel  wh0  reP°rt  t0  the  managers. 

rj$  mana3ers  "  ab'e  10  *“*  “» of  #> 0 

4.  The  type  and  amount  of  perquisites  (such  as  expense  accounts  lavishly 
fmTthedf°fflCeHChhaUI!eUr'dnVen  limousines'  etc  )  wh'ch  the  managers  receive 
operation^111  ^  ^  ^  amourt  Strict,y  necessarV  for  theTm’s 

There  can  be  little  disagreement  that  salaries  are  a  major  factor  affectino  the 

l^em  th?mlmaf  TS’  SinC6  m°netary  comPensation  frim  their  jobs  provides 
ttiem  the  means  for  financing  their  private  life  expenditures.  Money  alone  how! 

V< The<2fthe  ent're  ireWard  Wh'Ch  3  manager  obtains  from  his  job 
of  staLlndT^  mana9erS  are  ^ant  ioth  as  a  mark 

SHSSSSi 

Sj^SSSSSSS 

focuses  attention  L  that  nnrtinn  nf  f'rm?  C0St  .function-  This  distinction 
economic  rent  managenal  perquisites  which  functions  as 

The  concept  of  discretionary  spending  for  investments  is  not  intended  to  in- 
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elude  those  investments  which  are  strictly  necessary  on  the  basis  of  economic 
considerations.  The  expenditures  on  those  investments  which  are  essential  for  a 
firm’s  survival  (such  as  periodic  replacement  of  equipment)  are  regarded  as  part 
of  the  minimum  required  profits  which  a  firm  must  generate  for  the  managers  to 
retain  effective  control  of  the  firm. 


.  .  .  We  can  state  that  a  utility-maximizing  firm  has  higher  staff  expenditures 
and  more  management  slack  than  a  profit-maximizing  firm.  No  general  statement 
can  be  made  about  the  relative  output  levels  for  the  two  firms. 

If  we  examine  the  comparative  static  properties  of  Williamson’s  model,  we  can 
find  additional  ways  in  which  its  implications  differ  from  the  profit  maximizing 
model.  In  particular,  let  us  consider  how  changes  in  demand  (represented  by  shifts 
in  e),  change  in  the  profits  tax  rate,  t,  and  changes  in  a  lump  sum  tax  (which  we 
shall  denote  by  T)  affect  the  optimal  values  of  X,  S,  and  p.  Since  the  mathematical 
manipulations  involved  in  deriving  these  results  are  both  lengthy  and  fairly  com¬ 
plicated,  we  shall  merely  present  the  results  which  Williamson  has  obtained.  Table 
1  shows  the  direction  in  which  each  of  the  decision  variables  changes  as  a  result 
of  an  increase  in  any  one  parameter.  Thus,  for  example,  Table  1  indicates  that 
6A76t  ,>  0,  65/«r«.  0,  etc. 

The  import  of  these  comparative  TABLE  1 
static  results  for  Williamson's  model  Responses  to  Displacements  from  Equf- 

is  best  seen  by  contrasting  them  with  llbrlum  for  Williamson’s  Model _ 

the  corresponding  results  for  the  Parameter 

profit-maximizing  model.  The  latter  Variable  t  t  T 

are  presented  in  Table  2.  X  4  + 

A  first  major  difference  between  ^  +4 

these  two  models  is  that  the  profit-  £ _ I _ I _ j_ 

maximizing  firm  always  reports  the  en-  souro*  o.  e.  wiiiiamson.  "a  mocm  of  Rational  Managerial 

tifA  amru  int  nf  i5i I  t n  \a/j j  Behavior,  in  Richard  M»  Cyert  and  James  G»  Mutch,  A 

t,re  amount  o?  actual  profits,  in  wii-  oofmvhrM  m^ottho  Firm  (^^006  ciift®,  n.  j.:  pr«n- 

liamson's  model  the  fraction  of  actual  inc„  tab*®  0,1,  p.  248. 

profits  reported  is  generally  less  than 

unity,  and  this  fraction  itself  changes 

in  response  to  parameter  changes.  TABLE  2 

The  responses  of  firms  to  tax  Responses  to  Displacements  from  Equi- 

changes  under  the  two  models  are  llhrlum  for  the  Profit-Maximizing  Model 

also  strikingly  different.  The  output  Parameter 

behavior  of  a  profit-maximizing  firm  is  Variable  e  t  T 

not  affected  by  changes  in  either  the  X  +00 

corporate  profits  tax  rate  or  in  a  lump  $  _ +  0  0 

SUm  tax.  This  is  to  be  expected,  since  Souro#;  O.  £,  Williamson.  *‘A  Model  of  Rational  Managerial 

the  firm  which  is  maximizing  profits  In  Richard  M, Cyert  and  JamotG.  March,  ^ 

.  r  .  ,  Bohevtomt  Theory  of  ttm  Firm  (Englmood  Cliff*,  NJ.:  Pr#n» 

must  necessarily  also  bo  maximizing  tfos-Hsii,  inc„  106$),  table  0.2,  p.  248. 

any  fraction  of  those  profits  (such  as 
profits  remaining  after  taxes).  In  Wil¬ 
liamson’s  model,  on  tho  other  hand,  all  the  decision  variables  of  the  firm  are 
affected  by  changes  in  either  tax  rates  or  in  lump  sum  taxes,  increases  in  the 
profits  tax  rate,  4  will  cause  the  utility-maximizing  firm  to  increase  both  its  output 
and  its  staff  expenditures  and  to  decrease  the  fraction  of  actual  profits  which  are 


TABLE  2 

Responses  to  Displacements  from  Equi¬ 
librium  for  the  Profit-Maximizing  Model 

Parameter 

Variable  €  t  T 

X  +00 

£ _ +00 

Souro#;  O.  £.  Williamson.  “A  Modal  of  Rutlonul  Managerial 
Behavior,”  In  Richard  M,  Cyert  and  James  Q.  March,  A 
Bohmriomt  Theory  of  the  Firm  (Englewood  Cllffi,  NJ.:  Pr#n» 
ttoe-Hrtl,  lnc„  1863),  table  0.2,  p.  248. 
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The  output  and  staff  expenditures  responses  of  these  two  models  are  the  same 
for  an  increase  m  demand.  Management  slack  is  never  supposed  to  exist  foTthe 
profit-maximizing  firm.  For  the  utility-maximizing  firm,  however  thlre  is  bmh  an 
absolute  and  a  relative  increase  in  manaaement  oia„L.  -  here  is  both  an 

becomes  more  favorable  (i.e.,  when  there  is  an  increased  dem^d  for  theTm-J 

r— h  a  “ 

management  sEadc  When  it  is  realized  that  managemenfslaek  bidud^  sucMtems 
as  travel,  office  improvements,  expense  accounts,  executive  vaoMs  aS  l  mou 

Sc  '  emP'nCiSm  ",a* ,his  “W*  °<  WlllLlon’s 

crease  in  this  penalty  by  shifting  away  from  ™ported^StsTndmht>n^S  ,0  f" 

proportion  of  its  satisfaction  from  higher  staff  expenditures  anri  f  7  7  a  lar9er 

ment  slack,  seems  eminently  reasonable  Inrrpacoe  •  ncreased  manage- 

customer  swvices,  public  reTaZ  a*Nie  ^  2:e^en?n9 
managerial  pergmsifes  usually  accompC  a^e  mTe  pmf  SZ“  iTomm 

maximizing  firm  would  not  respond  in  this  wav  tn  1  A  p  of  *" 

optimum  combination  of  factors  is  unaffected  by  chances' Tn  ^  T*’ 

profits  retained  after  payment  of  corpoSe  Ses  percentage  of 

business.  As  long  as  such  a  tax  does  7  fo7Lr  f  6XCept  by  90i"9  out  of 
it  does  not  affect  the  Ifcm’s  "T*  operations- 

maximizing  profits,  and  thus  it  has  some  latitude  tn  typa°f  firm'  however,  is  not 
partially  to  compensate  for  any  increSes1n  a  ,mn  I  77  ?  behavi0r  in  order 
a  firm  will  generate  a  minimum  Sd  ^ 

in  the  lump  sum  tax  thus  raises  thp  ^  Pro^^s-  An  increase 

this  firm  must  generate  Hence  the  utS  m*?  °f  before'tax  Profits  which 

decisions  to  gLra,  * m^ * ^p?o^SXT^h,u^i,,  T  °' 1,8 
staff  and  management  slack  will  dprroacA  •-  Thus  expenditures  on 

sum  tax.  (The  decrease  in  outout  which  response  to  the  imposition  of  a  lump 

sum  tax  fo»^  Sse  wm  also  accompanies  the  imposition  of  a  lump 
shifted  downward )  Since  a  lumD  cum?  e*pend,tures-  the  demand  curve  is 
model  predict that  cSanaei777  !*  7eCtiVely  3  fixed  cost-  Williamson’s 
the  firm  a^^2S^lS^l,W,,,  the  Sh0rt-run  decisions  of 

of  the  firm.  ,mP"ed  by  the  short'run  Profit-maximizing  model 

ing  striking  cost^eductkms  &  appointed  executive  achiev- 

removing  “excess”  staff  i«  ^  ^  ■  +  ® .  ,own  on  mana9©rial  perquisites  and  by 

is  trying ^o deduce  ^  The  ma"a9^° 

expenditures,  relative  to  other  comnT  7  ®!  T""9  a  low  preference  for  staff 
the  staff  expenditures  in  Wfcm  wc  7.  ,S  Utility  function-  Since  some  of 
maximization  rather  than  to  nrnft  ni0-  e  are  dev°ted  to  management’s  utility 
man, taste  ™„  be  *  "  ™™9e- 
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9!!.  A  REVENUE-MAXIMiZATiON  MODEL 

Baumol  has  proposed  another  variant  of  a  maximization  model  in  which  it  is 
assumed  that  firms  attempt  to  maximize  total  revenues  rather  than  profits  or  the 
value  of  a  utility  function.3  Profits  are  not  ignored  altogether  in  Baumol’s  model, 
however,  since  a  minimum  profits  level  is  imposed  as  a  constraint. 

A.  Rationale  for  the  Revenue-Maximization  Hypothesis 

Several  reasons  are  presented  to  justify  the  revenue-maximization  hypothesis. 
Some  are  based  on  a  casual  type  of  empiricism: 

Surely  it  is  common  experience  that,  when  one  asks  an  executive,  “How’s 
business?”  he  will  answer  that  his  safes  have  been  increasing  (or  decreasing), 
and  talk  about  his  profit  only  as  an  after-thought,  if  at  all.  And  I  am  told  the 
requirements  for  acceptance  to  membership  in  the  Young  Presidents  Organiza¬ 
tion  (an  honorific  society)  are  that  the  applicant  be  under  40  years  of  age  and 
president  of  a  company  whose  annual  volume  is  over  a  million  dollars.  Presum¬ 
ably  it  makes  no  difference  if  this  firm  is  in  imminent  danger  of  bankruptcy. .  .  . 
Almost  every  time  I  have  come  across  a  case  of  conflict  between  profits  and 
sales  the  businessmen  with  whom  I  worked  left  little  doubt  as  to  where  their 
hearts  lay.  ...  a  program  which  explicitly  proposes  any  cut  in  sales  volume, 
whatever  the  profit  considerations,  is  likely  to  meet  a  cold  reception. 

Other  evidence  cited  by  Baumol  essentially  suggests  that  short-run  revenue 
maximization  may  be  consistent  with  the  long-run  profit  maximization.  Baumol 
states,  however,  that  revenue  maximization,  rather  than  profit  maximization,  can 
be  regarded  as  the  long-run  goal  of  the  management  in  many  oligopoly  firms.4 

The  minimum  acceptable  level  of  profits  which  serves  as  a  constraint  on  a  firm’s 
attempts  to  maximize  its  revenues  is  not  regarded  as  purely  arbitrary.  Baumol  feels 
that  this  constraint  is  determined  by  the  capital  market: 

The  typical  oligopolistic  firm,  while  large  in  the  market  for  its  own  product, 
is  relatively  small  in  the  capital  market.  This  means  that,  in  obtaining  capital 
by  the  issue  of  stocks,  it  must  be  prepared  to  meet  competitive  pricing  condi¬ 
tions— the  yield  on  its  stocks  will  be  determined  by  the  forces  of  competition. 

.  .  .  The  firm  which  hopes  to  have  more  securities  to  sell  in  the  future,  and 
wishes  to  pay  what  it  may  consider  proper  regard  to  the  interests  of  its  current 
stockholders,  must  take  thss  into  consideration.  Its  minimum  earnings  must 
supply  funds  sufficient  to  pay  dividends,  and  to  reinvest  in  such  amounts  that 
the  combination  of  dividend  receipts  and  stock  price  rises  can  remunerate 
stockholders  adequately.  If  this  is  so,  each  company’s  minimum  rate  of  profits 
is  set  competitively  in  terms  of  the  current  market  value  of  its  securities.5 

*  *  *  *  * 

3  William  J.  Baumol,  Business  Behavior,  Value  and  Growth  (New  York:  The  Macmillan 
Company,  1959),  chaps.  6-8. 

4  Ibid,  p.  52.  “I  believe  that  sales  maximization  is  management’s  objective  in  the  long  run 
as  well  as  in  the  short.” 

5  Ibid.,  pp.  50-51. 
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C.  Comparisons  with  Other  Models 

It  is  useful  to  contrast  the  decisions  of  a  revenue-maximizing  firm  with  the 
decisions  stemming  from  a  utility-maximizing  model  and  from  a  profit-maximizing 
model.  ...  A  revenue-maximizing  firm  produces  at  an  output  level  where  its 
marginal  revenue  is  less  than  its  marginal  cost— in  other  words,  the  firm  is  giving 
up  some  profits  in  order  to  increase  its  revenues. .  .  .  This  is  not  true  for  the  other 
model. 

We  saw  .  .  .  that  the  profit-maximizing  firm  carries  staff  expenditures  only  to 
the  point  where  the  marginal  revenue  generated  by  the  last  dollar  spent  on  staff 
equals  its  marginal  cost  (which  is  $1).  Both  a  Williamson  type  firm  and  a  Baumol- 
type  firm  carry  staff  expenditures  beyond  the  profit-maximizing  point.  .  .  .  How¬ 
ever,  the  basic  determinants  of  staff  expenditures  differ  in  these  two  models. .  .  . 
The  Baumol-type  firm  is  essentially  neutral  with  regard  to  expenditures  on  staff 
or  on  production,  each  being  judged  solely  in  terms  of  its  relative  contributions 
to  the  revenue  criterion.  In  Williamson’s  model,  on  the  other  hand,  the  managers 
display  a  positive  preference  toward  staff  expenditures. .  . 

Comparative  static  properties  which  indicate  the  ways  in  which  a  firm  in  Bau- 
mois  model  modifies  its  output  and  staff  decisions  in  response  to  changes  in 

a^pres'ented ^TaWe  t3X  rate’ and  3  lump  sum  tax  can  be  de"Ved.  These 
A  comparison  of  Tables  1,  2,  and  TABLE  3 
3  reveals  that  Baumol’s  model  yields  Responses  to  Displacements  from  Equi¬ 
ne  same  qualitative  predictions  as  librlum  ,or  Baumol’s  Model 


Pammotm 
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A  comparison  of  Tables  1,  2,  and  TABLE  3 
3  reveals  that  Baumol’s  model  yields  Responses  to  Displacements  from  Equl 
the  same  qualitative  predictions  as  librlum  ,or  Baumol’s  Model 

srrrr and  ** M,ionai  —  *>,»»»» — 

model  about  the  ways  in  which  Variable  <  t  r 

changes  In  demand  will  affect  output  X  f 

and  staff  expenditures.  The  qualitative  s  4 

effects  of  a  lump  sum  tax  on  m  itm  it  _  . . . 

and  stS- are  the  same  in  Baumors  trrP* 

and  in  Williamson’s  model;  but  these  a™.  eo'0*wood aiWs' NJ :  Pr*0#c-M*ll> inc..  ise*).  um 
are  different  effects  than  the  tradi¬ 
tional  theory  implies.  The  corporate 

reduce  their  output  and  staff  evnonriit  P°  f*6  tax  rate  18  raised-  Baumol's  firms 

more stringentprofits constraint ^wh^hUiceSh 19 '  ?dUC6  revenues  becao8a  the 

firms  increase  their  output  and  staff  exDsnriiiT^ after'tax  terms)i  Williamson’s 
staff  expenditures — to  whteh  ouw  wm  " T  00  3n  after4ax  basis’ 

cheaper,  compared  to  investment  <sno  w  pt'ma  y  adiu8t — are  now  relatively 
change  their  behavior  (since  the  samo  o  ?' d'?9  ’  profit'maximi2in9  firms  do  not 
profits  will  also  maximize  any  proportion" oTproms).^  d6CiSi°nS  WhiCh  ma*'m,2e 
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From 

THE  SOCIAL  PSYCHOLOGY 
OF  ORGANIZATION* 

By  Daniel  Katz  and  Robert  L.  Kahnf 

THE  TAKING  OF  ORGANIZATIONAL  ROLES 

***** 

Definition  of  Role  Behavior 

Generically,  role  behavior  refers  to  the  recurring  actions  of  an  individual,  appro¬ 
priately  interrelated  with  the  repetitive  activities  of  others  so  as  to  yield  a  predicta¬ 
ble  outcome.  The  set  of  interdependent  behaviors  comprise  a  social  system  or 
subsystem,  a  stable  collective  pattern  in  which  people  play  their  parts. 

When  we  abstract  some  of  the  essential  persisting  features  from  the  specific 
acts  comprising  role  behavior  we  speak  of  roles.  For  example,  we  can  speak  of 
the  role  of  the  quarterback  on  a  football  team  in  general  terms  of  play  selection 
without  specifying  the  particular  signals  he  barks  to  his  teammates  or  the  specific 
plays  with  which  they  respond.  This  general  description  applies  to  roles  both  within 
and  outside  formal  organizations. ...  In  formal  organizations  many  of  the  func¬ 
tionally  specific  behaviors  comprising  the  system  are  specified  in  written  and 
coded  presentations.  Moreover,  in  formal  organizations  the  roles  people  play  are 
more  a  function  of  the  social  setting  than  of  their  own  personality  characteristics. 
The  basic  criterion,  then,  for  studying  role  behavior  is  to  identify  the  relevant  social 
system  or  subsystem  and  locate  the  recurring  events  which  fit  together  in  convert¬ 
ing  some  input  into  an  output.  This  can  be  done  by  ascertaining  the  role  expecta¬ 
tions  of  a  given  set  of  related  offices,  since  such  expectations  are  one  of  the  main 
elements  in  maintaining  the  role  system  and  inducing  the  required  role  behavior. 

The  Process  of  Role-Sending 

All  members  of  a  person's  role  set  depend  upon  his  performance  in  some 
fashion;  they  are  rewarded  by  it,  judged  in  terms  of  it,  or  require  it  in  order  to 
perform  their  own  tasks.  Because  they  have  a  stake  in  his  performance  they 
develop  beliefs  and  attitudes  about  what  he  should  and  should  not  do  as  part  of 
his  role.  The  prescriptions  and  proscriptions  held  by  members  of  a  role  set  are 
designated  role  expectations,  in  the  aggregate  they  help  to  define  his  role,  the 
behaviors  which  are  expected  of  him.  The  role  expectations  held  for  a  certain 
person  by  a  member  of  his  role  set  will  reflect  that  member’s  conception  of  the 
person's  office  and  of  his  abilities.  The  content  of  these  expectations  may  include 
preferences  with  respect  to  specific  acts  and  personal  characteristics  or  styles; 
they  may  deal  with  what  tho  person  should  do,  what  kind  of  person  he  should  be, 
what  he  should  think  or  believe,  and  how  he  should  relate  to  others.  Role  expecta- 

*  From  Thr  Stu  ttil  f'sgvhoiogtf  of  Organizations  by  D.  Katz  and  R.  L.  Kahn.  Copyright  @ 
1966  by  John  Wiley  &  Sons,  Inc.  Reprinted  by  permission.  Excerpts  pp.  174-80,  182,  186-87. 
t  The  authors  art*  Professors  of  Psychology  at  The  University  of  Michigan. 
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tions  are  by  no  means  restricted  to  the  iob  desrrintinn  «  »  ■  . 

head  of  the  organization  or  prepared  by  sle  soeciaS  in  9  T"!  ^  H 

these  individual  are  iikely  to  be  influential  menK o  heETt  of  £X 
persons  in  the  organization.  ro  e  sets  °'  manV 

The  mention  of  influence  raises  additional  issue*  nf 

disappointmentin  some  behavior  The  crucial  oS  S  n  T®33®3  admiration  or 
the  activities  which  define  a  role  aEafntaEtH  !heoretical  view)  *  that 
members  of  the  role  set  and  that  these  through  the  expectations  of 

to  the  focal  person.1  ESS  iE  com™"icated  or  “sent” 
formulation  of  Rommetveit  (1954)  He  re^sEeST"*'  T  arefollowin9 the 
senders,  and  to  their  communicated  expectations  as  th TsentnT  "*  “  r°'e 

informationaT^hey^re^attenpts  a^nf^nce0^'8  °ftr°le’Sending  are  not  ^rely 

intended  te  bnng  eta,  **»'  ^ 

these  influence  attempts  (for  examni*  *  of  the  senders.  Some  of 

toward  the  accomplishment  of  formally  wrf  *1?™  supenors)  may  be  directed 
of  office.  ma"y  Specif,ed  resP°nsibilities  and  objectives 

r>  *  *ec«  « 

official  requirement  derS  themselves. ways  which  contravene 

the  expectations^" themembereof 1 teESt  noTbeca"  t0  ST*  response  t0 

of  forces  but’ 

compliance. Tn  o^anLation^as ' weTave  sE^60063  f°r  comP,iance  or  non- 

of  sanctions-gratifications  or  deprivations  which  iTole  seUri"0"^  I?*®  ^  f°rm 
the  focal  person,  dependina  on  his  havinn  ™  *  3  °  e  sender  might  arrange  for 

or  not.  The  concept  of  the  se"de^  expectation 

makes  the  actual  use  c/such  sanction*  3<feptan°e  bV  organizational  members, 
source  and  substance  o  the  comm^  f  Members  obey  because  the 

m«io,  baste  galning  eorapttane^^ 

^  +  tfc  ■*.  j.  0 


» ne  Keceived  Role 


Pattern ot ieteTendi^add^edsp^dSwo hLT  “Sanization  to  the  complex 

consUeraU™/0“/per"”  WlU  be  used  t0  refer  any  individual  whose  role  or  office  is  under 
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of  his  role  set  and  the  influential  pressures  which  they  direct  to  him  are  part  of 
his  objective  environment.  To  consider  his  compliance  with  or  deviation  from  his 
sent  role,  however,  takes  us  immediately  beyond  the  objective  organization  and 
environment.  Each  individual  responds  to  the  organization  in  terms  of  his  percep¬ 
tions  of  it,  which  may  differ  in  various  ways  from  the  actual  organization.  In  the 
immediate  sense,  the  individual  responds  not  to  the  objective  organization  in  his 
objective  social  environment  but  to  that  representation  of  it  which  is  in  his  psycho¬ 
logical  environment. 

The  objective  organization  and  the  psychological  organization  of  a  person  may 
or  may  not  be  congruent,  depending  on  his  ability  and  opportunity  to  perceive 
organizational  reality.  Thus  for  each  person  in  an  organization  there  is  not  only 
a  sent  role,  consisting  of  the  influential  and  communicative  acts  of  the  members 
of  his  role  set,  there  is  also  a  received  role,  consisting  of  his  perceptions  and 
cognitions  of  what  was  sent.  How  closely  the  received  role  corresponds  to  the 
sent  role  is  an  empirical  question  for  each  focal  person  and  set  of  role  senders, 
and  will  depend  upon  properties  of  the  senders,  the  focal  person,  the  substantive 
content  of  the  sent  expectations,  the  clarity  of  the  communication,  and  the  like. 

It  is  the  sent  role  by  means  of  which  the  organization  communicates  to  each 
of  its  members  the  do’s  and  don’ts  associated  with  his  office.  It  is  the  received 
role,  however,  which  is  the  immediate  influence  on  his  behavior  and  the  immediate 
source  of  his  motivation  for  role  performance.  Each  sent  expectation  can  be 
regarded  as  arousing  in  the  focal  person  a  motivational  force  of  some  magnitude 
and  direction.  This  is  not  to  say  that  these  motivational  role  forces  are  identical 
in  magnitude  and  direction  with  the  sent  influence  attempts  that  evoked  them. 
When  sent-role  expectations  are  seen  by  the  focal  person  as  illegitimate  or  coer¬ 
cive,  they  may  arouse  strong  resistance  forces  which  lead  to  outcomes  different 
from  or  even  opposite  to  the  expected  behavior.  It  is  such  processes,  repeated 
for  many  persons  over  long  periods  of  time,  that  produce  the  persistent  component 
of  unintended  effects  in  organizational  behavior.  Pressures  to  increase  production 
sometimes  result  in  slowdowns.  Moreover,  every  person  is  subject  to  a  variety  of 
psychological  forces  in  addition  to  those  stimulated  by  pressures  from  his  role  set 
in  the  work  situation.  Role-sendings  are  thus  only  a  partial  determinant  of  his 
behavior  on  the  job. 

Additional  and  important  sources  of  influence  in  role-taking  are  the  objective, 
impersonal  properties  of  the  situation  itself.  In  some  situations  the  taking  of  roles 
may  be  aided  by  the  nature  of  the  task  and  the  previous  experience  of  the  in¬ 
dividual  with  respect  to  similar  tasks.  The  soldier  in  combat  seeks  cover  when 
under  fire  not  so  much  because  of  tne  expectations  of  members  of  his  role  set 
as  because  of  the  demands  of  the  situation.  The  man  on  the  assembly  line  tightens 
the  belt  on  the  passing  car  both  because  he  has  been  told  that  it  is  his  job  and 
because  the  structuring  of  his  work  situation  is  a  constant  reminder  of  what  he 
is  supposed  to  do.  People  can  be  conditioned  to  play  their  roles  by  cues  other 
than  those  of  the  communicated  expectations  from  other  system  members.  Never¬ 
theless,  in  most  organizations,  role  behavior  is  largely  dependent  upon  role  send¬ 
ing. 

In  addition  to  the  motivational  forces  aroused  by  sent  expectations  and  other 
cues,  there  are  important  internal  sources  of  motivation  for  role  performance.  For 
example,  there  is  the  intrinsic  satisfaction  derived  from  the  content  of  the  role.  The 
concert  pianist  has  many  motives  which  lead  him  to  give  performances;  one  of 
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them  is  probably  the  intrinsic  psychological  return  from  exercising  &  hard-won  and 
valued  skill.  But  there  is,  in  addition  to  intrinsic  satisfaction  In  expressing  valued 
abilities,  another  kind  of  “own  force”  important  in  the  motivation  of  rote  behavior. 
In  a  sense  each  person  is  a  “self-sender,”  that  is  a  role  sender  to  himself.  He  too 
has  a  conception  of  his  office  and  a  set  of  attitudes  and  beliefs  about  what  he 
should  and  should  not  do  while  in  that  position.  He  has  some  awareness  of  what 
behaviors  will  fulfill  his  responsibilities,  lead  to  the  accomplishment  of  organiza¬ 
tional  objectives,  or  further  his  own  interests.  He  may  even  have  had  a  major  part 
in  determining  the  formal  responsibilities  of  his  office,  especially  if  he  occupies  a 
line  or  staff  position  well  up  in  the  hierarchy. 

Moreover,  some  of  the  persisting  motives  of  the  individual  are  likely  to  include 
the  sector  of  organizational  behavior.  Through  a  long  process  of  socialization  and 
formal  training  within  the  organization  and  in  the  larger  culture  of  which  it  and  he 
are  parts,  he  has  acquired  a  set  of  values  and  expectations  about  his  own  behavior 


ana  aDiimes, 


auoui  me  nature  ot  numan  organizations  and  the  conditions  for 
membership  in  them.  In  short,  as  Miller  (1962),  Dai  (1955),  and  others  have  ob¬ 
served,  the  person  has  an  occupational  self-identity  and  is  motivated  to  behave 
in  ways  which  affirm  and  enhance  the  valued  attributes  of  that  identity.  He  comes 
to  the  job  in  a  state  of  what  we  have  previously  referred  to  as  role-readiness,  a 
state  which  includes  the  acceptance  of  legitimate  authority  and  compliance  with 
its.  requests,  a  compliance  which  for  many  people  extends  to  acts  which  they  do 
not  understand  and  which  may  violate  many  of  their  own  values.  , 

Multiple  Roles  and  Multiple  Activities.  An  organization  is  a  complex  arrange- 
ment  of  many  collective  cycles  of  behavior,  some  of  which  intersect,  others  of 
which  are  tangential  to  one  another,  while  still  others  are  connected  only  indirectly. 
In  other  words  the  organization  is  made  up  of  many  subsystems.  The  common 

fltf+hf+nt  °f  roJ?and  off/fetend^  to  oversimplify  this  complexity  by  neglecting  the 
that  one  office  can  be  located  in  a  number  of  such  role  subsystems  and  that 
one  individual  can  be  involved  in  many  organizational  subsystems. 

ThP  more  close,y  the  waning  and  implications  of  these  assertions, 

IvclJ T5L r»l02rH  Kal  life  iS  the  mo,ar  unit  °*  behavior,  the  behavioral 
hasoraanizat^a  V  “y‘ a  recurrin9  Savior  sequence  which 

!?•  ?  Vn  the  f0rm  of  role  exPe^ions  by  some 
For  examnip  tav  T*’  a"d  which  affords  some  sense  of  closure  on  completion. 

rear  fenS  of  anautomoh?  t  °th  °1&J ^  ^  USing  them  ,0  fasten  »<* 
ArTconi^nfn^  body  'S  an  activity  on  the  assembly  line. 

roles^^Thifhv^n^^  or9anizati°nal  space  defined  by  one  or  more 
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The  situation  can  become  more  complex  in  any  of  several  ways: 

Multiple  activities  may  be  defined  into  a  single  role. 

Multiple  roles  may  be  defined  into  a  single  office. 

Multiple  offices  may  be  held  by  a  single  person. 

*  *  *  sfs  * 

The  Role  Episode 

Our  description  of  role-sending  and  role-receiving  has  been  based  on  four 
concepts:  role  expectations,  which  are  evaluative  standards  applied  to  the  behav¬ 
ior  of  any  person  who  occupies  a  given  organizational  office  or  position;  sent  role, 
which  consists  of  communications  stemming  from  role  expectations  and  sent  by 
members  of  the  role  set  as  attempts  to  influence  the  focal  person;  received  role, 
which  is  the  focal  person’s  perception  of  the  role-sendings  addressed  to  him, 
including  those  he  “sends”  to  himself;  and  role  behavior,  which  is  the  response 
of  the  focal  person  to  the  complex  of  information  and  influence  he  has  received. 

These  four  concepts  can  be  thought  of  as  constituting  a  sequence  or  role 
episode.  The  first  two,  role  expectations  and  sent  role,  have  to  do  with  the  motiva¬ 
tions,  cognitions,  and  behavior  of  the  members  of  the  role  set;  the  latter  two, 
received  role  and  role  behavior,,  have  to  do  with  the  cognitions,  motivations,  and 
behavior  of*  the  focal  person.  A  model  of  the  role  episode  is  presented  in 
Figure  1. 


FIGURE  1 

A  Model  of  the  Role  Episode 


I  II  III  IV 


2 


These  three  additional  classes  of  variables — organizational,  personality,  and 
interpersonal — can  be  conveniently  represented  in  an  enlargement  and  extension 
of  Figure  1 .  That  figure  presented  a  causal  sequence:  role  expectations  (I)  lead 
to  a  role-sending  (II),  which  leads  to  received  role  (III),  which  leads  to  behavior 
in  response  to  the  role  as  received  (IV).  That  figure  and  the  sequence  it  represents 
also  forms  the  core  of  Figure  2. 

The  circles  in  Figure  2  represent  not  the  momentary  events  of  the  role  episode, 
but  enduring  states  of  the  organization,  the  person,  and  the  interpersonal  relations 
between  focal  person  and  role  senders.  Such  enduring  properties  are  for  the  most 
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FIGURE  2 

A  Theoretical  Model  of  Factors  Involved  in  the  Taking  of  Organizational  Boles 


^  ana  generalizations  based  upon  recurrent  events  and  behaviors. 

oartief  tn  L  ff  L2in9ua  relationshiP  as  supportive  means  simply  that  the 

another  on  a  suffirE?^^  bave  behaved  in  a  supportive  manner  toward  one 
a  other  on  a  sufficient  number  of  occasions  so  that  we  feel  justified  in  interrino 

supportiveness  as  a  quality  of  the  relationship.  Such  repetitions  and 

bTuTdeTood6  tHe  ^  3nd  C0nt6Xt  WitWn  WhlCh  6aCh  ™ 

set— the^rescriptions^n^Drosr0'^  expectations  he,d  bV  the  members  of  a  role 
determined ^bt Z  hmJ  pr0scriptl0ns  associated  with  a  particular  office-are 

ties  dictate  in  larqe  decree  th*>  I  T  pollcies’  and  its  rewards  and  ponal- 
that  office  is  supposedtodowTani  What  ,he  0CCUPant  of 

properties  of  the  organization  itself  Althounh  h°m’  'S.  9  Ven  by  these  and  other 
posing”  and  ba'"9s  are  doi"9  «ba  "**• 

stable  so  that  they  can  be  treated  ■  h  pe^  es  of  or9ar"zation  are  sufficiently 
role  set.  For  partteu,«r  per80"8  <"  *• 

justifiable  abstraction  of  organizational  rll  *  e°helonSl.and  rato  of  growth,  the 
more  obvious.  p  pert|es  from  individual  behavior  is  even 
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THE  THEORY  OF 
ECONOMIC  DEVELOPMENT* 

By  Joseph  A.  Schumpeter t 

[Editor's  Note:  In  the  passages  below,  Schumpeter  describes  the  function  of 
an  executive  or  manager”  in  society — whether  he  be  the  owner-entrepreneur, 
or  an  employee  manager,"  Schumpeter’s  book,  which  is  considered  by  many  a 
milestone  in  economic  theory,  took  as  its  task  to  study  economic  development 
or  change  in  the  economy,  as  opposed  to  traditional  equilibrium  analysis.  By 
“development,"  he  means  new  combinations  of  resources— introduction  of  new 
goods,  new  methods  of  production,  opening  of  new  markets,  conquest  of  new 
supplies  of  materials,  or  carrying  out  of  the  new  organization  of  any  industry. 

One  of  his  main  theses  is  that  "it  is  the  producer  who  as  a  rule  initiates 
economic  change,  and  consumers  (and  presumably  employees)  are  educated  by 
him  if  necessary."  This  is  in  direct  contrast  to  the  study  of  equilibrium,  where 
theories  hold  that  it  is  the  consumer  wants  which  are  the  moving  force,  and 
executives  respond  to  these  forces,  acting  as  a  mechanical  computer  of  supply 
and  demand. 

One  of  the  prime  and  fundamental  causes  of  change,  to  Schumpeter,  are  the 
actions  of  the  "relatively  few"  men  of  action — executives — whose  motivations  are 
still  deeper  causes.  Thus  the  argument:  If  change  and  innovations  occur,  it  is  the 
executive  who  produces  them,  not  the  “followers,"  or  the  "customers,”  or  the 
“employees.") 


This  is  so  because  all  knowledge  and  habit  once  acquired  becomes  as  firmly 
rooted  in  ourselves  as  a  railway  embankment  in  the  earth.  It  does  not  require  to 
be  continually  renewed  and  consciously  reproduced. .  .  .  It  is  normally  transmitted 
almost  without  friction  by  inheritance,  teaching,  upbringing,  pressure  of  environ¬ 
ment.  Everything  we  think,  feel,  or  do  often  enough  becomes  automatic  and  our 
conscious  life  is  unburdonod  of  it. .  ,  .  And  from  this  it  follows  also  for  economic 
life  that  every  step  outside  the  boundary  of  routine  has  difficulties  and  involves 
a  new  element.  It  is  this  element  that  constitutes  the  phenomenon  of  leadership. 

.  .  .  First,  outside  these  accustomed  channels  the  individual  is  without  those 
data  for  his  decisions  and  those  rules  of  conduct  which  are  usually  very  accurately 
known  to  him  within  them.  Of  course  he  must  still  foresee  and  estimate  on  the 
basis  of  his  experience.  But  many  things  must  remain  uncertain,  still  others  are 
only  ascertainable  within  wide  limits,  some  can  perhaps  only  be  “guessed.”  In 
particular  this  is  true  of  those  data  which  the  individual  strives  to  alter  and  of  those 
which  he  wants  to  create.  .  .  .  Carrying  out  a  new  plan  and  acting  according  to 
a  customary  one  are  things  as  different  as  making  a  road  and  walking  along  it. 

*  Reprinted  by  permission  of  Harvard  University  Pm***,  Cambridge,  Mass.,  1934  (VoL 
XLV1,  Harvard  Keonomie  Studies),  pp,  34  94. 

f  Th«-  author  ts  lute  Professor  of  Keonomies  at  Harvard  University. 
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...  As  military  action  must  be  taken  in  a  given  strategic  position  even  if  all 
the  data  potentially  procurable  are  not  available,  so  also  in  economic  life  action 
must  be  taken  without  working  out  all  the  details  of  what  is  to  be  done.  Here  the 
success  of  everything  depends  upon  intuition,  the  capacity  of  seeing  things  in  a 
way  which  afterwards  proves  to  be  true. .  .  .  The  more  accurately,  however,  we 
learn  to  know  the  natural  and  social  world,  the  more  perfect  our  control  of  facts 
becomes;  and  the  greater  the  extent,  with  time  and  progressive  rationalisation, 
within  which  things  can  be  simply  calculated,  and  indeed  quickly  and  reliably 
calculated,  the  more  the  significance  of  this  function  decreases.  Therefore  the 
importance  of  the  entrepreneur  type  must  diminish  just  as  the  importance  of  the 
military  commander  has  already  diminished.  .  .  . 

.  .  .  [T]he  second  lies  in  the  psyche  of  the  businessman  himself.  It  is  not  only 
objectively  more  difficult  to  do  something  new  than  what  is  familiar  and  tested  by 
experience,  but  the  individual  feels  reluctance  to  it  and  would  do  so  even  if  the 
objective  difficulties  did  not  exist.  ...  In  the  breast  of  one  who  wishes  to  do 
something  new,  the  forces  of  habit  rise  up  and  bear  witness  against  the  embryonic 
project.  A  new  and  another  kind  of  effort  of  will  is  therefore  necessary  This 
mental  freedom  presupposes  a  great  surplus  force  over  the  everyday  demand  and 
is  something  peculiar  and  by  nature  rare. 

whJl!chic  f0?  C0nsi?us  in  the  reaction  of  the  social  environment  against  one 

the  eSencfo?  len^n  ,rne,W'  Thif  reaction  may  manifest  itself  ,irsl  of  ad  in 
r.rfnw  f!  f  9  polltlcal  lmPec,iments.  But  neglecting  this,  any  daviatina 
22?  by  3  Tmb6r  °f  3  SOCial  9roup  is  condemned  though  In 
degrees  according  as  the  social  group  is  used  to  such  conduct  or  no  fZI 

tion!andn orcou^rJlUherore so^ Th"98 “ dreSS  °r mannerS arouses opP°®'- 

“ *  -  * 

to  create  a  boundary  bevond  whichthfml  ,  .  'n  rank' '  •  • The  fact*  alluded 
by  themselves  and  reqj°e  heir. pe°p,e  do  not  function  P«>mplly 
the  relative  immutability  of,  for  examole  thpa^  *  S°Ci^  hfe  had  in  al1  resP®cts 
mutability  were  yet  incapable  of  be£in’  infi  aStr°^C!mica  wor,cl> or  if  mutable  this 
capable  of  being^o  nfhjenc^d  this  tvop  nfnT C6d  by  hUman  action’  or  « 

one,  then  there  would  T  >?  6qually  °pen  ,0 

routine  work.  P  function  of  leadership  as  distinguished  from 

conductor  behavior  whlch^consWutes  the  leader^/5*  Xh*.funct,on  as  wel1  as  the 
to  “find”  or  to  “create”  newpossSties  "°  part  of  his  functlon 

accumulated  by  all  sorts  of  people  Often  thev  arp  ait 3  ways  Present,  abundantly 
discussed  by  scientific  or  literary  writers  In  nthf  S°  9eneral|y  known  and  being 
cover  about  them,  because  they  are  auitP  2S?  CaSxS’  there  is  nothin9  to  dis- 
political  life,  it  was  not  at  all  difficult  to  <spp  k  */°us'  take  an  example  from 
«  France  at  the  time  0(  £££»  social  and  political  condi, tan. 

breakdown  of  the  antien  regime  Plenty  of  Denntn60  ,mproved  so  as  *0  avoid  a 

Bianobodywasinapositionte  obit  Now  it£2X?  *  I"*""  01  ,ao'  did  see  it. 

Possibilities  are  dead,  o,«ch 
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more  by  will  than  by  intellect  that  the  leaders  fulfil  their  function  more  by  “au¬ 
thority”  “personal  weight,"  and  so  forth  than  by  original  ideas. 

♦  *  *  *  * 

The  entrepreneurial  kind  of  leadership  .  .  ,  consists  in  fulfilling  a  very  special 
task  which  only  in  rare  cases  appeals  to  the  imagination  of  the  public. .  .  .  “Per¬ 
sonal  weight 1  is,  to  be  sure,  not  without  importance.  Yet  the  personality  of  the 
capitalistic  entrepreneur  need  not,  and  generally  does  not,  answer  to  the  idea  most 
of  us  have  of  what  a  “leader”  looks  like,  so  much  so  that  there  is  some  difficulty 
in  realizing  that  he  comes  within  the  sociological  category  of  leader  at  all.  He 
“leads”  the  means  of  production  into  new  channels.  But  this  he  does,  not  by 
convincing  people  of  the  desirability  of  carrying  out  his  plan  or  by  creating  confi¬ 
dence  in  his  leading  in  the  manner  of  a  political  leader-— the  only  man  he  has  to 
convince  or  to  impress  is  the  banker  who  is  to  finance  him — but  by  buying  them 
or  their  services,  and  then  using  them  as  he  sees  fit  He  also  leads  in  the  sense 
that  he  draws  other  producers  in  his  branch  after  him.  But  as  they  are  his  competi¬ 
tors,  who  first  reduce  and  then  annihilate  his  profit,  this  is,  as  it  were,  leadership 
against  one’s  own  will.  Finally,  he  renders  a  service,  the  full  appreciation  of  which 
takes  a  specialist’s  knowledge  of  the  case.  It  is  not  so  easily  understood  by  the 
public  at  large  as  a  politician’s  successful  speech  or  a  general’s  victory  in  the  field, 
not  to  insist  on  the  fact  that  he  seems  to  act — and  often  harshly — in  his  individual 
interest  alone. .  .  . 

We  shall  finally  try  to  round  off  our  picture  of  the  entrepreneur  in  the  same 
manner  in  which  we  always  ...  try  to  understand  human  behavior,  viz.  by  ana¬ 
lysing  the  characteristic  motives  of  his  conduct .  ,  , 

First  of  all,  there  is  the  dream  and  the  will  to  found  a  private  kingdom,  usually, 
though  not  necessarily,  also  a  dynasty.  The  modern  world  really  does  not  know 
any  such  positions,  but  what  may  be  attained  by  industrial  or  commercial  success 
is  still  the  nearest  approach  to  medieval  lordship  possible  to  modern  man.  Its 
fascination  is  specially  strong  for  people  who  have  no  other  chance  of  achieving 
social  distinction.  The  sensation  of  power  and  independence  loses  nothing  by  the 
fact  that  both  are  largely  illusions. .  .  . 

Then  there  is  the  will  to  conquer:  the  impulse  to  fight,  to  prove  oneself  superior 
to  othors,  to  succeed  for  the  sake,  not  of  the  fruits  of  success,  but  of  success  itself. 
From  this  aspect,  economic  action  becomes  akin  to  sport— -there  are  financial 
races,  or  rather  boxing-matches. .  .  . 

Finally,  there  is  the  joy  of  creating,  of  getting  things  done,  or  simply  of  exercising 
one’s  energy  and  ingenuity.  This  is  akin  to  a  ubiquitous  motive,  but  nowhere  else 
does  it  stand  out  as  an  independent  factor  of  behavior  with  anything  like  the 
clearness  with  which  it  obtrudes  itself  in  our  case.  Our  type  seeks  out  difficulties, 
changes  in  order  to  change,  delights  in  ventures.  This  group  of  motives  is  the  most 
distinctly  antihedonist  of  the  three. 

Only  with  the  first  groups  of  motives  is  private  property  as  the  result  of  entre¬ 
preneurial  activity  an  essential  factor  in  making  it  operative.  With  the  other  two 
it  is  not,  .  .  . 
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ORGANIZATIONAL  BEHAVIOR  AND  THE 
PRACTICE  OF  MANAGEMENT* 

By  David  Hampton,  Charles  Summer,  and  Ross  Webber t 


THE  MOTIVATION  OF  EXECUTIVES  TO  POLITICAL  ACTION 

The  motivations  which  cause  executives  to  design  technological  systems,  to 
convert  them  to  systems  of  authority,  and  (in  some  cases)  to  engage  in  strategic 
actions  intended  to  influence  others  can  be  further  analyzed  into  (1)  the  value 
(attitude)  of  technological  necessity,  (2)  the  desire  to  be  head  of  an  organization 
(3)  the  competitive  urge  and  the  will  to  conquer,  (4)  the  urge  to  creative  action’ 
(5)  the  need  for  symmetry  as  a  means  of  security,  and  (6)  the  pragmatic  position- 
it  works.  Each  of  these  will  be  discussed  separately. 


r-lili  fcMUV 


^  - 

Technological  necessity  was  discussed  in  Chapter  7.  Without  being  repetitious 
let  us  recan  that  phenomenon.1  We  start  with  the  fact  that  in  industrial  developed 
societies,  specialization  has  progressed  to  a  profound  degree.  Man  and  his  familv 

™  thf  r°Undabout  production  I"***  for  almost  everything  t K 

Zato  tor™  er  aTo™  XT*  ??  ***  °'  *”  "•"*  ■“*<*»«  Vo™°«< 

«rrrrfa~ 

•*»  *  <»->»• 

firm  technological  ayator*  of,h« 

and  the  rational  relating  of  one  of  these  nert  Syf*em  int0  parts  (specializations) 
system) — must  be  (1)  designed  (an  act  ofmle  fnr^Tr  (p'annins  the  '"P^-output 
cloaked  with  the  symbols  of  authority  and  igiW  ^  th®t  (2)  "  muSt  be 

with  reward and^penaUies^wh^hncauseUexen  ?d  pr®V®ntion  of  wast®<  together 
undoubtedly  the  factor  of  training  an^educatkir^oTw^m  '*7  **  ^  thpro  * 
if  one  goes  to  business  school  or  enaineerinn  *  man  himself-  S(ated  simply, 
*~rca,  „  any  of  ^  ^acjroc,  = 

Sity,  ■j’j!,*  d^r^>^^°^>^^^"®*:°”’^^4nthetUniversUyaof  Pen*n®1\at  ^ SUtU*  Uni v«t 
D  he  description  of  the  technological  wcte  *  y  °f  Pennsylvama,  respmivdy, 

«ao„.  ph»«  „  a.  fcr  ^ 
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knowledge  with  its  symbolic  representation  is  a  form  of  “invested  capital”  in  one’s 

^n1r!'fe  3n?  C!r6er'  11  rePresents  one’s  functional  importance  in  society— his 
of  actl0ns  that  he|P  him  cope  with  life  in  an  industrial  and  economic 
world.  This  commitment  no  doubt  reinforces  the  original  social  value  attached  to 
banning  and  implementing  an  efficient,  “well  run,”  “high  quality”  organization. 

The  Desire  to  Be  Head  of  an  Organization 

Some  people,  particularly  those  who  rise  to  high  positions  in  organizations 
jave  ound  that  the  way  to  get  what  they  want  and  to  be  secure  ingStin 

I^n^Th’  ?  t0,re  y  un  9ettins  Int0  P°sitions  of  status  and  power.  This  is  where 
ve  get  the  familiar  phrase  ‘empire  building.”  Schumpeter,  the  great  sociologist- 
economist,  characterized  the  entrepreneur  this  way:  9 

“'"/if  b^ff  ?  0nf  Wh°  WiSh6S  t0  d0  somethin9  new  .  .  .  there  is  the  dream 
and  the  will  to  found  a  private  kingdom. ...  The  modern  world  really  does  not 
know  any  such  positions,  but  what  may  be  attained  by  industrial  or  commercial 
success  is  still  the  nearest  approach  to  medieval  lordship  possible  to  modern 
man.  Its  fascination  is  specially  strong  for  people  who  have  no  other  way  of 
achieving  social  distinction.  The  sensation  of  power  and  independence  loses 
nothing  by  the  fact  that  both  are  largely  illusions/’2 

Of  course,  this  motivation  comes  to  different  people  in  degrees.  In  moderation, 
is  functional  for  the  individual  executive  and  functional  for  the  organization, 
unning  throughout  much  of  the  more  accepted  management  literature  is  an 
nplication  that  the  executive  has  a  degree  of  this  motivation.  When  Chester 

Tr,.'  ‘  9'V6S  US  the  pnnciP|es  of  cooperative  action,  we  can  see  at  least  his 
a  f-confidence  in  creating  a  system  for  large  numbers  of  people  to  live  in  and  to 
illow  in  their  behavior.  This  same  might  be  said  of  Fayol’s  explanation  of  discipline 
id  unity  of  command,  of  the  casual  way  in  which  Newman  lays  out  the  purposes 
standing  policies  and  procedures,  and  of  the  tone  in  which  Cordiner  presents 
eneral  Electric’s  vast  philosophy  for  governing  the  behavior  of  281  000  em- 
oyees.  Even  Wilfred  Brown,  head  of  Glacier  Metal  Company  in  England  who 
ought  industrial  psychologists  from  Tavistock  into  his  company,  shows  a  high 
sgree  of  self-confidence  in  his  role  as  the  most  important  single  person  responsi- 
e  for  instituting  a  specific  “new  order”  for  governing  behavior  within  the  firm 
In  extreme  cases,  this  desire  to  achieve  a  position  of  status  and  power  can  be 
■sfunct'ona1  for  both  the  executive  and  for  the  organization.  In  literature,  we  have 
3  King  Lear  ’  syndrome,  in  which  the  desire  for  keeping  one’s  status  and 
erogatives  was  so  strong  that  decisions  made  by  the  King  were  finally  unworka- 
3  with  resulting  disintegration  of  his  own  personality  and  rebellion  by  his  subjects. 

’ ,we  need  look  only  to  Hitler  in  Germany  to  see  the  results  of  one  imbued  with 
iintaining  personal  office  and  power-resulting  in  organizational  decisions  which 
>uld  not  work. 

A  number  of  modern  sociologists  have  cited  cases  where  executives  so 
:used  on  the  rule  system  and  the  prerogatives  of  office,  that  they  almost  ignore 
anging  needs  of  customers,  of  technology,  or  of  other  facts  which  should  be 
isidered  in  dynamic  decision-making.  .  .  . 

0fECOn°miC  ^eveloPment  (Cambridge,  Mass,  Harvard 
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Competition  and  the  Will  to  Conquer 

But  Schumpeter  gives  us  another  set  of  motivations,  which  have  some  verifica¬ 
tion  in  subsequent  studies  in  clinical  psychology: 


“Then  there  is  the  will  to  conquer:  the  impulse  to  fight,  to  prove  oneself 
superior  to  others,  to  succeed  for  the  sake,  not  of  the  fruits  of  success,  but  of 
success  itself.  From  this  aspect,  economic  action  becomes  akin  to  sport— -there 
are  financial  races,  or  rather  boxing  matches  .  .  ,”3 

This  motivation,  too,  comes  parceled  to  differing  executives  in  differing  de¬ 
grees.  And  here,  too,  moderation  may  well  be  functional  for  both  the  organization 
and  the  individual  executive. 

We  recall  from  Gellerman’s  summary  of  “The  Power  Motive**  as  conceptualized 
by  the  psychoanalyst,  Adler ....  that  all  men  may  have  some  of  this  type  of 
motivation.  And  in  economics,  the  very  essence  of  “free  enterprise”  has  been  the 
competitive  instinct.  Too  little  of  this  motivation  may  result  in  one’s  being  a  follower 
but  not  a  leader,  and  too  much  may  result  in  pathological  or  dysfunctional  out- 

■  Bannis  and  Shepard  .  .  .  clearly  [show]  that,  in  their  orientations 
toward  authority  some  people  tend  to  have  formed  habitual  behavior  patterns  of 
dependency,  others  of  counter-dependency,  and  still  others  of  “independency." 
h_  Wlshould  not  discount  the  possibility  that  the  executive  can 

B?tch”  0ne;hhlP,laySfBer'S  ?eadly  9ame’  “Now  ,Ve  Got  You  You  Son  of  a 

sions  and  if  hi!  ?ayS  f°r  th?-  m  es  per  S6'  w,thout  re9ard  for  the  reality  of  deci- 
SS  d  f  h  P,nmary  motlvatlonal  repertoire  consists  of  the  one  strategy  to 
check  up  on  people,  to  “place  the  blame,”  this  seems  the  proper  diagnosis* 

The  Urge  to  Creative  Action 

peter.th'rd  eXeCUtlve  motlvatlon  often  cited  in  the  literature  is  aptly  put  by  Schum- 

iJtheafovi!S!i°Jhe  dr!am°f  a  private  kin9dom,  and  the  will  to  conquer]  there 
and  ingenuity  d°"e’  °r  Simply  0f  exercisin9  one’s  energy 

.0  ^ seeks  °u'  chan9°3 - 

to  get  outsideof  ot  #wm 

reasons  why,  for  many  human  hpfnnc  •*  *  9J£pth?  or9ani2at,on*  There  are  throe 

things  done.  First,  there  is  great  risllmentaTrisk  *°  thin9®  and  9°* 

which  the  outcome  is  unknown  Anti™  nsk~in  doin9  something  new.  in 
Ote  details,  and  —  f1’"  *™«n9  out  all  of 

,n  breast  o?  - 


3  Idem. 

4  Idem. 
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fiabit  rise  up  to  bear  witness  against  the  embryonic  project.  A  new  and  another 
/cJnd of  effort  of  will  is  necessary.  This  mental  freedom  presupposes  a  great  surplus 
force  over  the  everyday  demand  and  is  something  peculiar  and  by  nature  rare.”5 
Thirdly,  even  if  one  can  overcome  the  two  obstacles  above,  there  is  a  reaction 
of  the  social  environment  against  one  who  wishes  to  do  something  new.  For  all 
of  these  reasons,  we  take  the  position  in  the  present  chapter  that  the  men  who 
actually  engage  in  political  action — who  actively  make  rules,  and  who  engage  in 
dynamic  action  to  get  them  instituted— are  motivated  in  part  by  these  kinds  of 
feelings.  Remembering  the  Maslow  theory  of  human  motivation. .  .  ,  we  see  that 
such  men  are  engaging  in  a  kind  of  self-fulfillment— and  they  have  found  a  way 
of  life  to  do  this,  that  of  political  action. 

At  a  number  of  points  in  this  book,  we  have  seen  that  there  is  another  kind 
of  executive  who  relies  on  the  existing  rules  to  achieve  security  and  status,  who 
“goes  by  the  book,”  who  is  satisfied  by  the  feeling  of  importance  of  office  and 
title,  and  whose  mental  reactions  are  similar  to  the  less  innovating  individual 
described  above.  That  there  are  such  executives  cannot  be  denied.  They  are 
motivated  by  the  two  first  of  Schumpeter’s  forces  (empire  ruling  and  the  will  to 
conquer),  but  not  especially  by  the  third. 

Symmetry  as  a  Means  to  Security 

Mental  security — “peace  of  mind” — results  in  part  when  a  person  lives  in  an 
orderly  world,  in  which  “everything  is  in  its  place,”  and  in  which  there  are  few 
unexpected  events.  If  you  expect  that  your  class  will  begin  at  10  o’clock  and  that 
there  will  be  an  examination  on  Chapters  3-7  in  the  book,  think  what  it  does  to 
y^our  feelings  of  security  if  the  professor  shows  up  at  1 0:30,  or  if  he  gives  the 
examination  on  Chapters  5-8! 

This  kind  of  motivation  operates  for  both  general  (line)  executives  and  for 
specialist  (staff)  executives.  In  the  former  case,  sociologists  have  pointed  out  that 
many  executives  have  “a  demand  for  control,”  and  that  this  causes  them  to  make 
-ules  for  uniformity,  or  standards  for  measuring  results.  Given  the  necessity  for 
technological  coordination,  the  executive  is  much  more  secure  if  he  can  predict 
A/hat  people  will  do  in  the  organization,  and  if  he  has  uniform  standards  and 
DOlicies  so  that  all  parts  and  people  don’t  have  to  be  viewed  individually.  Through¬ 
out  the  readings  by  Barnard .  .  .  ,  Newman,  Cordiner,  and  Brown,  we  see  the  need 
expressed  in  orderly  procedures,  policies  and  standards. 

In  the  case  of  staff  specialist  executives,  this  need  is  expressed  in  the  desire 
:o  formulate  business  operations  on  the  basis  of  certain  known  bodies  of  knowl¬ 
edge.  The  finance  specialist  is  much  more  secure  in  his  thinking  if  he  has  tools 
of  marginal  analysis  or  discounted  cash  flow  to  apply  to  investment  decisions  or 
oricing  problems.  The  marketing  specialist’s  mind  is  much  more  at  ease  if  there 
axe  known  ways  of  predicting  consumer  motivation  or  of  choosing  advertising 
media.  And  the  Operations  Research  specialist,  through  use  of  formulas  for  inven- 
ory  control,  can  do  his  work  much  more  securely  than  if  he  had  to  face  entirely 
lew  projects,  without  models  for  approaching  them.  This  kind  of  motivation  is  clear 
-  .  when  staff  men  are  sometimes  given  “functional  authority.” 

Thus,  both  general  executives  and  specialist  executives  have  an  additional 
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«,hless  mMa,  stra„  tuaMPon  ^  ^  were  n0 


The  Pragmatic  Position — “It  Works” 

needtew  J^dordeM^^^  is  that  3,1  human  bein9s 

^  H^h  W  in  eXeCU,iVe  rec0^ 

pt»lo»phfcal  explanation  onluman  passton™rssthus'  l™  If'®'  a"aly5ls'  Lock's 

zsz  ssl^s  aa„m~n  i 

The  many  other  studies  in  this  book  which  show  that  n^r,i„ 
examine  how  the  techno.ogica.  ruie  system  is 


designing  the  technological  system 

called  b®gin  ^h  a  secti°" 

input-output  relationships  between  thlm-are  at  one  andlhp0^'09  r^’  ^ th® 

nical  work  operations  to  be  performed  by  each  oa^  of  ll  SamS  tech' 

rules  of  human  conduct  which  tha  nart  f  th  or9anizat|on,  and  the 

conauct  wh.ch  the  part  (person,  department)  should  follow. 


18.  BERGEN  METALFABRIK,  A/S 


Case  Introduction 


SYNOPSIS 

A  medium-sized  Norwegian  manufacturing  company  experiences 
difficulty  in  building  relationships  between  headquarters  and  the  newly 
merged  international  subsidiaries  in  Sweden,  Denmark,  Germany,  Italy, 
and  Switzerland.  The  director  of  human  resources  uncovers  uneasiness 
in  both  headquarters  and  subsidiaries  and  decides,  with  the  president, 
to  engage  a  consultant  to  assist  with  a  team-building  activity  during  the 
first  top  management  meeting  planned  for  early  1972  in  Sweden.  The 
consultant  recommends  using  an  organization  development  technique 
called  “force  field  analysis.’'  While  the  meeting  is  being  planned,  the 
company  acquires  another  major  division.  The  management  team  from 
the  new  division  joins  the  other  managers  for  the  team-building  exercise 
during  the  top  management  meeting.  In  work  groups  with  representa¬ 
tion  from  headquarters,  divisional,  and  subsidiary  levels  a  diagnosis  of 
the  headquarters-subsidiary  relationship  is  performed  and  recommen¬ 
dations  for  remedial  action  are  presented.  The  consultant  leaves  the  top 
management  meeting  ambivalent  over  the  results. 


WHY  THIS  CASE  IS  INCLUDED 

Though  the  field  of  organization  development  is  now  over  a  decade 
old,  few  cases  exist  which  document  blow  by  blow,  as  it  were,  the  organi¬ 
zation  development  process.  In  the  Bergen  Metalfabrik  case  the  readers 
can  examine  an  organization’s  need  for  change  and  analyze  the  decision 
process  which  led  to  responding  to  the  need  with  a  particular  form  of 
consulting  intervention.  The  organization  development  consulting  style 
and  the  organization  development  technique  of  “force  field  analysis,” 
can  be  observed  in  action.  The  reader  can  test  his  own  ideas  for  change 
against  the  consultant’s  in  light  of  the  immediate  and  the  likely  future 
results  of  the  organization  development  activity. 
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DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 


The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 

1.  Why  is  it  not  surprising  that  Bergen  Metalfabrik  experiences  some 
difficulties  in  headquarters-subsidiary  relationship  at  this  stage*  of  its 
history? 

2.  What  was  Nils  Guren  communicating  to  Vince  Matthews  in  his 
September  3rd  letter  when  he  asks  advice  on  an  “organization  develop* 
merit  project”? 

Read:  F rench,  “Organization  Development  Objectives*  Assumptions, 
and  Strategies.” 

3.  Is  it  clear  that  Nils  Guren  and  Vince  Matthews  adapt  and  behave 
according  to  the  values  and  assumptions  of  organization  development? 

Read:  French,  “Organization  Development  Objectives,  Assumptions, 
and  Strategies.” 

4.  Describe  the  .consulting  style  of  Vince  Matthews*  What  other  styles 
might  he  have  used?  Did  his  style  fit  the  circumstances  at  Bergen  Metal- 
fabnek? 

Read:  *Schein,  Process  Consultation.-  Its  Role  in  Orya  n  hat  ion  Devel¬ 
opment,  pp.  4-9.  *Kolb  and  Frohman,  “An  Organization  Devel¬ 
opment  Approach  to  Consulting.” 

5‘  V'[hy.did  no£  the  Plenary  session  work  as  smoothly  as  Vince  Mut- 
shallowness”?ed^  Wh&t  acCOunts  for  what  the  Planning  director  calls 

Read;  McGrath  Social  Psychology,  pp.  50-53.  Carr,  “Is  Business 
Bluffing  Ethical?” 

R  Why  did  Vince  Matthews  want  to  see  the  president  before  the  exer- 


Organizational  Setting.”  ^  WUClUW 

anaJressW^rowtJ^8  been  dfcribed  as  an  entrepreneur  and  has  led 
an  aggressive  growth  drive  in  the  past  seven  years.  Did  the  organization 
development  approach  suit  his  personal  style?  OhWnuahon 

6a  U™  Managers  Make  Things  Happen,  pp.  4-1 1  37  38 

52-53.  Jennings,  “Business  Needs  Mature  Autocrats."  ' 

review^heoutpu^of  thedenCe  °f  cbange  in  Ber8en  Metalfabrik  as  you 
in  headquarters-subsidfarvrpf  !VOrk^.What  do  y°u  Predict  will  happen 
the  bases  of  your  prediedon?  PS  “  th®  C°ming  ytiar?  What 


■  vwvi  MUCOIIUN5 


*«“*”«*  ifyouw«,reNHS 

,  !?:  K  SSJZ"""1'  ?e  end  of  ,h« 

is  over?  ’  w°uld  you  do  now  that  the  exercise 
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QUESTIONS  FOR  ORIGINAL  STUDENT  WORK  IN  ANALYSIS 
AND  POLICY 

12.  While  reflecting  on  case  facts,  what  additional  theories  from  prior 
education  give  you  insights  as  to  “what  is  going  on”  in  Bergen  Metalfab¬ 
rik?  As  to  what  might  be  predicated  to  happen  in  the  future? 

13.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag- 
matic  ways  can  you  think  of  to  state  the  practical  problems  faced  by 
executives  in  the  case? 


Case  Text* 


On  September  10,  Dr.  Vincent  Matthews  received  a  letter  from  a 
Norwegian  Director  ol  human  resources  he  had  met  some  seven  months 
earlier  in  a  management  development  seminar. 

Bergen  Metalfabrik,  A/S 
Bergen,  Norway 
3  September  1971 

Dr.  Vincent  Matthews 
Paris,  France 

Dear  Vince: 

May  l  ask  you  r  advice  on  someone  to  help  us  with  an  organization 
development  project  on  headquarters-subsidiary  relationships  next 
January ?  We  ha  ve  heard  good  things  about  Edward  Carey  in  Switzer¬ 
land  and  Fred  Post  in  Belgium.  How  about  Peter  Williams  in  Eng¬ 
land?  How  about  your  own  availability?  Could  you  recommend  any 
other  jirst  class  organization  development  consultants  in  Europe? 
Many  thanks  for  your  big  help! 

Regards, 

Nils  Guren 

Director  of  Human  Resources 

Vincent  Matthews  recalled  that  Nils  Guren  worked  for  a  60-year-old 
medium-sized,  Norwegian,  family-owned  firm  which  had  recently  gone 
multinational  by  acquiring  several  subsidiaries  throughout  Europe.  An¬ 
nual  growth  in  the  firm  exceeded  K)  percent  but  integration  of  the  newly- 

*  Copyright  t»7.'»  by  J.  J.  O'Connell. 
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merged  units  had  not  yet  been  accomplished.  The  president  and  majority 
owner  of  the  firm  showed  an  entrepreneurial  flair,  but  not  until  recently 
had  there  been  concentration  on  the  internal  management  of  the  emerg* 
ing  multinational  enterprise.  Nils  Guren  had  joined  the  firm  as  director 
of  human  resources,  just  a  year  and  a  half  ago  after  several  years  as 
training  officer  for  an  employers’  federation  and  lecturer  in  psychology 
at  the  university.  Vincent  Matthews  remembered  Nils  Guren  as  a  prob¬ 
ing  and  well-informed  professional.  The  prospect  of  working  with  him 
on  the  headquarters-subsidiary  organization  development  project  was 
attractive  to  Vincent  Matthews  so  he  responded  as  follows: 


Pans,  France 
18  September  W71 


Mr.  Nils  Guren 
Director  of  Human  Resources 
Bergen  Metalfabrik,  A/S 
Bergen,  Norway 


Thank  you  very  much  for  your  letter  of  September  8  1971, 
ou  sound  like  you  are  planning  an  exciting  meeting  far  mmr 

TJllT?n  deKloPmerU  “ pproach  is  most  appropriate  far  this  bind 

l  know  Edward  Carey  very  well.  We  have  worked  together  in  the 
States  prior  to  coming  here  and  we  have  worked  here  together  in  the 

/L  he  perfectly  credible  in  such  a  sens/ tire  lash 

ordanizatiofdnel^meiU^a7^pn>ach  but/h  eXperi<'nce  if>  «» 

could  package  it  well  ^  but  I  have  every  confidence  he 

se^ccTon7/aching  metlwd/th  ™rke«  with  him  on  onr 

ward  but  he  has  already  cumulate//  He  **  Honnft‘r  than  Ed- 

in  his  short  career  Hp  far  n  U° ^  €XPer*eriCe  with  executives 

I  vUl  not  comment  on  his  ca^ci™  **"  hand  so 

^7i:foVrFrotchZ7h:s Belgium  w/°  <***  **  *<•  **  «*•//. 

trained  and  has  done  organization  devtl  En&llstL  Ne  to°  is  NTLf 

~ S' z™* 

t  National  Training  Laboratories. 
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He  has  done  such  things  for  companies  here  and  in  the  States  and  if 
he  has  time  could  perform  very  well 

Fhe  other  English-speaking  trainers  I  know  in  Europe  do  not  have 
sufficient  European  expos u r e for  me  to  recommend  them  at  this  time . 
It  would  he  inappropriate  to  use  a  North  American  who  is  not  yet 
culturally  sensitized, 

l  have  done  such  organization  development  work  both  here  and  in 
the  States.  I  am  particularly  fascinated  by  the  rela tionship  issue  be¬ 
tween  such  units  as  headquarters-subsidiaries  or  information  Opera¬ 
tions  Research  staff  and  company  client  groups.  It  is  in  these  contexts 
where  I  have  done  my  zvork. 

Do  not  feel  any  obligation  to  give  me  first  priority  because  you  have 
written  to  me  but  simply  be  advised  that  /  think  I  could  do  the  job 
and  might  be  able  to  jit  it  into  my  schedule  if  the  timing  is  right. 
There  is  one  week  in  January  which  is  impossible  for  me  (16-21  Janu¬ 
ary). 

1  hope  you  have  in  hand  the  six  book  series  on  organization  devel¬ 
opment  from  Add  iso  n-  Wesley,  The  authors  included  are  Blake-Mou- 
ton,  Lazvrence-Lorsclc  Walton ,  Ben n is,  Schein,  and  Beckhard. 

You  should  also  ha ve  in  hand  the  book  by  Gordon  Lippit  entitled 
Organization  Renewal  (Appleton  Century  Crofts ,  1969).  Finally,  you 
will  xvant  to  consult  the  new  book  by  Chris  Argyris,  Intervention  The¬ 
ory  and  Method  (A dd iso n -  Wesley,  1970). 

I  hope  these  comments  are  useful  to  you  in  your  planning. 

Sincerely, 

Vincent  Matthews 

On  September,  Vincent  Matthews  received  the  following  telex  from 
Nils: 

Att;  Vince  Matthews  24  Sept  71 

Thanks  for  good  news.  Would  be  pleased  work  with  you.  Next  step 
could  he  discussion  betzveen  us  in  Paris.  Do  you  have  time  in  near 
future?  Regards 
Nils  Guren  Bergen 

An  exchange  of  telexes  led  to  a  meeting  in  Vincent  Matthew's  office 
in  Paris  on  October  8th,  The  meeting  lasted  some  live  hours.  Vincent 
Matthews’  notes  summarize  the  main  points  discussed. 

Notes  of  8  October  Meeting  with  Nils  Guren 

1.  Nils  outlined  the  organization  with  the  warning  that  positions  and 
people  are  shifting  rapidly. 

Just  about  5,000  were  employed  in  Bergen  Metalfabrik  in  1971,  two 
thirds  in  Division  A  where  75  percent  of  the  sales  were  generated.  Con¬ 
solidated  sales  volume  in  1970  had  been  almost  50  million.  The  product 
lines  from  Divisions  A  and  B  have  many  common  engineering  and  pro- 
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fe'r diff6rent  CUSt°mer  needs  throu^h  dif- 

rellted  toenSi^0r,ldAing  p°mP^ny  COmprised  ^  Product  divisions  un- 

way  The  undent  L°l£  P/^t^hnology,  market  or  any  other 
p  ident  and  his  family  held  majority  ownership  in  the  hold 

fXSTin970nthe  how'6*1  k  virtually  ^ independently  of  Bergen  Metal 

The  rSw h  uln?.  C°mpany  had  sales  $10  million. 

pany  in  iSv  whi^h  h Divlsion  A  was  the  small  sales  com- 
pany  m  Italy  which  had  just  been  added  a  month  ago  The  ferr™ „ 

interesTS  the  sfri?  4UWed  less  *an  a  year  aS°  a®  had  the  minority 
“  the  Swiss  company.  The  Danish  and  Swedish  subsidiaries 
both  had  been  part  of  Bergen  Metalfabrik  for  over  ten  years  buTeach 
started  as  a  profit  center  just  last  year  when  the  company  was  divisional- 

,  concern  for  improving  the  headquarters-subsidiary  relation- 

hip  started  with  the  director  of  human  resources  but  the  president  save 
he  project  highest  priority.  Nils  Guren  had  picked  Up  many^S  emo! 
tional— comments  from  managers  in  the  subsidiaries  concerning  the 

rClati“nS  With  headquarters.  The  subsidiary  manors 
often  did  not  know  what  headquarters  wanted  and  found  report  requests 
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from  headquarters  to  be  burdensome.  Headquarters  was  seen  to  be  unre- 
sponsible  to  the  subsidiaries’  requests  for  technical  and  marketing  help. 
Similarly,  headquarters  executives  cited  cases  of  poor  communications 
and  unresponsiveness  from  the  subsidiaries. 

3.  About  40  executives  (19  from  headquarters  and  21  from  various 
subsidiaries)  would  be  brought  to  neutral  territory  in  Ronneby  Brunn, 
Sweden,  for  a  two  and  one-half  day  top  management  meeting  on  January 
13-14,  1972.  One  full  day  of  that  meeting  was  to  be  committed  to  the 
organization  development  project.  The  rest  of  the  time  would  be  devoted 
to  corporate  planning  activities. 

4.  Under  Nils  Guren’s  aegis,  Bergen  Metalfabrik  had  begun  experi¬ 
menting  with  organization  development  by  beginning  managerial  grid 
seminars.  Only  30  executives  had  participated  in  phase  one  seminars, 
some  in  public  sessions,  some  in  a  special  pilot  session  within  the  com¬ 
pany.  A  full-scale  managerial  grid  program  would  probably  be  launched 
within  a  year  as  soon  as  the  appropriate  materials  were  translated  into 
Norwegian.  However,  neither  this  program  nor  the  other  educational 
efforts  within  Bergen  Metalfabrik  seemed  adequate  to  cope  with  the 
headquarters-subsidiary  issue.  Prompt  and  specific  action  was  thought 
desirable  and  necessary.  The  full-scale  introduction  of  the  corporate 
planning  system  would  be  retarded  if  remedial  action  were  not  taken  to 
improve  headquarters-subsidiary  relationships. 

5.  Three  proposed  approaches  were  discussed  for  the  organization 
development  exercise  during  the  January  top  management  meeting. 

a.  Small  groups  would  work  on  various  phases  of  the  strategy  formu¬ 
lation  process  (surveying  the  environment  for  threats  and  oppor¬ 
tunities,  analyzing  the  firm’s  strengths  and  weaknesses,  objective 
setting,  etc.)  The  groups  would  be  mixed  representation  of  head¬ 
quarters  and  subsidiary  personnel.  As  deemed  desirable  we  could 
provide  process  feedback  on  the  group  meetings  and/  or  sessions 
on  team  building. 

b.  Homogeneous  small  groups  could  begin  a  social  perception  audit 
by  describing  (each  from  its  own  perspective)  the  relationship 
between  headquarters  and  subsidiaries.  Each  group  would  also 
predict  the  description  to  be  given  by  the  other  group.  In  plenary 
session  the  descriptions  and  predictions  would  be  shared  and  dis¬ 
cussed.  Disagreements  would  be  revealed  and  misunderstandings 
straightened  out.  Critical  road  blocks  for  the  relationship  would 
be  identified  so  that  mixed  small  groups  could  design  action  plans 
to  improve  the  relationship. 

c.  Mixed  small  groups  could  engage  in  a  force  field  analysis  whose 
dependent  variable  would  be  “head  quarters-subsidiary  coopera¬ 
tion.”  Each  group  would  list  the  forces  conducive  to  cooperation 
and  the  forces  standing  in  the  way  of  cooperation.  The  results 
would  be  displayed  in  plenary  session  and  the  highest  priority 
items  on  each  list  identified  for  attention  in  an  action  plan  to  be 
designed  in  the  small  groups. 

6.  The  strategy  planning  exercise  was  rejected  because  it  was  too  in¬ 
direct  and  because  it  was  thought  premature  to  involve  this  group  in  so 
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sensitive  an  exercise  at  this  stage  of  dramatic  change  in  the  company. 
The  social  perception  audit  was  rejected  because  it  was  too  confron* 
tive  and  uncontrollable.  The  more  reticent  Scandinavians  might  be 
threatened  by  the  assignment. 

The  force  field  analysis  was  selected  because  of  the  balance  built  right 
into  the  force  field  exercise.  A  man  could  risk  being  negative  because  he 
could  recoup  quickly  by  adding  a  positive  item.  Nils  Guren  saw  benefit 
in  each  man  being  able  to  manage  his  own  risks  even  if  this  meant  some 
of  the  deeper  data  never  were  revealed.  In  the  long  run,  he  insisted,  more 
good  would  be  done  by  taking  small  controlled  steps  than  by  forcing 
emotional  confrontation. 

7.  Nils  Guren  asked  Vince  Matthews  to  make  a  concrete  proposal  and 
esign  the  instrument  and  send  the  completed  program  plan  and  force 
field  instrument  fo  Nils  Guren: 

Paris,  France 
4  November  It)71 

Mr.  Nils  Guren 

Director  of  Human  Resources 
Bergen  Metalfabrik,  A/S 
Bergen,  Norway 

Dear  Nils: 


^closed  documents  satisfactoru^/t^  &aC!\  7  ^°U-  1  h«P<' *<>»  fi»<*  the 

colleagues  would  pretes/the  force  Z°ld anofP  ? 

me  see  the  results.  f  ce  field  analysts  instrument  and  let 

p lessor  °exXndTlADoeTthl^e  inStrument  to9iw  ter  exam - 
plan  seem  to  make  sense?  Qanization  development  program 

Hoptng  to  hear  from  yon  sooZlIZ  C°Vettha’>m- 


y  *> 'tvwt *  mattnt'zvtf 

anaiysisim^m7^tdeVel°Pmentpr09ram  sch^ule  and  force  field 


Activity 


Organization  Devourment  Program  Plan 


I. 

II. 


exercise  and  the  7  aes 

ne  rorms  and  respond  to  c 

Individual  exercise _ 

the  force  field  analysif  **  GXecutive  w 


Time 

15  minutes 
1:30-1:45 

60  minutes 
1:45-2:45 
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III.  Small  group  discussion— Six-man  groups  will  dis¬ 
cuss  the  individual  data  with  the  purpose  of  devel¬ 
oping  a  group  consensus.  They  record  their  con¬ 
sensus  on  flip  chart  pages. 

IV.  Plenary  discussion—  All  the  participants  gather  to 
hear  the  reports  from  group  representatives.  The 
separate  group  lists  are  combined  to  one  master 
list. 

Then  the  items  are  ranked— at  least  the  top  three 
forces  in  each  of  the  four  categories. 

V.  Small  group  discussion  — Newly  mixed  groups 
(different  than  in  step  III)  of  six  men  each  take  the 
ranked  master  list  of  forces  and  design  action 
plans  (suggestions)  to  reinforce  driving  forces  and 
remove  or  mitigate  restraining  forces.  Suggestions 
are  recorded  on  flip  charts. 

VI.  Plenary  discussion  All  participants  gather  to 
hear  the  individual  group  reports. 

I  he  president  presides  and  responds  in  two  ways: 

A.  Where  possible  he  supports  good  ideas. 

B.  In  most  cases  he  refers  the  suggestions  to  a 
follow-up  project  team  (made  up  of  both 
headquarters  and  subsidiary  representa¬ 
tives)  for  further  study. 

The  project  team  will  be  asked  to  submit  a  prog¬ 
ress  report  by  April  1st  to  all  participants. 


120  minutes 
3:15-5:15 


120  minutes 
7:00-9:00 


90  minutes 
9:00-10:30 


90  minutes 
10:30-12:00 


FORCE  FIELD  ANALYSIS  ON  HEADQUARTERS/ 
SUBSIDIARY  COOPERATION 


Instructions 

Please  record  on  the  following  pages  your  views  on  the  forces  influenc¬ 
ing  the  relationships  between  Bergen  headquarters  and  subsidiaries.  We 
will  be  describing  tbe  presen/  situation. 

C  ertain  forces  ( driving  forces)  will  be  helping  or  facilitating  the  effec¬ 
tiveness  of  communication  and  coordination  in  the  relationship.  Some 
of  these  driving  forces  will  be  external  to  the  company  and  others  will 
be  internal  to  the  company.  Examples  of  each  appear  on  the  pages  that 
follow. 

Other  forces  (restraining  forees)  will  be  hindering  or  blocking  the 
effectiveness  of  communication  and  coordination  in  the  relationship. 
Again,  some  of  these  rest  raining  forces  will  be  external  to  the  company 
and  others  will  be  internal  to  the  company. 

In  some  cases,  a  particular  force  may  be  both  driving  and  restraining 
when  viewed  from  different  perspectives. 
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After  individually  filling  in  the  force  field  analysis,  we  will  discuss  the 
data  in  small  groups  and  then  in  a  plenary  session. 

The  exercise  may  be  visualized  as  follows: 


Name 


External  Driving  Forces 


Example: 


e<;°nomics  of  TELEX  communication  has  reduced  the 
cost  of  frequent  communication. 
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Internal  Driving  Forces 

Example:  People  in  headquarters  and  the  subsidiaries  are  getting  to 
know  one  another  better, 

1. _ __________ 


2. 


3. 


4. 


5. 


External  Restraining  Forces 

Example  Physical  separation  prevents  timely  interaction  on  urgent 
matters, 
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Internal  Restraining  Forces 

Example:  Reporting  forms  and  procedures  have  not  yet  been  fully 


standardized. 

1. 


==^SS£35£s== 


- -  v,  *  ^^rnoer  Meeting  with  Niis  Guren 

most  the  size  of  Division  ACwhichPUrChhfed  a  cornpany  in  Norway  al- 
line  of  Division  C  of  the  Bereen  coincides  with  the  product 

Plete,  but  it  is  likely  that  Plans  ar«  «<*  ««n- 

a™  services.  In  an,  even,,  since 
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structure  like  Division  A,  Norco  executives  will  participate  in  the  top 
management  meeting,  including  the  headquarters-subsidiary  exercise. 

2.  The  group  at  Ronneby  Brunn  will  now  have  55  members,  many  of 
whom  will  be  meeting  one  another  for  the  first  time.  The  group  will  be 
composed  as  follows: 


Headquarters .  9 

Division  A 

Division  level .  8 

Subsidiary  level .  13 

Division  B .  11 

Division  C  +  Norco 

Division  level .  10 

Subsidiary  level .  4 


3.  Since  Division  B  really  has  no  subsidiaries,  that  11-man  group  will 
do  is  own  force  field  analysis  on  intradivisional  communications.  They 
will  not  report  back  during  the  plenary  session  but  will  rather  observe 
and  add  comments  where  appropriate.  Their  reporting  and  action  plan¬ 
ning  will  be  handled  within  their  divisional  meeting  on  Saturday,  Janu- 
ary  15,  by  Nils  Guren.  This  group  will  work  in  Norwegian. 

4.  Simultaneous  interpretation  will  be  used  at  Ronneby  Brunn  be¬ 
cause  many  headquarters  people  speak  only  Norwegian  and  many  sub¬ 
sidiary  people  speak  no  Norwegian. 

5.  The  exercise  will  be  renamed  “Analysis  of  Factors  Influencing 
Headquarters-Subsidiary  Cooperation.”  Nils  found  some  resistance  to 
the  physical  or  engineering  analogy  in  the  term  “force  field  analysis.” 
For  the  same  reason,  the  diagram  will  be  omitted  from  the  instrument. 

6.  Rather  than  just  ask  for  five  “issues”  under  each  of  the  four  head¬ 
ings  in  the  instrument,  we  decided  to  ask  for  issues  plus  specific  exam¬ 
ples.  Nils  thought  the  more  specific  data  would  help  in  preparing  the 
action  plan. 

7.  The  president  preferred  that  Vince  Matthews  chair  the  final  session 
and  that  the  division  general  managers  from  Division  A  and  Norco  join 
him  on  a  panel  to  respond  to  the  action  program  suggestions.  Nils  re¬ 
ported  that  the  president  would  be  more  comfortable  with  this  arrange¬ 
ment.  There  is  no  disagreement  with  proposed  procedure  to  submit  the 
action  program  suggestions  to  a  project  team  which  will  report  back  by 
early  spring  to  the  whole  top  management  group. 

8.  Vince  Matthews  expressed  some  uneasiness  to  Nils  Guren  that  he 
had  had  no  chance  to  meet  the  president  to  discuss  the  organization 
development  exercise  with  him.  Nils  said  he  knew  the  president  well 
enough  to  sense  that  he  understood  the  risks  and  potential  payoffs  of  the 
exercise  and  that  he  was  fully  committed  to  it.  Since  it  was  inconvenient 
to  arrange  a  meeting  prior  to  going  to  Ronneby  Brunn,  it  was  agreed  that 
Vince  would  lunch  with  the  president  on  the  first  day  of  the  meeting  and 
that  they  could  continue  discussions  while  the  groups  were  working  on 
the  analysis. 

Vince  Matthews  left  the  Copenhagen  meeting  somewhat  unsettled 
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-  because  of 

Division  A  and  Division  c  Xs  Notn  ^  exercises  g°inS  with 
Sweden,  he  reviewed  the  pretest  results  which  mT  ?'  ?n  tbe  plane  t0 
results  are  summarized  in  Appendix  A  h.?  ^  had  glJe”  him' Those 
superficial  but  he  thought  XT?  H  *°und  many  of  the  comments 
produce  better  cumlyti^work^6  ^  ^  at  R°nneby  Brunn  would 

contac<  with  Nils  Guren  untii  he  - 
work  to  make  the  assignments  to  right  t0 

lines.  In  L  «Sd  ™ ' n^ing  of  divisional 

mixed  groups  were  composld  of Division A m °n  pro8ram™'«  phase, 
was  taken  not  to  have  direct  SUJ1“  t  ?d  Norco  Personnel.  Care 
group  where  Dossihlp  R»r>n  *■  P  -subordinate  pairs  in  the  same 

regard  to  status  in  the  group  hSr^ih^^ie  D^’  ^  ^  gr°Up  without 
season  eifher  side  of  a  eenir  f°“r 

■nS^ST!S!ES^^  -jr  rldeM’s  >— * 

made  the  following  notes.  t0  *  Engllsh  mterPretation  and 

Notes  on  President’s  Remarks-13  January 

L  h/ isT  conscious^objectiveiVe  ** internationa1^  Multinational- 

ofjiSSSSS?  DlV1S10n  A  and  Norco,  arise  because 
and  subsidiaries.  We  wS  SS'X1Z^t,n,en  headqUarterS 

4'  a*d  m“iKc^formUniCaa0nS  “  We  --its 

5-  f"  •*-*-  ■» — 

divisional  level.  than  leave  a11  decisi°ns  to  the 

b  We  will  sCtanddinH tC  finanCe  *  PGrmit  economies. 

I,  standardize  personnel  policies  to  permit  faster  career 

Ss  andTn’f10  6rC0Urage  earN  responsibility  for  young  manag- 

3  °f 

menTsysm^and^n  *”  °“  ™anagement  techniques,  manage- 
r  r  •  at  y  *  ’  and  in  our  information  system 

6.  ®eing  Norwegian  by  origin  presents  some  problems- 
a.  Language  barrier.  p  ms- 

Z  TTe^Sr^Phi?ally  far  from  the  center  of  activities 
c.  Underdeveloped  capital  market. 
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At  some  future  time  we  could  control  the  company  from  some  other 
location. 

7.  There  are  good  points  in  being  from  a  small  country: 

a.  Ease  of  contacting  the  highest  government  officials. 

b.  Being  Scandinavian  allows  trade  with  the  Comecon  countries. 

8.  Our  objectives  for  the  future  are: 

a.  Continued  quantitative  growth. 

b.  Vertical  integration. 

c.  An  extended  product  range. 

As  Vince  Matthews  listened  to  the  interpreter,  he  became  uneasy  with 
the  artificial  block  to  the  communication  represented  by  the  earphones 
and  the  interpreter’s  evident  difficulty  in  catching  the  full  message  with 
its  business  jargon.  He  feared  that  he  grasped  only  two  thirds  of  what 
the  president  said.  In  light  of  the  forthcoming  headquarters-subsidiary 
exercise,  he  wondered  how  the  group  received  the  president’s  assertion, 
of  impending  centralization  of  a  number  of  management  decisions  and 
policies.  He  hoped  for  some  feedback  when  the  president  threw  the  floor 
open  for  questions  and  discussion  but  only  one  man  rose  to  ask  a  question 
about  company  prospects  in  light  of  the  newly  enlarged  common  market. 
After  a  period  of  silence,  the  president  handed  the  meeting  over  to  the 
planning  director  who  began  a  description  of  the  new  planning  system. 
Vince  Matthews  decided  it  was  best  to  write  out  the  remarks  he  was  to 
make  after  lunch  to  guarantee  that  the  interpreter  could  prepare  for 
accurate  translation  into  Norwegian. 

Vince  Matthews’  introductory  Remarks 

I.  Introduction 

A.  Nothing  unusual  about  working  on  headquarters-subsidiary 
relationship.  A  concern  for  all  firms  at  some  stage  depending 
on: 

1.  Rate  of  growth. 

2.  Type  of  growth. 

a.  Internal  expansion. 

b.  Expansion  by  acquisition. 

3.  Degree  of  multinationality. 

4.  Complexity  of  product  line. 

The  time  is  right  now  for  Bergen  4-  Norco  to  focus  on  headquar¬ 
ters-subsidiary  relationship  because  of  the: 

1.  Fast  growth. 

2.  Expansion  by  acquisition. 

3.  Recent  multinationality. 

4.  Growing  complexity  of  product  lines. 

B.  Focus  not  so  much  on  problem  solving  but  opportunity  seizing. 
What  we  do  here  is  a  direct  support  for  the  growth  objectives 
announced  this  morning.  The  men  in  this  room  are  undoubt¬ 
edly  smart  as  individuals.  We  approach  our  task  as  a  group  to 
see  if  we  cannot  become  wise. 
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1.  A  smart  man  is  a  man  who  can  get  himself  out  of  all  sorts 

of  problems. 

2.  A  wise  man  never  gets  into  the  problems  in  the  first  place. 
As  a  group,  we  will  try  to  do  maintenance  on  the  relationship 
between  headquarters  and  subsidiaries,  but  we  will  try  to  be 
wise  enough  to  do  preventive  maintenance. 

C.  This  part  of  the  top  management  meeting  is  a  minor  theme. 
The  major  theme  focuses  on  doing  the  right  things.  In  our  part, 
we  focus  on  doing  things  right.  Obviously,  it  matters  1  ittie  how 
well  we  do  things  if  we  do  the  wrong  things.  The  two  themes 
are  related,  but,  clearly,  priority  must  go  to  planning  the  right 
growth  strategies.  When  that’s  done,  our  organization  develop¬ 
ment  effort  is  in  the  right  focus. 


il. 


What  we  are  going  to  do: 

A.  Describe  the  present  relationship  between  headquarters  and 
subsidiaries. 

B.  Analyze  why  the  relationship  is  the  way  it  is .  .  .  what  factors 
support  good  communications  and  coordination  and  what 

factors  stand  in  the  way  of  good  communications  and  coordi- 
nation. 

C  future**  f°r  °PP°rtunities  t0  improve  the  relationship  in  the 

III.  How  we  are  going  to  proceed: 

A'  24  h0Urs  “  i-KvIduaU,  in  small 

groups  and  m  this  plenary  meeting. 

(Vincent  °Ur  Pr°gress  at  each  step. 

time  schedule.)  ^  W6nt  °n  t0  explain  th«  instrument  and  the 

»  lunch  with  the  „r,,i. 

from  Division  A  a^d^or^whneTherest i*hdivision  geru>raI  managers 
phase  of  the  analysis.  The  man  renJSI* *  th®group  waK  the  first 

the  position  of  director  of  corporatePDlflr.tmSM0rCO  WUS  in  trarl«ition  to 

too  new  to  the  company  to  be  anvthSt  S‘  ?1S  successor  at  Norco  was 
Planning  director  began  the  meetiMhvn0^-"  an  observt‘r-  The  new 
focus  on  relations  with  headquarters  but the^rouP«  would  not 

plants  or  the  divisional  administration  re,;Uions  with  the 

prediction.  While  no  one  exnresSd  Th  president  concurred  in  this 
showed  enthusiasm  and  curiositv  nv^  P°ncern  over  th«  outcome,  all 

^ws  outlined  the  role  of  the  panel  whi^hhat  W°Uld  be  SaidL  Vinc<:  Mat* 

suggestions  in  the  last  session  The  nanel^  4°  TeiVe  th<!  a<:tion  plaa 
than  evaluative  and  was  to  indicate  Lh?  f  t0  be  suPP°rt*ve  rather 
templated  on  the  issues  raised  au  1  °ns  already  under  way  or  con- 
was  to  be  appointed  to lnf‘‘ ^  ?"  the  Pr°ject  ^’am,  whlc  » 

iea°dSPeCfC  aCti°n  Pro^ams,  should  renStT’ ’  aCU°n 

headquarters  or  division-and  issue  a  proSL?  h®  approPriatti  unit 

sue  a  progress  report  to  the  whole  top 
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management  group  prior  to  June  1,  1972.  Names  were  selected  for  the 
rix-man  project  team,  representative  of  each  level  in  both  Division  A  and 
^orco.  For  logistical  ease,  the  project  team  was  to  meet  in  Bergen  under 
he  lead  of  Nils  Guren,  even  though  this  meant  that  only  two  non-Norwe¬ 
gians  would  be  on  the  team.  Throughout  this  meeting,  Vince  Matthews 
requently  felt  left  out  when  discussion  and  side  comments  occurred  in 
Norwegian. 

When  the  six  groups  began  discussing  the  analyses  done  individually, 
'Jils  Guren  and  Vince  Matthews  circulated  the  syndicate  rooms.  Only 
me  group  experienced  definitional  problems  and  had  to  be  encouraged 
o  relax  the  formalities  and  get  on  with  the  task.  Lively  and  rather  full 
participation  characterized  each  group.  One  of  the  Scandinavian  lan¬ 
guages,  rather  than  English,  seemed  most  frequently  used  in  the  discus- 
ions.  One  group  asked  if  they  could  meet  in  the  sauna.  Nils  gave  the  okay 
iut  the  group  never  left  its  meeting  room. 

After  dinner,  each  group  reporter  summarized  the  group  consensus, 
Lsing  flip  chart  graphics.  Vince  Matthews  taped  the  flip  chart  sheets  to 
tie  wall  after  each  spoke.  Clarifying  questions  were  invited  but  only  one 
^as  raised.  Aside  from  two  or  three  bursts  of  laughter  the  room  was 
ather  silent.  During  the  presentations,  the  president  and  planning  direc- 
Ji  whispered  to  one  another  frequently  in  the  front  row. 

When  all  the  flip  chart  sheets  were  displayed,  Vince  Matthews  asked 
tie  group  to  pick  the  top  three  priority  items  in  each  of  the  four  catego- 
ies:  external  driving  factors,  internal  driving  factors,  external  restrain- 
ag  factors,  internal  restraining  factors.  He  indicated  the  items  should 
e  controllable  by  Bergen /Norco  and  issues  on  which  the  group  could 
esign  action  recommendations.  The  selected  items  would  be  typed  over- 
ight  and  distributed  to  the  second  set  of  work  groups  for  action  pro- 
ramming  in  the  morning. 

Vince  Matthews  asked  the  group  to  begin  by  chosing  the  high  priority 
xternal  driving  factors.  No  response.  Long  pause.  Vince  Matthews  sug- 
ested  an  item  which  seemed  common  to  several  groups.  No  response, 
inally,  one  man  offered  a  suggestion.  Vince  Matthews  asked  if  the  group 
oncurred.  No  response.  So  it  proceeded  through  the  second  of  the  lists 
f  driving  factors.  Four  men  made  all  the  contributions  from  the  floor 
nd,  except  for  occasional  Sotte  voce  remarks  by  the  president  and  plan¬ 
ing  director  like  “that’s  not  important,”  the  room  was  quiet.  Since  it  was 
le  hour  designated  for  finishing  the  two  more  lists  that  remained  for 
iscussion,  Vince  Matthews  called  a  five-minute  stretch  break.  Nils 
uren  encouraged  numbers  of  the  group  to  gather  around  the  displayed 
sts  so  they  could  prepare  suggestions  for  the  next  priority  items.  Nils 
>ok  Vince  aside  and  said  the  lists  were  not  visible  from  the  back  of  the 
:>om.  He  thought  this  accounted  for  the  lack  of  participation. 

After  the  break,  Vince  Matthews  began  by  summarizing  the  next  list 
rior  to  asking  for  suggestions.  The  response  came  somewhat  more 
uickly  but  five  or  six  men  remained  the  only  contributors.  In  45  minutes, 
le  priority  list  was  finished  and  the  group  broke  up. 

Nils  took  Vince  to  the  bar  for  a  drink.  Vince  admitted  he  was  frus- 
ated  and  disappointed  but  Nils  tried  to  lift  his  spirits  by  attributing  the 
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lack  of  participation  to  the  technological  problem  of  visibility  and  the 
fatigue  of  the  group.  Vince  insisted  the  exercise  design  packed  too  much 
into  the  evening  session  and  prevented  him  from  being  of  more  help  to 
the  group.  He  could  not  digest  the  200  or  more  items  reported  by  the  work 
groups  in  a  way  that  would  facilitate  the  task  of  drawing  up  the  priority 
list.  They  agreed  they  could  do  no  more  prior  to  the  morning  session  so 
they  merely  gave  the  list  to  the  typist  for  reproduction. 

Priority  List  of  Driving  and  Restraining  Factors 

I.  Internal  restraining  factors 

A.  Information  problems  (quantity  and  quality) 

1.  Slow  and  inaccurate  reporting 

2.  Not  enough  information  inside  and  between  functions 

3.  Lack  of  sufficient  information  from  the  top  level 

B.  Delayed  and  unqualified  feedback 

C.  Inventory  of  corporate  human  resources 

D.  Conflict  of  interests 

E.  Integration  of  new  subsidiaries 

II.  External  restraining  forces 

A.  Language  training 

B.  Different  quality  demands 

III.  Internal  driving  forces 

A.  Standardization 

B.  Exchange  of  know-how  (technical) 

C.  Common  principles  for  planning  and  reporting 

IV.  External  driving  forces 

A.  Image  of  the  group 

B.  Availability  of  data  processing 

C.  Standardization 

At  nine  in  the  morning,  the  groups  began  developing  action  plans  to 
reinforce  the  driving  factors  and  remove  or  mitigate  the  restraining 
forces.  Each  group  was  encouraged  to  select  items  from  the  list  to  concen¬ 
trate  on  rather  than  attempt  to  respond  to  all  13  items.  Again,  the  small 
group  discussions  seemed  lively  and  the  plenary  session  began  with 
much  buzzing  in  the  room.  Frequently,  as  each  group  reporter  summa¬ 
rized  his  group’s  recommendations,  laughing  and  random  comments 
spread  through  the  room.  The  president  and  planning  director  whis¬ 
pered  frequently  in  their  position  at  the  panel  table  with  the  Division  B 
managing  director  and  Vince  Matthews.  With  redundancies  removed, 
the  suggestions  appear  in  outline  form  below: 

1.  Standardized  information: 

a.  Produce  manual  of  policies  on  finance,  distribution,  guaran¬ 
tees,  technical  changes,  reporting  procedures,  and  simplified 
price  list. 

b.  Assure  that  all  technical  drawings  at  least  are  in  English. 

c.  Compile  a  frequently  updated  directory  of  headquarters ’  per¬ 
sonnel,  including  organization  chart  for  reference. 


Bergen  Metalfabrik  A/S  /  Case  683 


d.  Translate  all  information  from  headquarters  or  divisions  into 
the  local  language  of  the  subsidiary. 

e.  Set  specific  time  limit  for  responding  to  telexes. 

f.  Standardize  currency  units  for  all  reports. 

g.  Use  more  visuals  in  all  reports. 

Information  from  headquarters  and  divisions: 

a.  Reports  comparing  subsidiary  performance  should  be  issued 
quarterly  to  all  subsidiaries  by  division. 

b.  Announcements  of  major  business  decisions  or  appointments 
should  be  made  at  the  same  time  to  all  company  units  before 
public  dissemination. 

c.  Divisions  should  work  out  procedures  to  prevent  delayed 
and/or  unqualified  feedback  to  subsidiary  inquiries  especially 
concerning  product  development  and  quality  control. 

d.  Headquarters  should  require  from  subsidiaries  no  more  infor¬ 
mation  than  the  subsidiaries  find  useful  in  managing  their 
own  units. 

e.  Employ  management  by  objectives  in  such  a  way  that  dis¬ 
cussed  and  agreed  objectives  are  the  basis  for  follow-up  and 
corrective  action. 

Information  meetings: 

a.  Managers  and  controllers  across  units  should  meet  regularly 
to  discuss  relative  standing  of  the  units. 

b.  Functional  meetings  should  be  held  twice  a  year  to  avoid  the 
commander-troop  mentality. 

Inventory  of  corporate  human  resources: 

The  director  of  human  resources  should  prepare  a  computerized 
file  of  Bergen /Norco  managers  and  specialists,  showing  alterna¬ 
tive  personnel  for  each  position.  Include  profile  data  and  current 
project  memberships.  Include  as  well  outside  potential  human  re¬ 
sources.  Issue  a  human  resources  policy. 

Conflict  of  interest: 

Make  a  top-level  decision  to  resolve  the  conflict  of  interest  among 
subsidiaries  in  Norco. 

Integration  of  new  subsidiaries: 

a.  The  director  of  planning  should  head  a  project  team  to  develop 
a  merger  integration  plan. 

b.  There  should  be  a  checklist  of  problems  arising  in  merger 
integration  after  the  recent  experience  in  Italy. 

Language  training: 

The  company  should  institute  language  course  using  appropriate 
technology  and  possibly  rewarding  managers  who  demonstrate 
increased  language  facility  in  English. 

Management  information  system: 

a.  A  project  team  should  develop  a  better  sales  forecasting  system 
and  factory  planning  and  control  system. 

b.  Headquarters  and  subsidiary  EDP  practices  should  be  studied 
and  unified. 

c.  Study  the  feasibility  of  centralizing  EDP  for  the  whole  group 
via  data  lines. 
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9.  Image  of  the  group: 

a*  ^et  more  publicity  in  trade  papers,  radio,  television,  and  inter¬ 
national  trade  fairs. 

b.  Have  technical  papers  presented  at  professional  meeting  by 
Bergen /Norco  personnel. 

c.  Improve  relations  with  bankers  and  major  customers  by  stress- 
ing  the  quality  of  products  and  the  quality  of  our  people. 

After  the  presentations  were  completed,  the  president  called  for  a 
break  m  order  for  the  panel  to  prepare  its  response.  The  three  panelists 
agreed  on  a  division  of  labor  depending  on  whether  the  suggestion  was 
more  relevant  to  headquarters  or  one  of  the  two  divisions.  When  the 
group  was  reconvened,  the  president  began  by  expressing  thanks  for  the 
suggestions  and  committing  the  company  to  appropriate  action.  He  an¬ 
nounced  some  immediate  responsible  action  like  calling  the  people  con¬ 
cerned  with  the  conflict  of  interest  case  to  a  luncheon  meeting.  He  also 
agreed  to  the  formation  of  a  number  of  the  project  teams  recommended 
and  promised  immediate  action  on  such  items  as  the  new  corporate 
directory. 

The  °^ler  *wo  Panelists  continued  in  the  same  spirit  by  committing 
their  organizations  to  action  or  by  underlining  relevant  work  already  in 
progress.  Vincent  Matthews  announced  the  coordinating  project  team 
membership  and  explained  its  mandate  of  digesting  the  recommenda- 
tions  with  all  the  back  up  data  from  the  exercise  and  constructing  a 
composite  action  plan  for  submission  to  the  relevant  company  units.  A 
progress  report  from  the  coordinating  project  team  was  promised  to  the 
whole  top  management  group  before  1  June. 

cl°sin6  the  meeting  for  lunch,  Vince  Matthews  gave  the  group 
the  following  feedback  on  its  performance  in  the  exercise: 

What  more  could  a  consultant  ask  from  such  an  exercise  than  that 
change  has  already  begun.  From  what  I  have  observed  the  Ber¬ 
gen/Norco  group  is  well  on  its  way  not  only  to  do  the  right  things  but 
also  to  do  things  right 

How  was  the  performance  in  the  exercise?  The  quality  of  small 
group  work  was  excellent  Everyone  seemed  active  and  involved.  The 
groups  were  productive. 

The  quality  of  analysis  varied  from  group  to  group  but  overall 
coverage  was  wide-ranging  and  rather  deep  in  some  places.  One  is  left 
with  the  feeling,  however,  that  some  things  have  been  unsaid. 

The  work  in  the  plenary  session  was  rather  unproductive.  Many 
m  the  room  remained  passive.  Why?  Altogether  we  were  too  large  a 
group  for  this  kind  of  task  especially  given  the  geography  of  this  room 
where  each  individual  saw  more  backs  than  faces.  Last  evening  we 
tried  too  much.  Aside  from  the  difficulty  of  seeing  the  flip  chart  dis¬ 
plays,  we  attempted  to  comprehend  some  200  lines  of  data  without 
prior  preparation.  The  group  could  not  do  the  processing  quickly 
enough  nor  could  I  significantly  help  the  group  in  its  efforts.  Any 
outside  observer  would  comment  that  few  people  took  risks  during 
these  plenary  sessions.  I  would  not  consider  that  unusual  since  you 
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did  not  know  one  another  very  well  One  does  not  know  the  magni¬ 
tude  of  risk  one  is  taking  in  a  group  unless  familiarity  with  colleagues 
allows  a  prediction  of  their  likely  response.  Finally,  the  technology 
of  simultaneous  interpreta  tion  made  the  setting  overly  formal  Many 
people  had  to  use  second  or  third  languages  to  discuss  very  important 
matters.  In  those  circumstances,  you  are  to  be  congratulated  for  doing 
so  well 

For  myself,  I  am  frustrated  that  my  language  limitations  pre¬ 
vented  me  from  getting  as  fully  involved  in  the  exercise  as  is  my 
custom.  I  am  grateful,  however,  for  your  gracious  hospitality  and 
generous  cooperation. 

As  the  meeting  adjourned,  the  planning  director  leaned  over  to  Vince 
Matthews  and  asked:  “Do  such  groups  always  stay  on  the  surface?  I  do 
not  think  they  got  down  to  the  real  issues.  They  were  too  general  and 
philosophical.”  Vince  Matthews  started  to  respond  but  the  president  in¬ 
terrupted:  “How  did  the  panel  do?”  Vince  Matthews  had  only  time  to  say. 
“Couldn’t  have  been  better”  before  the  president  pumped  his  hand,  say¬ 
ing  “thanks,  and  good-bye!” 

Nils  Guren  came  up  with  apologies  for  not  having  formally  thanked 
Vince  Matthews  in  front  of  the  group.  He  expressed  his  own  thanks  and 
his  conviction  that  the  exercise  went  well.  There  was  little  time  to  talk 
further  since  Nils  had  to  prepare  for  his  own  presentation  after  lunch 
and  Vince  had  to  catch  a  plane  to  Paris.  They  parted  with  the  agreement 
to  sit  down  soon  and  analyze  the  experience. 

As  Vince  Matthews  took  the  taxi  to  the  airport,  he  tried  to  sort  out  his 
mixed  feelings.  The  performance  of  the  panel  was  immensely  better 
than  he  could  have  hoped  and  yet  he  had  to  grant  the  planning  director’s 
assertion  that  the  analysis  and  recommendations  were  somewhat  super¬ 
ficial  and  unresponsive  to  the  specific  mission  of  the  exercise.  Vince 
could  not  predict  very  well  the  outcome  of  the  coordinating  project  team 
nor  the  follow-up  of  headquarters  or  divisions.  He  wondered  if  the  exer¬ 
cise  could  not  have  been  better  designed,  or  more  radically,  if  something 
different  should  not  have  been  done  from  the  beginning  or  at  least  from 
the  point  at  which  the  character  of  the  top  management  meeting 
changed  with  the  addition  of  Norco. 

APPENDIX  A 

PRETEST  RESULTS  OF  THE  FORCE  FIELD  ANALYSIS  (HI  AND  H2 
ARE  HEADQUARTER’S  MANAGERS  AND  SI  AND  S2  ARE 
SUBSIDIARY’S  MANAGERS) 


External  Driving  Forces 

HI  Standardization  in  technical  specifications  in  today’s  Europe. 
HI  The  rhregt  from  large  multinational  companies  motivates 
smaller  ones  to  unite  and  “communicate.” 

HI  Development  in  the  field  of  transportation. 
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H2  The  rapid  and  good  traffic  connections  between  different  coun¬ 
tries  (flights). 

H2  The  telephone  connections  have  been  better  and  better  during 
last  two  to  three  years  (especially  Italy). 

H2  Development  of  dictating  machines  in  connection  with  phone 
calls. 

51  Automatic  telephone  network  in  Europe  equals  faster  contact 
today. 

52  Automatic  dialing  telephones  inside  some  part  of  group  area. 
S2  Generally  rising  level  of  English  language  knowledge  all  over  in 

Europe. 

S2  Transportation  improving,  air  freight  and  container  transporta- 
tion. 

S2  Lowering  customs  plus  passport  plus  barriers. 

S2  All  businessmen  are  reading  the  same  magazines  today. 

External  Restraining  Forces 

HI  Language  difficulties. 

HI  Lack  of  common  European  standard. 

HI  Lack  of  trained  “internationalists.” 

HI  Growing  isolationism  (problems  in  financing,  currency  transfer, 
etc.). 

H2  Geographic  distances. 

H2  Patriotism. 

H2  Different  technical  development. 

H2  Different  laws  in  different  countries. 

Internal  Driving  Forces 

HI  Basically  a  common  language  (in  Scandinavia). 

HI  Valuable  exchange  of  know-how. 

HI  Necessity  to  acquire  export  outlets  in  order  to  grow  to  a  level 
sufficient  for  survival. 

H2  Uniform  information  systems  in  different  functions  (budgeting, 
reporting,  etc.). 

H2  Personal  contacts. 

H2  Policy  group  meetings  (we  have  had  only  two). 

H2  Exchange  of  personnel  between  group  companies  especially  be¬ 
tween  Norway  and  other  countries. 

H2  Norwegian  employees  in  group  companies. 

SI  Willingness  to  solve  common  problems. 

51  Personal  ambition. 

52  Some  personal  contacts  are  forming. 

Internal  Restraining  Forces 

HI  Differences  in  standards. 

HI  Factory  almost  totally  Norwegian  speaking. 


Bergen  Metalfabrik  A/S  /  Case  687 


HI  Nationalistic  pride. 

HI  Lack  of  skill  in  operating  in  present  scale. 

H2  Lack  of  knowledge  of  group  companies.  We  are  not  information 
minded. 

H2  Bad  knowledge  of  main  languages. 

H2  Lack  of  knowledge  about  organization  (who  is  who). 

H2  Low  educational  level  in  some  of  local  companies. 

H2  There  does  not  exist  any  internal  education  within  the  corpora¬ 
tion. 

H2  Nonhuman  climate,  especially  in  Norway. 

SI  Language  barrier.  English  supposed  to  be  the  official  language 
which  is  “foreign”  to  everyone.  From  the  international  point  of 
view,  still  the  best  choice.  Terminology  has  to  be  straightened 

out.  .  .  . . 

SI  Lack  of  knowledge  of  the  other  end  of  the  communication  line. 
More  personal  contact  wanted.  By  the  same  token,  better  infor¬ 
mation  regarding  systems  and  organization  wanted. 

SI  National  feelings  among  employees  might  affect  the  communi¬ 
cation  negatively.  The  multinational  idea  not  always  accepted. 
The  feeling  of  the  multinational  group  does  not  really  exist  at  the 
headquarters  either. 

51  Starting  up  of  new  projects  is  often  formed  via  questionnaires 
which  do  not  have  the  full  explanation  of  background  and  aim 
of  the  project.  First  reaction:  negative. 

52  Lack  of  personal  contacts  between  headquarters  and  subsidiar¬ 
ies. 

S2  Not  very  often  given  “why’s”  for  different  policies. 

S2  The  need  to  sell  a  product  which  you  do  not  know  fully  and  are 
not  able  to  believe  in  fully. 

S2  Difficult  to  give  promises  when  others  are  depending  on  you. 

S2  Organization  divided  into  profit  centers,  therefore  corporate 
views  are  forgotten  now  and  then. 

S2  Language  barrier:  Norwegian  language. 

S2  Poor  planning:  we  are  not  accustomed  to  function  as  a  whole 
plans  have  to  be  made  upon  loose  promises  .  .  .  lack  of  education 
and  experience. 

S2  Over-emphasis  upon  economics  and  forgetting  all  other  things 
results  are  demanded  without  giving  needed  resources, 
facilities  etc. 

S2  Long  line  and  many  links  between  the  factory  and  customer  and 
much  buck-passing. 

S2  Bias  of  wanting  all  solutions  used  within  corporation  to  be  of 
Norwegian  origin. 

S2  Exaggerated  fright  to  tell  things  when  they  are  negative .  .  .lack 

of  correct  information  .  .  .  lack  of  feedback,  planning,  and  time 
table. 
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Selected  Readings 


From 

PROCESS  CONSULTATION:  ITS  ROLE  IN 
ORGANIZATION  DEVELOPMENT* 

By  Edgar  H.  Scheir>\ 


INTRODUCTION 

This  book  is  about  a  special  kind  of  consultation  which  I  am  milling  Pw* 
Gonsu/tatfon  (P-C)-what  it  is,  and  what  role  it  plays  in  organizational  dnvelapmr 

*  *  *  *  * 

Process  consultation, .  .  .  involves  the  manager  and  the  consultant  tn  a  j m* 
of  joint  diagnosis.  The  process  consultant  is  willing  to  cornu  into  an  orgarezatu 
without  a  clear  mission  or  clear  need,  because  of  an  underlying  assumption  w 
most  organizations  could  probably  be  more  effective  than  they  am  if  th*>y  ;;ut 
identify  what  processes  (work  flow,  interpersonal  relations,  communications,  it* 
group  relations,  etc.)  need  improvement.  A  closely  related  assumption  is  that  i 
organizational  form  is  perfect,  that  every  organizational  form  tuts  strength'*  *ti 
weaknesses.  The  process  consultant  would  urge  any  manager  with  whom  he 
working  not  to  leap  into  an  action  program,  particularly  if  it  involves  any  kmij 
changes  in  organizational  structure,  until  the  organization  itself  h a%  done  a  the 

structure9*108'8  ^  assessment  of  the  8treng<bs  and  weaknesses  of  the  pmsei 

The  importance  of  joint  diagnosis  derives  from  the  fact  that  the  consultant  ,si 
JacttonwouiT^f  at^0“tthe  organization  to  really  know  what  a  better  cun 

traSlnc  b<  l0r  xhtiX  Part,cu,ar  group  of  people  with  their  p.nucMv  v»t«  i 
traditions,  styles  and  personalities.  However,  the  consultant  can  help  the 

to  become  a  sufficiently  good  diagnostician  himsolf,  and  can  provide  e-i  se 

another^assumotion'6  ^  SO'V0  th®  prob,orrK  rh,!i  *<»»*  high  ,;, hi 

solved  more  effectively  if 

on  the^ctua^concreteprobtem  h1'mself!)lem"SOlVin9  Sk'HH  ^  h"  s,w‘>W  ™ 


Addison*Wesley,CRead'ing^MaM^Exc^pts^rom f*  n>u,tu'n  t  1#.J 

Technology,  ”  iS  *  Professor  of  Industrial  Psychology  m  Thr  Maw.u  hn%ru>*  « 
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Process  consultation  .  .  .  focuses  on  joint  diagnosis  and  the  passing  on  to  the 
client  of  diagnostic  skills.  The  consultant  may  recognize  early  in  his  work  what 
some  of  the  problems  are  in  the  organization  and  how  they  might  be  solved.  He 
does  not  advance  them  prematurely,  however,  for  two  reasons.  One,  he  may  be 
wrong  and  may  damage  his  relationship  with  the  client  by  a  hasty  diagnosis  which 
turns  out  to  be  wrong.  Two,  he  recognizes  that  even  if  he  is  right,  the  client  is  likely 
to  be  defensive,  to  not  listen  to  the  diagnosis,  to  misunderstand  what  the  consult¬ 
ant  is  saying,  and  to  argue  with  it. 

It  is  a  key  assumption  underlying  P-C  that  the  client  must  learn  to  see  the 
problem  himself,  to  share  in  the  diagnosis,  and  to  be  actively  involved  in  generat¬ 
ing  a  remedy.  The  process  consultant  may  play  a  key  role  in  helping  to  sharpen 
the  diagnosis  and  in  providing  alternative  remedies  which  may  not  have  occurred 
to  the  client.  But  he  encourages  the  client  to  make  the  ultimate  decision  as  to  what 
remedy  to  apply.  Again,  the  consultant  does  this  on  the  assumption  that  if  he 
teaches  the  client  to  diagnose  and  remedy  situations,  problems  will  be  solved 
more  permanently  and  the  client  will  be  able  to  solve  new  problems  as  they  arise. 

It  should  be  emphasized  that  the  process  consultant  may  or  may  not  be  expert 
in  solving  the  particular  problem  which  is  uncovered.  The  important  point  in  P-C 
is  that  such  expertise  is  less  relevant  than  are  the  skills  of  involving  the  client  in 
self-diagnosis  and  helping  him  to  find  a  remedy  which  fits  his  particular  situation 
and  his  unique  set  of  needs.  The  process  consultant  must  be  an  expert  in  how 
to  diagnose  and  how  to  develop  a  helping  relationship.  He  does  not  need  to  be 
an  expert  on  production,  marketing,  finance,  and  the  like.  .  .  . 

P-C  is  a  set  of  activities  on  the  part  of  the  consultant  which  help  the  client  to 

perceive,  understand,  and  act  upon  process  events  which  occur  in  the  client’s 

environment. 

The  process  consultant  seeks  to  give  the  client  “insight”  into  what  is  going  on 
around  him,  within  him,  and  between  him  and  other  people.  The  events  to  be 
observed  and  learned  from  are  primarily  the  various  human  actions  which  occur 
in  the  normal  flow  of  work,  in  the  conduct  of  meetings,  and  in  formal  or  informal 
encounters  between  members  of  the  organization.  Of  particular  relevance  are  the 
client’s  own  actions  and  their  impact  on  other  people. 

It  should  be  noted  that  this  definition  brings  in  several  new  concepts  and 
assumptions,  relating  in  general  to  what  one  looks  for  in  making  one’s  diagnosis. 
The  important  elements  to  study  in  an  organization  are  the  human  processes 
which  occur.  A  good  diagnosis  of  an  organizational  problem  may  go  beyond  an 
analysis  of  such  processes  but  it  cannot  afford  to  ignore  them.  By  implication,  the 
process  consultant  is  primarily  an  expert  on  processes  at  the  individual,  interper¬ 
sonal,  and  intergroup  levels.  His  expertise  may  go  beyond  these  areas,  but  it  must 
at  the  minimum  include  them.  Improvement  in  organizational  effectiveness  will 
occur  through  effective  problem  finding  in  the  human  process  area,  which  in  turn 
will  depend  upon  the  ability  of  managers  to  learn  diagnostic  skills  through  exposure 

I  am  not  contending  that  focusing  on  human  processes  is  the  only  path  to 
increasing  organizational  effectiveness.  Obviously  there  is  room  in  most  organiza¬ 
tions  for  improved  production,  financial,  marketing,  and  other  processes.  I  am 
arguing,  however,  that  the  various  functions  which  make  up  an  organization  are 
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always  mediated  by  the  interactions  of  people,  so  that  the  organization  can  never 
escape  its  human  process.  ...  As  long  as  organizations  are  networks  of  people, 
there  will  be  processes  occurring  between  them.  Therefore,  it  is  obvious  that  the 
better  understood  and  better  diagnosed  these  processes  are, ‘the  greater  will  be 
the  chances  of  finding  solutions  to  technical  problems  which  will  be  accepted  and 
used  by  the  members  of  the  organization. 


From 

AN  ORGANIZATION  DEVELOPMENT 
APPROACH  TO  CONSULTING* 

By  David  A.  Kolb  and  Alan  L.  Frohman\ 


The  model  for  planned  change  presented  below  will  be  most  appropriate  if  the 
consultant’s  interventions  in  the  client  system  are  placed  in  the  context  of  a  total 
organizational  development  program.  Here,  organizational  development  refers  not 
to  the  content  of  the  consultant  intervention  but  to  the  manner  in  which  it  is  carried 
out.  More  specifically,  an  intervention  is  an  organizational  development  interven¬ 
tion  if: 

1.  It  is  not  undertaken  as  an  isolated  event  but  rather  with  consideration  for 
its  impact  on  the  organization  as  a  total  system.  That  is,  it  is  part  of  a  total  plan 
for  organization  improvement1 

2.  It  is  directed  not  only  at  solving  the  organization’s  immediate  problem  but 
also  at  improving  the  organization’s  ability  to  anticipate  and  solve  similar  problems. 
The  result  is  an  increase  in  the  ecological  wisdom  of  the  organization  through 
improvement  of  its  ability  to  survive  and  grow  in  its  environment 

While  there  may  be  some  consulting  relationships  for  which  this  organizational 
development  approach  is  not  appropriate,  it  is  our  observation  that  much  of  the 
dissatisfaction  with  consulting  interventions  arises  from  a  failure  to  deal  with  these 
two  issues. 


Model  for  Planned  Change 


The  model  focuses  on  two  central  issues  which  are  highly  interrelated.  One 
concerns  the  relationship  between  client  and  consultant.  To  whom  in  the  client 

. ,  *  ^r°?1  0rSanizati°nal  Development  Approach  to  Consulting”  by  David  A.  Kolb  and 
Alan  L.  Frohman,  Sloan  Management  Review,  pp.  51-64.  ©  1970  by  the  Industrial  Manage- 
ment  Review  Association;  all  rights  reserved.  S 

t  Dr.  Kolb  is  Professor  of  Industrial  Psychology  and  Management  at  The  Massachusetts 
institute  of  Technology.  Dr.  Frohman  is  a  consultant  with  Pugh-Roberts,  Associates. 

W«WCiqfiQdn°mn”nZa^”  ^dop-ment:  Strategies  and  Models.  Reading,  Mass.,  Addison- 
Wesley,  1969  p.  100  Beckhard  defines  organization  development  as  “an  effort  (1)  planned, 

nes/%? ST  '  wi3)  r^ianaSed  from  the  top,  to  (4)  increase  organization  effective- 
ness  and  health  through  (5)  planned  interventions  in  the  organization’s  ‘processed  using 
behavioral-science  knowledge.”  v  ® 
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organization  does  the  consultant  relate?  Who  influences  whom?  How  open  will 
the  client  and  the  consultant  be  with  each  other?  The  second  concerns  the  nature 
of  the  work.  How  is  the  problem  defined?  What  solutions  are  considered?  It  is 
typically  the  second  issue  that  receives  the  most  attention  from  consultants  even 
though  relationship  factors  also  strongly  affect  the  course  and  outcome  of  consult¬ 
ing  work.  These  two  issues  can  be  considered  within  the  framework  of  a  dynamic, 
seven-stage  model  of  the  planned  change  process:  scouting,  entry,  diagnosis, 
planning,  action,  evaluation,  and  termination  (see  Figure  1).  These  stages  are  by 

FIGURE  1 

Process  of  Planned  Change 


no  means  clear  cut  in  practice.  They  may  occur  sequentially  or  simultaneously. 
However,  the  articulation  of  each  stage  provides  a  convenient  way  for  the  consul¬ 
tant  to  conceptualize  and  recognize  the  stages  in  his  practice. 

In  the  figure,  the  arrows  connecting  the  stages  illustrate  the  general  develop- 
mental  nature  of  the  model.  The  first  feedback  loop,  from  planning  to  entry,  defines 
the  need  for  continuing  renegotiation  with  the  client  in  the  light  of  diagnosis  and 
planning  activities.  The  second  loop,  from  evaluation  to  planning,  defines  the  need 
for  using  the  evaluations  of  previous  actions  to  modify  planning  activities.  The 


692  The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 


central  issues  in  the  consulting  process  and  their  implications  are  summarized 
below  for  each  stage  in  the  change  process.  Successful  intervention  in  the  client 
system  and  implementation  of  change  is  directly  related  to  the  successful  resolu¬ 
tion  of  these  issues. 

Scouting.  In  the  scouting  phase,  neither  the  client  nor  the  consultant  has 
committed  himself  to  working  with  the  other.  Each  is  free  to  explore  the  potential 
relationship  in  order  to  obtain  some  preliminary  data  about  the  other.  The  client 
system  is  searching  for  resources  and  solutions  to  its  problems.  An  invitation  to 
a  consultant  to  work  with  the  client  is  based  on  the  client’s  perception  that  the 
consultant  can  help  in  some  way. 

The  consultant  is  also  scouting  his  own  interests,  values,  and  priorities  in  order 
to  decide  whether  this  client  system  is  one  with  which  he  wants  to  work.  Often 
the  first  scouting  goal  is  to  answer  the  question:  What  about  their  perception  of 
the  problem  and  myself  led  them  to  contact  me?  An  investigation  of  the  client’s 
actions  prior  to  calling  the  consultant  can  be  helpful  here.  .  .  . 

In  making  his  decision,  the  consultant  may  want  to  look  at  the  following  charac¬ 
teristics  of  the  client  system:  (1)  major  resources,  (2)  major  limitations,  (3)  impor¬ 
tant  social  and  cultural  norms  and  values,  (4)  major  subsystems  within  the  overall 
system  (departments,  divisions,  subsidiaries),  (5)  gross  interrelationships  among 
major  subsystems,  (6)  attitudes  toward  change,  authority,  outsiders,  (7)  relation¬ 
ship  between  client  system  and  other  systems  in  its  environment  (competitors, 
neighbors,  regulating  agencies),  and  (8)  motivation  of  the  client  system  to  improve 
itself.  In  assessing  these  characteristics  there  is,  of  course,  some  danger  of  stereo¬ 
typing  the  client  as  a  result  of  insufficient  evidence.  Detailed  assessment  in  most 
cases  will  have  to  wait  until  the  diagnosis  stage. 

The  most  important  result  of  this  preliminary  assessment  is  the  choice  of  a 
formal  entry  point  in  the  client  system.  In  choosing  an  appropriate  one,  the  interre¬ 
lationships  among  the  various  units  of  the  system  are  especially  important.  The 
acceptance  and  implementation  of  change  most  often  requires  that  the  recognized 
power  structure  of  the  system  be  used  to  establish  the  change.  If  one’s  initial 
contacts  are  with  the  deviant  members  of  the  organization,  they  may  be  very  willing 
to  accept  a  change  for  the  system.  But  they  are  also  likely  to  have  little  influence 
with  the  established  authorities  in  the  system. 

*  *  *  *  * 

Entry.  Once  the  entry  point  has  been  selected,  the  consultant  and  the  client 
system,  through  the  entry  representative,  begin  to  negotiate  a  contract.  In  its  use 
here,  the  word  “contract”  implies  more  than  a  legal  document  agreed  upon  at  the 
outset  of  the  project.2  The  contract  will  define  if  and  how  the  succeeding  stages 
of  the  planned  change  process  will  be  carried  out.  The  emphasis  is  on  a  continuing 
process  of  sharing  the  expectations  of  the  consultant  and  the  client  system  and 
agreeing  on  the  contributions  to  be  made  by  both  parties.  Mark  Frohman  has  listed 
10  areas  in  which  agreement  over  expectations  is  important  in  order  to  develop 
an  effective  working  relationship.3  (1)  the  consultant’s  and  the  client’s  goals  for 
the  project,  (2)  broad  definition  of  the  problem  (to  be  redefined  as  the  relationship 
progresses),  (3)  relationship  of  the  problem  to  the  overall  system,  (4)  client  re- 

1 E.  Schein,  Process  Consultation:  Its  Role  in  Organization  Development,  Reading  Mass 
Addison-Wesley,  1969. 

1 M.  Frohman,  “Conceptualizing  a  Helping  Relationship,”  Ann  Arbor,  Institute  for  Social 
Research  Center  for  Research  on  Utilization  of  Scientific  Knowledge,  1968  (mimeo). 
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sources  and  abilities  applicable  to  the  problem,  (5)  consultant  resources  and 
abilities  applicable  to  the  problem,  (6)  broad  mode  of  approach  to  the  problem, 
(7)  nature  of  the  consultant/client  relationship,  (8)  expected  benefits  for  the  client, 
(9)  expect  benefits  for  the  consultant,  and  (1 0)  ability  of  one  party  to  influence  the 
other. 

Perhaps  the  most  important  issue  in  the  negotiation  process  is  power  gaining 
the  influence  necessary  to  work  effectively  in  the  client  system.  The  four  primary 
sources  of  power  are:  (1)  legitimately  constituted  authority  in  the  system,  (2)  expert 
power  (the  prestige  of  the  consultant  or  the  compelling  logic  of  a  solution,  for 
example),  (3)  coercive  power,  and  (4)  trust-based  power  (the  informal  influence 
that  flows  from  collaborative  problem  definition  and  solution).  While  in  most  cases 
all  four  types  of  power  are  used,  trust-based  power  is  particularly  critical  to  the 
success  of  those  planned  change  efforts  where  the  system’s  formal  power  struc¬ 
ture  is  the  cause  of  the  problem  to  be  solved. 

***** 

As  the  planned  change  process  progresses  and  new  information  is  gathered, 
it  may  be  necessary  to  renegotiate  the  contract  (see  Figure  1).  For  example,  the 
nature  of  the  problem  may  change,  the  resources  needed  for  its  solution  may 
increase  or  decrease,  the  consultant’s  particular  expertise  may  become  more  or 
less  relevant  to  the  client  system.  As  the  diagnosis  and  planning  stages  proceed, 
the  entry  point  into  the  client  system  may  have  to  shift  or  expand  to  include  those 
parts  of  the  system  which  are  affected  by  and/or  responsible  for  the  problem. 

Diagnosis .  The  diagnostic  phase  focuses  on  four  elements:  the  client’s  felt 
problem,  the  client’s  goals,  the  client’s  resources,  and  the  consultant’s  resources. 
Starting  the  diagnosis  with  the  client’s  felt  problem  means  something  more  than 
simply  copying  his  words.  It  involves  appreciating  the  client  system  s  culture  and 
language,  seeiang  events  the  way  the  client  see  them.  This  empathy  on  the  part 
of  the  consultant  facilitates  his  ability  to  meet  the  client  s  needs  and  insures  the 
client’s  involvement  in  the  diagnostic  process. 

The  first  step  in  defining  the  specific  problem  to  be  attacked  is  to  identify  the 
subpart(s)  of  the  system  where  the  problem  is  located  and  the  interrelationships 
between  the  subpart  and  the  other  parts  of  the  system.  This  is  necessary  in  order 
to  anticipate  the  effect  of  a  change  in  one  part  of  the  system  on  other  aspects 
of  the  system’s  functioning.  If  more  and/or  different  problems  are  identified  as  the 
diagnosis  progresses,  the  client  and  consultant  can  assign  priorities  and  focus 
attention  on  the  most  important  problem  or  the  problem  which  must  be  solved 

before  other  problems  can  be  attacked. 

The  second  step  is  to  define  the  goals  of  the  client  system.  What  is  the  desired 
state  toward  which  the  client  is  striving?  If  goals  are  operationally  defined,  they 
can  give  direction  to  a  meaningful,  lasting  solution  of  the  problem  and  can  place 
the  problem  in  the  context  of  the  organization’s  total  development. 

The  third  and  fourth  elements  assessed  in  the  diagnostic  processes  are  the 
client’s  and  the  consultant’s  resources  for  improving  the  situation.  One  particularly 
important  variable  to  consider  is  motivation  and  readiness  for  change  on  the  part 
of  both  the  client  system  and  the  consultant.  Is  the  client  system  really  committed 
to  solution  of  the  problem?  Are  the  key  individuals  responsible  for  implementing 
the  change  committed?  What  are  the  consultant’s  motives—prestige,  genuine 
desire  to  help,  scientific  experimentation?  The  consultant  should  look  especially 
for  resources  internal  to  the  client  system  which  can  be  developed  and  utilized 
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the  client  to"  insure'thatdtoolsiYs8  ^  cflange  should  proceed  cooperatively  with 
understand tZ  and  t 10  his  needs'  and  <»“*  *  - 

i°uTrneSd?ns  of 

addressed.  The  six  organizational  subsystems^' ™  *0  "hlCh  ^  'ntervention  is 

1 .  The  People  Subsystem  ... 

***** 

2.  The  Authority  Subsystem  . 

***** 

3.  The  Information  Subsystem 

***** 

4.  The  Task  Subsystem 

***** 

5.  The  Policy/Culture  Subsystem 

*  *  *  * 

6.  The  Environmental  Subsystem  ... 

bined to  formal  six  organizational  subsystems  can  be  com- 
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be  traced  to  unresolved  issues  in  tho  mh10^  y'  Hitches  or  problems  can  usually 
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they  can  become  useful  ■■cn'dca,  IncfdS  ,c  1^27^  SS^Ef 

*  *  *  ifc 
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Evaluation .  The  tradition  in  the  scientific  evaluation  of  change  projects  has 
been  to  separate  the  evaluation  phase  from  the  action  phase.  To  insure  unbiased 
results,  an  independent  researcher  is  often  hired  to  evaluate  the  change  efforts. 
While  this  approach  has  some  benefit  from  the  standpoint  of  scientific  objectivity, 
it  has  some  cost  in  terms  of  the  effective  implementation  of  change.  It  should  be 
clear  from  our  model  that  we  see  the  evaluation  phase  as  an  integrated  part  of 
the  change  process. 

*  *  *  *  * 

To  decrease  the  dependency  on  the  consultant  and  develop  within  the  client 
system  the  ability  to  use  the  information  generated  for  self-analysis,  the  client 
should  monitor  the  progress  of  the  action  phase  and  evaluate  the  data  himself. 
The  results  of  the  evaluation  stage  determine  whether  the  change  project  moves 
to  the  termination  stage  or  returns  to  the  planning  stage  for  further  action  planning 
and  perhaps  to  the  entry  stage  for  further  contract  negotiation  with  the  client. 

Termination .  The  consultant-client  relationship  is  by  definition  temporary.  Yet 
most  consulting  relationships  are  conceived  to  bring  about  some  permanent  or 
far-reaching  improvement  in  the  client  system’s  functioning.  The  issue  of  termina¬ 
tion  must  therefore  be  given  attention  throughout  the  relationship.  In  the  initial 
entry  contract,  the  conditions  of  termination  should  be  discussed  and  a  tentative 
agreement  reached.  These  conditions  should  be  continually  open  for  renegotiation 
and  become  clearer  as  the  relationship  progresses. 

***** 


On  the  Developmental  Nature  of  the  Consulting  Process 

In  closing,  we  would  like  to  share  some  of  our  speculations  about  the  develop¬ 
mental  regularity  of  the  seven  stages  outlined  above.  Following  Erikson’s  child 
developmental  model,4  Figure  2  depicts  a  developmental  matrix.  The  vertical  axis 
defines  the  seven  stages  of  the  consulting  processs  in  developmental  order;  the 
horizontal  axis  designates  the  actual  behavior  of  the  consultant.  The  white  boxes 
represent  the  “normal”  developmental  path  of  a  consulting  relationship  as  out¬ 
lined  in  the  paper.  On  this  path,  the  consultant  resolves  the  issues  of  the  scouting 
stage  before  proceeding  to  the  issues  of  the  entry  stage;  he  then  resolves  these 
issues  before  confronting  diagnosis  issues,  and  so  on. 

Horizontal  movement  in  the  matrix  represents  a  fixation  a  failure  to  resolve 
the  issues  of  one  stage  before  proceeding  to  the  next.  The  consultant  represented 
by  arrow  1,  for  example,  has  not  resolved  the  scouting  issue  of  selecting  an 
appropriate  entry  point.  Thus,  he  is  forced  in  the  entry  stage  to  continue  his  search 
for  a  point  of  entry  under  the  pretext  of  negotiating  a  contract.  Vertical  movement 
in  the  matrix  represents  arrested  development— a  failure  to  confront  the  issues 
of  the  next  stage.  Consultant  2,  for  example,  may  see  an  entry  point,  but  for  some 
reason  he  is  reluctant  to  press  forward  toward  a  contract  with  the  client.  Perhaps 
the  most  common  case  of  arrested  development  occurs  in  the  action-evaluation 
stages  (consultant  2’).  In  this  case,  the  consultant,  for  a  complex  set  of  reasons, 
cannot  bring  himself  to  evaluate  his  actions  and  so  continues  these  actions  with 
his  client 


♦  See  E.  Erikson,  Childhood  and  Society.  New  York,  Norton,  1950. 
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FIGURE  2 
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19.  SHOE  CORPORATION 
OF  ILLINOIS 


Case  Introduction 


SYNOPSIS 

The  Shoe  Corporation  of'  Illinois  (SCI)  is  a  small  shoe  manufacturing 
firm  which  specioli/es  in  low-priced  shoes  that  are  copied  from  leading 
fashion  designers  of  New  York  and  Europe.  Its  flexibility  gives  it  a  com¬ 
petitive  advantage  over  larger  producers  in  the  shoe  industry  and  ena¬ 
bles  S.C  1.  to  fill  a  niehe  in  the  industry.  However,  its  flexibility  also  gives 
rise  to  problems  of  integration  between  production,  sales,  and  design. 
The  introduction  of  new  models  requires  special  handling  and  is  disrup¬ 
tive  for  production.  This  results  in  some  problems  between  the  styling 
manager  and  production.  New  styles  also  require  special  practices  on  the 
part  of  salesmen  who  have  established  informal  integrative  practices 
with  Freeman,  the  statistician,  to  process  new  orders,  these  informal 
arrangements  deviate  from  formal  company  procedures.  Flynn,  theS.C.I. 
designer,  recommended  that  S.C’.I.  introduce  original  designs  but  this 
recommendation  was  disapproved  by  the  president.  Flynn  persisted  in 
his  idea  and  has  worked  secretly  with  Freeman  to  introduce  two  original 
models  which  yielded  very  different  results. 

WHY  THIS  CASE  IS  INCLUDED 

This  case  provides  an  opportunity  to  analyze  two  problems  frequently 
facing  organizations;  tin*  problem  of  integration  and  the  problem  ol 
motivation  as  it  relates  to  broader  questions  of  corporate  policy.  Firms 
operating  in  a  turbulent  environment  must  be  highly  flexible  if  they  are 
to  survive  Such  flexibility  presents  problems  of  Integration  winch  are 
manifested  m  numerous  technical  problems  as  well  as  the  human  prob¬ 
lems  of  organizational  conflict.  The  latter  type  of  problems  bring  into 
focus  a  number  of  structural  alternatives  which  an  organizational  policy 
maker  can  consider. 
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tunity  forlndivT/uaTgrowtMf  SidullT  '°  &n  °P% 

vated.  This  case  can  b  Tm  L  ,,  are  t0  remain  highly  m>' 

growth  can  have  far  reaching  imnr  ustrate  that  Questions  of  individJ* 
cially  for  marketing  nohrv  ^  ^Catl0nsifor  corporate  policy  and  es>^ 
policy  can  involve  a  reauiremeni  f  6  be.re‘  ^  change  in  marketk^' 
investments,  long-range  commitment ln.organizational  structu^ 
rate  identity.  These  issues  set  tn  th  i,  ’  and  altlmate  Questions  of  corj^' 
be  carefully  considered 

Diagnostic  and  Predictive  Questions 

structur^woul^you^saTts^Dres^  cas®’  wbat  kind  of  mark^ 

CXPaT 04rmS  ^  ^  * 

12^162^4^3,18^99 

additional  information  on  market  struite  7lshlnS 

Co^£S^ci!K!fp.  undercut  the  prices  of  the  Shoe 
bly  have  to  do  to  beco me^onu^H*^6  Sh°eS?  What  WOuld  S'C  L  Proba- 
Note:  This  question  ^  a  °^P  VS  °n  these  Product  bnes? 

that  Shoe  C^ZonSm^Zti  olo^Z  ^  Imagine 
machinery  which  produces  12  nnnno^  f  ,.0  mvested  ln  certain  shoe 
ery  depreciates  $62,500  per  year  untilh  wel™68  \yeaX‘ This  machin- 
is  the  fixed  cost  per  unit  o/sho^w  4  °Ut  m  ten  years-  what 

company  sells  500  000  r»c»  *  j  ow  suPP°se  that  a  much  larger 

which  XT  $I5’000’000  “ 

500,000.  Wha.  is  the  ted  “  «■- 

cise  appliSSontf^  and  pre’ 

ward  Planning,  Richard  D  TV  win  t  mv^  decision  Making  and  For- 
242-48,  202-12  m’ InC”  Homawood,  Illinois,  1959,  pp. 

corporation  has  refad ve  tomhelfirms in ^h S°T advantage a Particular 
seeks  to  identify  itself  in  a  nichn  h  a the  lndustry.  Sometimes  a  firm 

which  can  serve  as  “torfXJaSonftataTe  Uni?Ue  advaMae» 

Its  competitors.  Alternatively  a  !  firm  enjoys  more  than 

which  is  more  broadly  baseddnem?  develop  competitive  strength 

schemes.  What  approaches  seem  to  ‘ SCaIe  °r  diversification 

Evaluate  the 

with  the  structure  of  the  induct™  j  CI'  based  upon  its  compatibility 
Read: 

Corporate  Strategy.”  wive,  iiues,  How  to  Evaluate 
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4.  Marketing  strategy  is  an  important  policy  area  for  many  business 
organizations.  What  is  the  basis  of  the  marketing  strategy  used  by  S.C.I.? 
Does  the  introduction  of  original  designs  by  Mr.  Flynn  suggest  any  major 
changes  in  that  market  policy? 

Read:  Pessemier,  New  Product  Decisions,  pp.  8-10.  *Beckman  and 
Davidson,  Marketing ,  pp.  689-91.  (For  those  who  want  a  more 
thorough  discussion  consult  Alfred  R.  Oxenfeldt,  Executive 
Action  in  Marketing,  Wadsworth  Publishing  Company,  Inc., 
1966,  pp.  332-339.  Not  included  in  this  volume.) 

5.  Total  production  costs  can  be  decreased  up  to  a  point  by  increasing 
the  quantity  of  a  product  produced  per  production  run.  Such  a  procedure 
reduces  the  scheduling  changes  and  influences  the  costs  of  the  inventory 
system  because  lot  size  is  directly  related  to  setup  costs  per  unit  produced. 
What  would  be  the  likely  effect  on  total  inventory  costs  of  minimizing 
production  costs  through  using  “optimum”  production  quantities? 

Note:  Optimum  production  quantities  means  roughly  “just  the  right 
quantity  of  output,”  taking  into  account  various  factors  which  cause 
the  cost  of  a  pair  of  shoes  to  increase.  There  are  many  such  factors, 
such  as  handling  and  storage  costs,  capital  cost  of  shoes  standing  in 
inventory,  and  costs  that  depend  on  the  lot  size  of  an  item  produced 
the  setup  costs.  These  include  clerical  cost  of  preparing  these  cus¬ 
tomer  orders  and  converting  them  to  production  schedules,  down  time 
of  machines  while  changing  from  one  style  to  another,  and  so  on.  For 
some  aid  in  answering  this  question,  see  Elwood  Buffa,  Modern  Pro¬ 
duction  Management,  pp.  442-43,  450-51,  471  (in  this  volume),  or 
“Basic  Inventory  Models,”  by  the  same  author  in  his  Production- 
Inventory  Systems:  Planning  and  Control,  Richard  D.  Irwin,  Inc., 
Homewood,  Illinois,  1968,  pp.  49-58. 

6.  In  addition  to  inventory  costs  being  inversely  related  to  total  setup 
costs  of  production,  sales  revenue  might  be  similarly  related  to  produc¬ 
tion  costs.  What  is  the  likely  effect  of  the  special  treatment  afforded  “pilot 
runs”  on  production  costs?  What  is  the  likely  effect  of  this  special  han¬ 
dling  on  sales  revenue? 

Read:  Rapoport  and  Drews,  “Mathematical  Approach  to  Long  Range 
Planning.” 

7.  Bureaucracies  are  often  characterized  by  a  high  reliance  on  rules, 
written  procedures,  precise  job  descriptions,  and  an  organizational  hier¬ 
archy.  It  is  sometimes  argued  that  these  characteristics  encourage  effi¬ 
ciency  at  the  expense  of  innovation  and  flexibility.  Would  you  classify 
S.C.I.  as  a  bureaucracy?  Why  do  you  think  Ferguson  is  insisting  that 
salesmen  send  new  orders  to  him  instead  of  to  Freeman? 

Read:  Thompson,  Modern  Organizations,  pp.  4-6,  12-13,  19-21, 
63-65,  77-78.  Merton,  “Bureaucratic  Structure  and  Personal¬ 
ity.” 

8.  What  are  the  possible  explanations  for  Flynn’s  recommendation 
and  subsequent  action  to  promote  shoes  designed  by  S.C.I.?  What  might 
explain  Freeman’s  cooperation  with  Flynn  and  Freeman’s  special  inter¬ 
est  in  new  designs?  Is  there  any  conflict  between  the  motivational  factors 
influencing  these  two  men  and  the  broader  interests  of  S.C.I.? 

Read:  Maslow,  Motivation  and  Personality,  pp.  8.0-94.  Argyris,  Per- 
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sonality  and  Organization,  pp.  27-31,  33  51,  (it.  t»7,  77  ^ 

m-4, 123-25, 130, 137-39, 150, 153-55,  157.  Cldl.  mum,  Motm 
firm  and  Productivity ,  pp.  108-18. 

9  What  do  you  think  is  the  cause  of  the  problems  botwtvn  Hawso 
and  Robb  ns’  Are  the  causes  of  these  problems  different  torn  the* 
wWcS^id  in  problems  among  Ferguson,  Freeman,  and  the  Hal,, 

""Read-  Litterer  “Conflict  in  Organization:  A  He  Kxammat.un 
Seiler  “Diagnosing  Interdepartmental  Confiiet.”  *  I, aw  rent 


POLICY  QUESTIONS 

10  Assume  that  you  are  a  consultant  hired  by  Allison  to  review  a.t 
evaluate  SCI.  corporate  policy.  You  are  asked  to  specifically  look  i 
marketing  policy.  Write  a  letter  to  the  president  summarizing  the  advai 
tages  and  disadvantages  of  introducing  original  designs  anil  i  n  iiiiiiiM'ti 
the  marketing  policy  you  feel  is  most  appropriate 

Read:  See  readings  for  Questions  1  through  4  above, 

11  One  approach  to  avoid  some  of  the  adverse  effects  of  a  burr  u 
cratic  organization  is  through  the  use  of  partieipat  ive  management  1 
what  extent  does  S.C.I.  use  participative  management  *  What  are  eh 
effects  of  the  use  of  participative  management  on  theauthoritv  strut 

of  S.C.I.?  Is  this  causing  other  problems? 

Read:  McGregor,  The  Human  Side  of  Entrrprisr.  pp  121  U.  I.".1, 

12.  What  should  Allison  do  to  insure  that  his  managers  remain  httfhl 
motivated?  In  order  to  answer  this  question,  see  if  yon  can  use  path  «-*i 
analysis  to  outline  the  action  to  motivate  Flynn,  Ferguson,  f  reeman,  m 
Robbins. 

Read:  Readings  for  Questions  8  above.  *F,vans,  “header, hip 
Motivation:  A  Core  Concept.” 

13.  How  would  the  establishment  of  an  “integrator”  |K**Uum  m  tfi 
organization  structure  of  S.C.I.  help  solve  the  various  let  turn  a!  pr.,1 
lems?  How  might  it  solve  the  various  human  problems  * 

Read:  See  readings  for  Question  9  above. 

QUESTIONS  FOR  ORIGINAL  STUDENT  WORK 
IN  ANALYSIS  AND  POLICY 

14.  While  reflecting  on  case  facts,  what  additional  theories  from  pt 
education  give  you  insights  as  to  “what  is  going  on”  mSt‘1  '  V  .  w  h , 
might  be  predicted  to  happen  in  the  future? 

15.  Other  than  the  policy  questions  asked  by  the  authors,  wlut  jmi 
matic  ways  can  you  think  of  to  state  the  practical  problem,  go  i, 
executives  in  the  case? 
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Case  Text* 


Shoe  Corporation  of  Illinois  produces  a  line  of  women’s  shoes  that  sell 
in  the  lower-price  market,  for  $1 1.95  to  $13.95  per  pair.  Profits  averaged 
*25v-  to  301?  per  pair  ten  years  ago,  but,  according  to  the  president  and  the 
controller,  labor  and  materials  costs  have  risen  so  much  in  the  interven¬ 
ing  period  that  profits  today  average  only  15?  to  ‘20?  per  pair. 

Production  at  both  of  the  company’s  plants  totals  12,500  pairs  per  day. 
The  two  factories  art*  located  within  a  radius  of  60  miles  of  Chicago:  one 
at  Centerville,  winch  produces  4,500  pairs  per  day,  and  the  other  at  Mea- 
dowvale,  which  produces  8,000  pairs  per  day.  Company  headquarters  is 
located  in  a  building  adjacent  to  the  Centerville  plant. 

It  is  difficult  to  give  an  accurate  picture  of  the  number  of  items  in  the 
company's  product  line.  Shoes  change  in  style  perhaps  more  rapidly  than 
any  other  stvle  product,  including  garments.  This  is  so  chiefly  because 
it  is  possible  to  change  production  processes  quickly,  and  because  histori¬ 
cally.  each  company,  in  attempting  to  get  ahead  of  competitors,  gradu¬ 
ally  made  stvle  changes  ever  more  frequently.  At  present,  including  both 
major  and  minor  style  changes,  S.C.I.  offers  between  100  and  120  differ¬ 
ent  products  to  customers  each  year. 

A  partial  organisation  chart,  showing  the  departments  involved  in 
tins  case,  appears  in  Exhibit  1. 

COMPETITIVE  STRUCTURE  OF  THE  INDUSTRY 

Ver\  large  general  shot1  houses,  such  as  International  and  Brown, 
carry  a  line  of  ladies  shoes  and  are  able  to  undercut  prices  charged  by 
Shoe  Corporation  of  Illinois,  principally  because  of  the  policy  in  the  big 
companies  of  producing  large  numbers  of  “stable”  shoes,  such  as  the 
plain  pump  arid  the  loafer.  They  do  not  attempt  to  change  styles  as 
rapidly  us  their  smaller  competitors.  Thus,  without  constant  changes  in 
production  processes  and  sales  presentations,  they  are  able  to  keep  costs 

substantially  lower.  . 

Charles  E  Allison,  the  president  of  Shoe  Corporation  of  Illinois,  feels 
that  the  only  way  for  a  small  independent  company  to  be  competitive  is 
to  change  styles  frequently,  taking  advantage  of  the  flexibility  of  a  small 
organization  to  create  designs  that  appeal  to  customers.  Thus,  demand 
can  Ik1  created,  and  a  price  set  high  enough,  to  make  a  profit.  Allison, 
indiciderttallv,  appears  to  have  an  artistic  talent  in  styling,  and  a  record 
of  successful  judgments  in  approving  high-volume  styles  over  the  years. 

Regarding  Illinois*  differences  from  its  large  competitors,  Allison  says: 

*  ( ’e|»vriKht  1*1/  4  tty  Ch, tries  K.  Summer,  Nairn's  ami  pbues  have  been  clisiiuiswl. 
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EXHIBIT  1 

Partial  Organization  Chart  of  Shoe  Corporation  of  Illinois 


“You  see,  Brown  and  International  Shoe  Company  both  produce  hun¬ 
dreds  of  thousands  of  the  same  pair  of  shoes.  They  store  them  in  inven¬ 
tory  at  their  factories.  Their  customers,  the  large  wholesalers  and  retail¬ 
ers,  simply  know  their  line  and  send  in  orders.  They  do  not  have  to 
change  styles  nearly  as  often  as  we  do.  Sometimes  I  wish  we  could  do 
that,  too.  It  makes  for  a  much  more  stable  and  orderly  system.  There  is 
also  less  friction  between  people  inside  the  company.  The  salesmen  al¬ 
ways  know  what  they’re  selling,  the  production  people  know  what  is 
expected  of  them.  The  plant  personnel  are  not  shook  up  so  often  by 
someone  coming  in  one  morning  and  tampering  with  their  machine 
lines  or  their  schedules.  The  styling  people  are  not  shook  up  so  often  by 
the  plant  saying  ‘we  can’t  do  your  new  style  the  way  you  want  it’.” 
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MAJOR  STYLE  CHANGES 

The  decision  about  whether  to  put  a  certain  style  into  production 
requires  information  front  a  number  of  different  people.  Here  is  what 
typically  happens  in  the  company.  It  may  be  helpful  to  follow  the  organi¬ 
zation  chart  in  tracing  the  procedure. 

M.  T.  Lawson,  the  style  manager,  and  his  designer,  John  Flynn,  origi¬ 
nate  most  of  the  ideas  about  shape,  size  of  heel,  use  of  flat  sole  or  heels, 
and  findings  (the  term  used  for  ornaments  attached  to,  but  not  part  of, 
the  shoes  bows,  straps,  and  so  forth).  They  get  their  ideas  principally 
from  reading  style  and  trade  magazines  or  by  copying  a  top-flight  de¬ 
signer.  Lawson  corresponds  with  publications  and  friends  in  large  stores 
in  New  York,  Home,  and  Haris  in  order  to  obtain  by  air  mail  pictures  and 
samples  of  up-to-the-minute  style  innovations. 

When  Lawson  decides  on  a  design,  he  takes  a  sketch  to  Allison,  who 
either  approves  or  disapproves  it.  If  Allison  approves,  he  (Allison)'  then 
passes  the  sketch  on  to  Shipton,  the  sales  manager,  to  find  out  what  lasts 
(widths)  should  be  chosen.  Shipton,  in  turn,  simply  forwards  the  design 
to  Martin  Freeman,  a  statistician  in  the  sales  department,  who  maintains 
summary  information  on  customer  demand  for  colors  and  lasts. 

’l*o  compile  (his  information,  Freeman  visits  salesmen  twice  a  year  to 
get  their  opinions  on  the  colors  and  lasts  that  are  selling  best,  and  he 
keeps  records  of  shipments  by  color  and  by  last.  For  these  needs,  he 
simply  totals  data  that  is  sent  to  him  by  the  shipping  foreman  in  each 
of  the  two  plants. 

When  Freeman  has  decided  on  the  lasts  and  colors,  he  sends  Allison 
a  form  that  lists  the  colors  and  lasts  in  which  the  shoe  should  be  pro¬ 
duced,  Allison,  if  he  approves  this  list,  forwards  the  information  to  Law- 
son,  who  passes  it  on  to  Richards,  an  expert  pattern  maker.  Richards 
makes  a  paper  pattern  and  constructs  a  prototype  in  leather  and  paper, 
sends  this  to  Lawson,  who  in  turn  approves  or  disapproves  it.  He  for¬ 
wards  any  approved  prototype  to  Allison.  Allison,  if  he  too  approves, 
not  dies  Lawson,  who  takes  the  prototype  to  Haul  Robbins,  assistant  to  the 
superintendent  of  the  Centerville  plant.  Only  this  plant  produces  small 
qu;mttti«*s  of  new  or  experimental  shoe  styles.  Such  production  is  re¬ 
ferred  to  as  a  "pilot  run"  by  executives  at  the  plant. 

Hohhms  then  literally  carries  the  prototype  through  the  six  production 
departments  of  the  plant  from  cutting  to  finish- -discussing  it  with  each 
foreman,  who  in  turn  works  with  men  on  the  machines  in  having  a 
sample  lot  of  several  thousand  pairs  made. 

When  the  finished  lot  is  delivered  by  the  finishing  foreman  to  the 
shipping  foreman  (because  of  the  importance  of  styling,  Allison  has 
directed  that  each  foreman  personally  deliver  styling  goods  in  process 
to  the  foreman  of  the  next  department),  the  latter  holds  the  inventory  in 
storage  and  sends  one  pair  each  to  Allison  and  Lawson.  If  they  approve 
of  the  finished  product,  Allison  instructs  the  shipping  foreman  to  mail 
samples  to  each  of  the  company’s  '22  salesmen  throughout  the  country. 
Salesmen  have  instructions  to  take  the  samples  immediately  (within  one 
week )  to  at  least  ten  customers.  Orders  for  already  established  shoes  are 
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normally  sent  to  Ralph  Ferguson,  a  clerk  in  Shipton’s  office,  who  records 
them  and  forwards  them  to  the  plant  superintendents  for  production.  In 
the  case  of  first  orders  on  new  styles,  however,  salesmen  have  found  by 
experience  that  Martin  Freeman  has  a  greater  interest  in  the  success  of 
new  trials,”  so  they  rush  orders  to  him,  air  mail,  and  he  in  turn  places 
the  first  orders  for  a  new  style  in  the  interoffice  mail  to  plant  superintend¬ 
ents.  He  then  sends  a  duplicate  of  the  order,  mailed  in  by  the  salesmen 
to  r  erguson  for  entering  in  his  statistical  record  of  all  orders  received 
by  the  company. 

_  7  weeks  after  tlie  salesmen  receive  samples,  Allison  requires 
Ralph  Ferguson  to  give  him  a  tabulation  of  orders.  At  that  time  he 
decides  whether  the  salesmen  should  push  the  item  and  the  superintend¬ 
ents  should  produce  large  quantities,  or  whether  he  will  tell  them  that 
although  existing  orders  will  be  produced,  the  item  will  be  discontinued 
m  a  short  time. 

The  procedures  outlined  here  have,  according  to  Allison: 


'  ‘  '  ffor^ed  reasonably  well.  The  average  time  from  when  Lawson 
decides  on  a  design  until  we  notify  the  Centerville  plant  to  produce 
the  pilot  run  is  two  weeks  to  a  month.  Of  course,  if  we  could  speed 
that  up,  it  would  make  the  company  just  that  much  more  secure  in 
staying  in  the  game  against  the  big  companies,  and  in  taking  sales 
away  from  our  competitors.  There  seems  to  be  endless  bickering 
among  people  around  here  involved  in  the  styling  phase  of  the  busi¬ 
ness  That  s  to  be  expected  when  you  have  to  move  fast— there  isn’t 
much  time  to  stop  and  observe  all  of  the  social  amenities.  I  have  never 
thought  that  a  formal  organization  chart  would  be  good  in  this  com¬ 
pany— we’ve  worked  out  a  customary  system  here  that functions  well. 


M.  T.  Lawson,  manager  of  styling,  says  that  within  his  department  all 
work  seems  to  get  out  in  minimum  time,  he  also  states  that  both  Flynn 
and  Richards  are  good  employees,  and  skilled  in  their  work.  He  men- 
tioned  that  Flynn  aad  been  in  to  see  him  twice  in  the  last  year: 


...  to  inquire  about  his  (Flynn’s)  future  in  the  company.  He  is  33 
years  old,  and  has  three  children.  I  know  that  he  is  eager  to  make 
money  and  I  assured  him  that  over  the  years  we  can  raise  him  right 
along  from  the  $15,000  we  are  now  paying.  Actually,  he  has  learned 
a  lot  about  shoe  styles  since  we  hired  him  from  the  design  department 
of  a  fabric  company  six  years  ago. 


John  Flynn  revealed  that: 

/  was  actually  becoming  dissatisfied  with  this  job.  All  shoe  companies 
copy  styles  zt  s  generally  accepted  practice  within  the  industry.  But 

UP  a  realfeelf°r  designs,  and  several  times  I’ve  suggested 
that  the  company  make  all  its  own  original  styles.  We  could  make 
ft,® tyle}eader  and  also  increase  our  volume.  When  I  ask  Lawson 
about  this,  he  says  it  takes  too  much  time  for  the  designer  to  create 
originals— that  we  have  all  we  can  handle  to  do  research  in  trade 
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magazines  and  maintain  contracts  feeding  us  the  results  of  experts. 
Besides,  he  says,  our  styles  are  standing  the  test  of  the  market  place. 

“PROJECTS  X  AND  Y” 

Flynn  also  said  that  he  and  Martin  Freeman  had  frequently  talked 
about  the  styling  problem.  They  felt  that: 

Allison  is  really  a  great  president,  and  the  company  surely  would  be 
lost  -without  him.  However,  we’ve  seen  times  when  he  lost  a  lot  of 
money  on  bad  judgmen ts  in  styles.  Not  many  times  perhaps  six  or 
seven  times  in  the  last  18  months.  Also,  he  is,  of  course,  extremely  busy 
as  president  of  the  corporation.  He  must  look  after  everything  from 
financing  from  the  banks  to  bargaining  with  the  union.  The  result 
is  that  he  is  sometimes  unavailable  to  do  his  styling  approvals  for 
several  days,  or  even  two  weeks.  In  a  business  like  this,  that  kind  of 
delay  can  cost  money.  It  also  makes  him  slightly  edgy.  It  tends,  at 
times  when  he  has  many  other  things  to  do,  to  make  him  look  quickly 
at  the  styles  we  submit,  or  the  prototypes  Richards  makes,  or  even  the 
finished  shoes  that  are  sent  for  approval  by  the  shipping  foreman. 
Sometimes  I  worry  that  he  makes  two  kinds  of  errors.  He  simply 
rubber  stamps  what  we’ve  done,  in  which  sending  them  to  him  is 
simply  a  waste  of  time.  At  other  times  he  makes  snap  judgments  of 
his  own,  overruling  those  of  us  who  have  spent  so  much  time  and 
expertise  on  the  shoe.  We  do  think  he  has  good  judgment,  but  he 
himself  has  said  at  times  that  he  wishes  he  had  more  time  to  concen¬ 
trate  on  styling  and  approval  of  prototypes  and  final  products. 

Flynn  further  explained  (and  this  was  corroborated  by  Freeman)  that 
the  two  had  worked  out  two  plans,  which  they  referred  to  as  “project  X” 
and  “project  Y.”  In  the  first,  Flynn  created  an  original  design  that  was 
not  copied  from  existing  styles.  Freeman  then  gave  special  attention  to 
color  and  last  research  for  the  shoe  and  recommended  a  color  line  that 
didn’t  exactly  fit  past  records  on  consumer  purchases— but  one  he  and 
Flynn  thought  would  provide  “great  consumer  appeal.”  This  design  and 
color  recommendation  were  accepted  by  Lawson  and  Allison;  the  shoe 
went  into  production  and  was  one  of  the  three  top  sellers  during  the 
calendar  year.  The  latter  two  men  did  not  know  that  the  shoe  was  styled 
in  a  different  way  from  the  usual  procedure. 

The  result  of  a  second,  similar  project  (Y)  was  put  into  production  the 
next  year,  but  this  time  sales  were  discontinued  after  three  weeks. 

PROBLEM  BETWEEN  LAWSON  AND  ROBBINS 

Frequently,  perhaps  ten  to  twelve  times  a  year,  disagreement  arises 
between  Mel  Lawson,  manager  of  styling,  and  Paul  Robbins,  assistant  to 
the  superintendent  of  the  Centerville  plant.  Robbins  says  that: 

The  styling  people  don’t  understand  what  it  means  to  produce  a  shoe 
in  the  quantities  that  we  do,  and  to  make  the  changes  in  production 
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that  we  have  to.  They  dream  up  a  style  quickly*  out  of  thin  air*  They 

do  not  realize  that  we  have  a  lot  of  machines  that  have  to  he  adjusted, 
and  that  some  things  they  dream  up  take  much  longer  on  certain 
machines  than  others,  thus  creating  a  bottleneck  im  ike  production 
line.  If  they  put  a  bow  or  strap  in  one  position  rather  than  others*  it 
may  mean  we  have  to  keep  people  idle  on  later  machines  while  there 
is  a  pile-up  on  the  sewing  machines  on  which  this  complicated  little 
operation  is  performed.  This  costs  the  plant  money.  Furthermore* 
there  are  times  when  they  get  the  prototype  here  late,  and  the  foremen 
and  I  either  have  to  work  overtime  or  the  trial  run  won  *t  yet  through 
in  time  to  have  new  production  runs  on  m*w  styles*  to  take  the  plant 
capacity  liberated  by  our  stopping  production  on  old  styles,  Lawson 
doesn't  know  much  about  production  and  sales  ami  the  whole  mm* 
pany.  I  think  all  he  does  is  to  bring  shorn  down  here  to  the  plant  sari 
of  like  a  messenger  boy.  Why  should  he  be  so  hard  to  yet  atony  wit  IF* 
He  isn't  getting  paid  any  more  than  /  am*  and  my  position  in  the 
plant  is  just  as  important  as  his. 

Lawson,  in  turn  says  that  he  has  a  difficult  time  getting  along  with 
Robbins: 

There  are  many  times  when  Robbins  is  just  unreasonable,  /  take 
prototypes  to  him  five  or  six  times  a  month*  and  other  minor  style 
changes  to  him  six  or  eight  times,  /  tell  him  every  time  that  we  hare 
problems  in  getting  these  ready*  but  he  knows  only  about  the  plant* 
and  telling  him  doesn  *t  seem  to  do  arty  good.  When  we  first  joined  the 
company,  we  got  along  all  right ,  hut  he  has  gotten  harder  and  harder 
to  get  along  with. 

CERTAIN  OTHER  PROBLEMS  THAT  HAVE  ARISEN 

Ralph  Ferguson,  the  clerk  in  the  sales  department  who  receives  orders 
from  salesmen  and  forwards  totals  for  production  schedules  to  the  two 
plant  superintendents,  has  complained  that  the  salesmen  ami  Freeman 
are  bypassing  him  in  their  practice  of  sending  experimental  shoe  orders 
to  Freeman.  He  insists  that  his  job  description  (one  of  only  two  written 
descriptions  in  the  company)  gives  him  responsibility  for 'receiving  mil 
orders  throughout  the  company  and  for  maintaining  historical  statistics 
on  shipments. 

Roth  the  salesmen  and  Freeman,  on  the  other  hand,  say  that  before 
they  started  the  new  practice  (that  is,  when  Ferguson  still  received  the 
experimental  shoe  orders),  there  were  at  least  eight  or  ten  instances  a 
year  when  these  were  delayed  from  one  to  three*  days  on  FergusonS  desk 
They  report  that  Ferguson  just  wasn't  interested  in  new  styles,  so  the 
salesmen  just  started  sending  them  to  Freeman/*  Ferguson  ackttmvl 
edged  that  there  were  times  of  short  delay,  hut  thw  w**r«*  good  rrawiih 
for  them: 


TheV  (salesmen  and  Freeman)  are  so  interested  in  new  deso/ns,  enion, 
and  lasts,  tkat  they  can’t  understand  the  importanee  of  tt  systemutu 
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handling  of  the  whole  order  procedure,  including  both  old  and  new 
shoe  styles,  There  must  be  accuracy.  Sure,  /  give  some  priority  to 
experimental  orders,  hut  sometimes  when  rush  orders  for  existing 
company  products  are  piling  up,  and  when  there’s  a  lot  of  planning 
l  have  to  do  to  allocate  production  between  Centerville  and  Meadow- 
vale,  l  decide  which  comes  Jirst — processing  of  these,  or  processing  the 
experimental  shoe  orders.  Ship  ton  is  my  boss,  not  the  salesmen  or 
Freeman,  I'm  going  to  insist  that  these  orders  come  to  me. 


Selected  Readings 


From 

A  TEXTBOOK  OF  ECONOMIC  THEORY* 

By  Alfred  W,  Stonier  and  Douglas  C.  Hague t 

PURE  AND  PERFECT  COMPETITION 

.  ,  ,  Wo  spoke  in  Chapter  V  of  puro  competition  where  demand  for  the  product 
of  tho  individual  l»rm  was  infinitely  elastic,  so  that  the  firm  could  sell  all  it  wished 
at  tho  existing  market  price,  but  was  unable  to  alter  the  price  by  its  own  actions. 
.  ,  there  urn  three  fundamental  prerequisites  for  the  existence  of  pure  competi¬ 
tion  between  producers.  Those  are  as  follows: 


<a)  Large  Numbers 

Tho  first  condition  for  pure  competition  in  an  industry  is  that  there  must  be  a 
largo  numtmr  of  firms  in  tho  industry.  This  is  essential,  because  only  when  there 
are  many  firms  in  an  industry  can  each  firm  be  sure  that  any  action  on  its  own 
part  will  have  no  noticeable  effects  on  the  price  and  output  of  the  whole  in¬ 
dustry,  ,  .  . 


(b)  Homogeneous  Product* 

Second,  each  of  the  firms  in  a  "purely"  competitive  industry  must  be  making 
a  product  which  m  accepted  by  customers  as  being  identical,  or  homogeneous, 
with  that  made  by  all  other  producers  in  the  industry.  .  .  . 

***** 
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It  is  probably  worth  pointing  out  here  that  we  have  so  far  assumed,  and  shall 
continue  to  assume  until  further  notice,  that  there  is  always  pure  competition 
between  buyers.  We  have  taken  it  for  granted  that  the  total  number  of  buyers  is 
very  large,  and  that  each  one  takes  so  small  a  proportion  of  the  total  sales  of  any 
good  that  no  one  buyer  can  alter  the  price  of  a  good  by  his  own  actions.  Buyers 
must  therefore  take  prices  as  given.  .  .  . 

(c)  Free  Entry 

The  third  fundamental  condition  which  must  be  fulfilled  if  there  is  to  be  pure 
competition  in  an  industry  is  that  anyone  who  wishes  to  enter  the  industry  must 
be  allowed  to  do  so.  .  .  . 

*  *  *  *  * 

These  three  conditions,  large  numbers  of  firms,  homogeneous  products  and 
free  entry,  between  them  ensure  that  there  is  pure  competition  in  the  sense  that 
there  is  competition  which  is  completely  free  from  any  monopoly  elements. ,  .  . 
One  can,  however,  distinguish  also  between  pure  competition,  which  we  have  just 
defined,  and  “perfect”  competition— a  concept  frequently  used  by  economists. 
For  there  to  be  “perfect”  competition,  it  is  necessary  to  make  some  additional 
assumptions.  In  particular,  it  is  necessary  to  assume  that  there  is  perfect  knowl¬ 
edge  on  the  part  of  all  buyers  and  of  all  sellers  about  conditions  in  the  market. 
In  addition  it  is  usual  to  assume  complete  mobility  of  factors  of  production  between 
industries.  It  is  also  convenient  when  discussing  perfect  competition  to  make  the 
assumption  that  all  producers  work  sufficiently  close  to  each  other  for  there  to  be 
no  transport  costs.  .  .  . 

***** 


[IMPERFECT  COMPETITION] 

...  We  turn  now  .  .  .  to  a  study  of .  .  .  imperfect  competition.  .  .  . 

We  shall  continue  to  assume  that  there  is  perfect  competition  between  buyers. 
.  .  .  We  shall  also  continue  to  assume  that  each  consumer  is  “rational,”  .  .  . 

So  far  as  the  individual  firm  is  concerned  we  shall  continue  to  assume  that  the 
sole  aim  of  its  entrepreneur  is  to  earn  maximum  profits.  .  .  .  When  competition 
is  imperfect,  there  are  no  longer  sufficient  firms  in  the  industry  for  a  change  in  the 
output  of  any  one  of  them  to  have  a  negligible  effect  on  the  output  of  the  industry 
as  a  whole.  .  .  . 

***** 

...  We  shall  discuss  these  various  narrower  types  of  imperfect  competition 
in  turn.  .  .  . 


Monopoly 

Strictly  interpreted,  a  “monopolist”  is  the  sole  producer  of  his  product,  and  the 
distinction  between  the  firm  and  the  industry,  both  producing  the  same  product, 
so  important  in  perfect  competition,  goes.  The  firm  of  the  monopolist  is  not  only 
a  firm,  it  is  an  industry.  It  is  the  only  firm  producing  the  product  in  question.  .  .  . 
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Monopolistic  Competition 


***** 

In  the  real  world, .  .  .  imperfect  competition  does  not  usually  mean  only  one 
producer  who  has  no  closely  related  goods  competing  with  his  own  as  we 
suggest  when  we  talk  of  a  monopolist.  The  great  majority  of  imperfectly 
competitive  producers  in  the  real  world  produce  goods  which  are  very  similar  to 
those  made  by  their  rivals.  It  follows  that  such  producers  must  always  be  very 
concerned  about  the  way  in  which  the  actions  of  these  rivals  affect  their  own 
profits.  This  kind  of  situation  is  dealt  with  in  economic  theory  by  the  analysis  of 
what  is  called  monopolistic  competition.  ... 

It  is  reasonable  to  suppose  that  in  these  circumstances  the  shape  of  the  firm’s 
average  revenue  curve  will  be  determined  not  only  by  the  tastes  and  whims  of 
consumers,  but  also  by  the  price-output  decisions  of  rival  producers.  The  problems 
of  monopolistic  competition  are  therefore  more  complicated  than  those  of  perfect 
competition.  In  perfect  competition  there  is  at  any  rate  only  one  homogeneous 
commodity.  In  monopolistic  competition  there  is  differentiation  of  products. 
Products  are  not  homogeneous,  as  in  perfect  competition,  but  neither  are  they  only 
remote  substitutes,  as  in  monopoly.  What  this  really  means  is  that  in  monopolistic 
competition  there  are  various  “monopolists”  competing  with  each  other.  These 
competing  “monopolists”  do  not  produce  identical  goods.  Neither  do  they  produce 
goods  which  are  completely  different.  Product  differentiation  means  that  products 
are  different  in  some  ways,  but  not  altogether  so.  “Branding,”  the  use  of  attractive 
packets  and  wrappers,  and  the  use  of  trade-marks  and  of  trade-names  will  be  the 
most  usual  methods  by  which  products  are  differentiated,  even  if  physically  they 
are  identical,  or  almost  so.  In  addition,  of  course,  it  will  be  possible  to  make  slight 
improvements  or  alterations  in  the  physical  constitution  of  a  product  to  persuade 
consumers  that  it  is  rather  superior  to  other  similar  products. 

***** 

[T]he  more  closely  competitive  substitutes  there  are,  the  more  elastic  the 
demand  for  the  product  of  any  one  firm  in  the  “group”  will  be. 

***** 


Oligopoly 

Oligopoly  .  .  .  occurs  where  there  are  only  a  few  sellers.  It  differs  both 
from  monopoly,  where  there  is  only  one  seller,  and  from  perfect  and  monopolistic 
competition,  where  there  are  many.  ... 

The  simplest  case  of  oligopoly  occurs  when  there  are  only  two  sellers  and  is 
known  as  duopoly.  Duopoly  analysis  raises  all  the  fundamental  problems  of 
oligopoly. 

***** 


Oligopoly  Without  Product  Differentiation 

The  important  feature  of  duopoly,  with  or  without  product  differentiation, 
is  that  the  individual  producer  has  to  consider  very  carefully  what  the  indirect 
effects  of  his  own  decision  to  change  price  or  output  will  be.  Since,  in  duopoly 
without  product  differentiation,  there  are  only  two  producers  of  identical  goods, 
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any  price  or  output  change  by  the  first  producer  is  bound  to  affect  the  second* 
whose  reactions  will  in  turn  change  the  position  of  the  first*  and  so  on*  The 
individual  producer  therefore  has  to  acknowledge  that  he  may  change  the  whole 
situation  in  which  he  is  producing  in  this  indirect  way  if  he  changes  his  own 
price-output  policy. 

***** 

.  .  .  Both  firms  are  producing  identical  goods.  So.  if  we  continue  to  assume 
(as  we  must)  that  consumers  are  indifferent  which  producer  they  patronize  when 
prices  are  the  same  for  each  firm’s  good,  we  cannot  say  how  many  consumers 
will  go  to  A  except  on  some  assumption  about  what  B's  pnco  is  .  .  It  will  be  a 
matter  of  pure  accident  whether  individual  consumers  go  to  A  or  to  B, 

***** 


Oligopoly  with  Product  Differentiation 

Where  there  is  oligopoly  with  product  differentiation  In  any  market,  not  onty  Is 
the  number  of  firms  small  but  their  products  are  also  differentiated  . 

.  .  .  [I]n  oligopoly  with  product  differentiation  the  fact  that  products  aui  Romo* 
what  different  means  that  it  may  be  possible  for  one  product*  to  raise  or  lower 
his  price  without  needing  to  fear  either  the  loss  of  all  his  customers  on  the  one 
hand,  or  an  immediate  response  by  his  rival  on  the  other. 

In  such  a  situation  it  is  possible  for  consumers  to  bo  attached  more  or  less  firmly 
to  one  product  rather  than  the  other.  So,  tho  assumption  that  the  producers  wilt 
share  the  market  equally,  which  we  could  make  for  duopoly  without  product  di< 
ferentiation,  need  no  longer  hold.  .  .  . 

***** 


A  Classification  of  Market  Situations 


Type  of  Market  Situation 

Number  of  Firms 

Homogeneous  Products 

ihthttmmtKi 

Many  firms 

Perfect  competition 

Monopolist)!, 

aimpuMinn 

Few  firms 

Oligopoly  without 
product  dttfererv> 
nation 

Oligopoly  with 
prmJtml  differ 
mnti.Uttifi 

One  Firm 

Monopoly 
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MARKETING* 

By  Theodore  N.  Beckman  and  William  Ft.  Davidson \ 

Low-Price  Policies.  Some  vendors  follow  a  policy  of  underselling  competi¬ 
tors.  A  notable  historical  example  is  the  famous  Ft.  H.  Macy  &  Company  depart¬ 
ment  store  in  New  York.  Over  a  number  of  generations,  its  policy  has  been  to  sell 
at  less  than  the  shopped  price  for  comparable  items.  More  recently,  this  policy 
has  been  used  by  various  discount  houses,  especially  Masters,  Inc.,  and  E.  J. 
Korvette,  Inc.,  both  of  which  operate  a  number  of  establishments  in  eastern  mar¬ 
kets,  and  Polk  Bros,  of  Chicago.  This  price  policy  is  by  no  means  confined  to  the 
field  of  retailing.  In  the  wholesaling  of  goods,  arrangements  are  frequently  made 
whereby  the  vendor  agrees  to  supply  his  customers  with  merchandise  at  or  below 
the  lowest  price  quoted  by  competitors,  thus  following  the  policy  of  meet  or  beat 

competitors’  prices.  . 

There  are  some  manufacturers  who  believe  in  and  follow  a  low  or  lowest  price 
policy.  In  some  cases  a  low-price  policy  may  be  a  relatively  temporary  expedient 
to  meet  conditions  in  an  unsettled  market.  For  example,  the  St  Joseph  Lead  Co. 
attracted  considerable  attention  in  1 960  with  a  policy  announcement  that  it  would 
discount  any  competitive  posted  price  for  zinc  by  one-half  cent  per  pound.1  This 
policy  was  adopted  when  prices  for  the  commodity  were  very  unsettled,  and  all 
suppliers  were  making  special  concessions  of  one  form  or  another  to  customers. 
Buyers  were  uncertain  about  alternative  costs  available  to  them.  Hence  the  policy 
announcement  of  this  major  supplier  was  a  means  of  communicating  to  the  trade 
that  a  customer  could  not  likely  do  better  by  buying  elsewhere.  When  market 
conditions  become  more  settled  in  early  1961,  and  discounting  of  base  selling 
prices  diminished,  St.  Joseph  rescinded  its  lowest  price  policy  and  reverted  to  its 
previous  policy  of  selling  at  the  market  level. 

A  low-price  policy,  pursued  on  a  continuing  basis,  is  likely  to  succeed  in  markets 
in  which  there  are  considerable  latent  demands  at  lower  prices,  and  the  manufac¬ 
turers  most  likely  to  do  so  are  those  with  a  relatively  high  physical  efficiency.  Such 
a  policy  tends  to  widen  the  market  and  to  give  the  seller  the  opportunity  of  utilizing 
his  facilities  to  best  advantage.  A  bold  and  imaginative  policy  of  low  or  greatly 
reduced  prices  can  sometimes  reach  such  broader  bases  of  potential  demand 
involving  new  applications  that  the  low  price  becomes  in  itself  a  product  innova¬ 
tion.  This  has  been  aptly  illustrated  as  follows:2 

“A  new  synthetic  fiber,  for  example,  may  be  so  costly  and  high  priced  that  it 
is  used  only  for  surgical  and  other  very  limited  purposes.  By  dropping  the  price 
in  anticipation  of  reduced  costs,  the  hosiery  and  fine  apparel  markets  may  be 
reached;  still  further  down  the  price  scale,  the  rug,  carpet,  and  industrial  markets 
may  be  tapped." 

*  Theodore  N.  Beckman  and  William  R.  Davidson,  Marketing,  Seventh  Edition.  Copyright 
©  1962,  The  Ronald  Press  Company.  (Excerpts  from  pp.  689-91.) 

t  The  authors  are  both  Professors  of  Marketing  at  Ohio  State  University. 

i  “Zinc  Breathes  Easier— and  Hopes,”  Business  Week,  January  28,  1961,  p.  103. 

>  Clare  E.  Griffin,  “When  Is  Price  Reduction  Profitable?”  Harvard  Business  Review, 
September-October,  1960,  p.  129. 
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There  are  definite  limits,  however,  to  what  may  be  deemed  desirably  low  prices 
for  any  period  of  time.  Unless  the  reduction  is  a  matter  of  competitive  necessity, 
no  businessman  can  be  expected  to  reduce  his  prices  materially  in  the  face  of 
a  belief  that  he  would  not  be  compensated  by  sufficient  increases  in  sales  volume 
and  satisfactory  profitability  on  the  basis  of  cost  and  revenue  factors  applying  to 
the  larger  volume  marketed.  Assuming  a  homogeneous  product,  the  price  of  the 
product  may  be  constant  at  a  given  time  and  no  firm  may  be  able  to  sell  above 
the  ruling  price.  No  lower  price,  therefore,  need  be  quoted  in  order  to  get  the 
business.  In  fact,  a  further  lowering  of  price  may  bring  retaliatory  action  from 
competitors  or  at  best  may  result  in  a  permanent  lowering  of  prices  by  all  of  them. 

I  n  any  event,  when  the  basic  policy  is  to  sell  at  relatively  low  prices  this  is  assigning 
to  pricing  a  major  and  an  offensive  role  in  the  marketing  mix. 

***** 

Selling  at  Relatively  High  Prices.  Some  firms  find  it  possible  to  market 
products  at  a  relatively  high  price.  This  is  not  ordinarily  practical  on  a  sustained 
basis  unless  there  is  a  strong  degree  of  market  control.  Such  control  may  be 
achieved  by  significant  differentiation  in  the  physical  attributes  or  the  functioning 
of  products  which  are  protected  by  patents  or  which  are  manufactured  according 
to  complex  or  secret  processes  that  are  difficult  to  duplicate.  In  some  cases 
significant  differentiation  may  exist  as  a  result  of  unusually  successful  promotional 
effort  which  has  created  an  exceptional  favorable  enterprise  or  brand  image.  If 
the  product  is  a  complicated  durable  good,  either  consumer  or  business  equip- 
ment,  differentiation  may  exist  in  the  form  of  an  outstanding  reputation  for  installa- 
tion  or  maintenance  service,  which  may  be  more  important  to  the  user  than  initial 
cost. 

Selling  at  a  relatively  high  price  level  may  also  be  a  temporary  expedient  under 
certain  conditions.  For  example,  a  firm  brings  out  a  product  which  is  entirely  new 
in  its  class  in  some  distinctive  way,  but  feels  that  competitors  will  follow  with  similar 
product  modifications  after  some  period  of  time.  The  decision  may  be  to  price  at 
a  relatively  high  level  initially,  to  recover  product  research,  developmental,  and 
promotional  costs  as  quickly  as  possible,  before  it  becomes  necessary  to  meet 
intensive  competition.  As  another  example,  relatively  high  price  levels  are  some¬ 
times  established  on  new  products  or  substantial  product  modifications  in  order 
“to  try  the  market.”  The  firm  may  be  totally  lacking  in  information  about  the  nature 
of  elasticity  of  demand.  If  it  must  actually  experiment,  it  is  much  easier  to  start  with 
a  price  that  is  too  high  and  lower  it  later,  if  necessary,  than  to  do  the  opposite. 

When  a  firm  decides  to  sell  at  relatively  high  prices,  the  assumption  is  that  price 
is  not  a  very  important  factor  in  getting  or  retaining  business.  The  role  of  price  in 
the  marketing  mix  is  nearly  a  negative  one,  having  been  subordinated  almost 
completely  to  product  development,  advertising,  or  other  ingredients.  There  re¬ 
mains,  nevertheless  the  major  management  problem  about  deciding  just  what 
specific  price  to  establish. 
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DIAGNOSING  INTERDEPARTMENTAL 
CONFLICT* 

By  John  A.  Seiler  f 


“Purchasing  and  production  are  always  at  each  other’s  throats.  I  don’t  know 
why  they  can’t  get  along  better.” 

“if  the  way  research  and  engineering  work  together  were  typical  for  all  depart¬ 
ments  in  our  company,  our  executive  vice  president  would  be  out  of  a  job.  Some¬ 
how  those  guys  are  able  to  work  out  their  disagreements. 

“Sales  and  production  just  refuse  to  deal  with  each  other.  Every  time  a  decision 
is  needed,  someone  higher  up  has  to  do  a  lot  of  handholding  or  head-knocking. 
Why  won’t  they  bargain?” 

***** 


TRADITIONAL  EXPLANATIONS 

Why  are  some  interdepartmental  relationships  successful  and  others  not? 
Managers  typically  find  themselves  advancing  one  or  the  other  of  these  explana¬ 
tions: 

One  popular  opinion  is  the  “personality  clash”  theory,  which  holds  that  stub¬ 
born  prejudices  and  differences  in  ingrained  personal  styles  (none  of  which  are 
actuated  by  organizational  influences)  are  behind  nonproductive  relations.  As 
compelling  as  this  explanation  often  seems  to  be,  it  fails  to  account  for  the  fact 
that  we  seldom,  if  ever,  encounter  a  group  composed  of  people  with  identical  or 

even  closely  similar  personalities.  ...  .  ..  , 

Another  view  holds  that  failure  in  interdepartmental  relations  is  the  result  ot 
“conflicting  ideas.”  This  theory  asserts  that  nonproductive  relations  0C(=ur  be¬ 
tween  groups  whose  respective  memberships  are  so  different  in  terms  of  skiMs, 
training,  job  activities,  personal  aspirations,  and  so  on  that  they  cannot  possibly 
find  a  common  area  in  which  to  communicate.  While  this  explanation  seems  to 
apply  to  some  nonproductive  relations,  it  is  not  unheard  of  to  find  an  advance 
research  group  which  works  quite  effectively  with  a  nontechnical,  highly  consumer- 
oriented  sales  group.  Seemingly,  at  least,  groups  can  differ  on  many  counts  with¬ 
out  a  breakdown  occurring  in  their  relations.  Furthermore,  it  is  not  unusual  to  find 
groups  with  remarkably  similar  points  of  view  which  seem  to  go  out  of  their  way 
to  make  trouble  for  each  other.  Something  in  addition  to  different  points  of  view 
must  be  playing  a  part  in  forming  the  character  of  these  relationships. 

A  third  popular  explanation  for  nonproductivity  puts  the  blame  on  competition 
between  groups  for  authority,  power,  and  influence.  Breakdowns  occur  because 


*  From  “Diagnosing  Interdepartmental  Conflict,”  Harvard  Business  Review ;  Vol.  41,  No. 
5  (September-October  1963),  excerpts  from  pp.  121-25,  128-32.  Reprinted  by  permission. 
©  1963  by  the  President  and  Fellows  of  Harvard  College;  all  rights  reserved. 

t  The  author  is  on  the  faculty  of  the  Graduate  School  of  Business  Administration,  Harvard 
University. 
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each  department  operates  from  an  entrenched  position  which,  if  compromised, 
will  bring  the  group  nothing  but  defeat  and  loss  of  influence.  Many  nonproductive 
relationships  seem  to  display  characteristics  of  this  kind.  But  if  this  theory  is  to 
be  sufficient  unto  itself,  the  only  productive  relationship  would  be  one  in  which 
either  or  both  of  the  groups  had  no  desire  or  opportunity  for  influence  over  the 
other.  Under  these  conditions,  passivity  would  seem  to  be  a  requirement  for 
productivity.  Yet  the  most  highly  productive  relations  appear  to  take  place  between 
aggressive,  confident,  and  high-achievement  departments.  Apparently  other 
determinants,  in  addition  to  competition  for  prestige  and  power,  must  be  operating 
to  make  interdepartmental  relations  successful  or  unsuccessful. 

*  *  *  *  * 


BALANCE  OF  ENERGY 

Fundamental  to  understanding  why  some  relationships  are  productive  and 
others  less  so  is  a  recognition  that  people  have  limited  energies.  When  a  multitude 
of  demands  are  made  on  us,  we  naturally  assign  priorities  to  them.  If  the  demands 
for  organizationally  productive  work  take  second  place  to  other  demands,  then 
the  organization  loses  out.  Demands  on  departments  can  also  be  viewed  in  this 
way.  If  a  department’s  energies  are  consumed  by  plottings  of  defense  and  attack, 
little  time  will  be  left  for  devotion  to  more  fruitful  business.  Consequently,  depart¬ 
ments,  too,  must  assign  priorities  to  demands  on  their  energy. 

***** 


Group  Control 

The  setting  of  priorities  by  groups  is  not  much  different.  Groups  are,  after  all, 
only  interdependent  individuals  who  keep  their  group  membership  because  it  is 
valuable  to  them.  The  uniqueness  of  a  group,  that  which  makes  it  more  than  the 
simple  addition  of  its  members’  wishes  and  actions,  lies  in  its  ability  to  motivate 
member  behavior  toward  goals  which  are  attractive  to  the  entire  group  but  which 
are  not  attainable  by  any  member  alone.  Primary  among  these  goals,  of  course, 
and  basic  to  group  life  in  general,  is  the  satisfaction  of  a  person’s  need  to  belong 
to  something.  But  groups  provide  more  than  simple  social  satisfaction  to  their 
members.  They  also  provide  protection  from  other  groups  and  individuals.  They 
contain  power  which  can  be  used  to  gain  liberties,  self-respect,  and  prestige  for 
their  members.  In  return  for  these  benefits,  the  member  submits  to  group  disci¬ 
pline. 

When  a  group  s  existence  is  threatened  by  such  changes  as  a  formal  reorgan i- 
zation  which  will  disperse  its  members,  by  rumors  of  layoff  or  firing,  or  by  technical 
change  disrupting  the  relationships  among  members,  the  full  energy  of  the  group 
is  mobilized.  There  is  a  tightening  of  member  discipline,  particularly  centering  on 
the  activities  most  likely  to  thwart  any  alarming  changes.  On  such  occasions,  the 
only  “work”  done  is  that  which  protects  the  group  from  jeopardy.  On  the  other 
hand,  when  groups  do  not  fear  for  their  survival,  but  see  before  them  a  challenging 
opportunity  to  work  together  toward  an  end  of  positive  value  to  the  group,  all  their 
energies  become  absorbed  by  the  project  they  are  working  on. 

Energies  freed  from  defense  will  seek  outlets  in  activities  which  strengthen  the 
group’s  ability  to  survive  in  the  long  run  and  which  add  zest  to  the  life  of  its 


Shoe  Corporation  of  Illinois  /  Readings  715 


members.  If  the  work  formally  available  to  the  group  is  dull  and  lacking  in  challenge 
(or  if  other  obstacles  such  as  restrictive  supervisory  actions  or  lack  of  member 
skills  get  in  the  way),  activity  is  likely  to  be  predominantly  social  in  character.  If 
the  work  is  challenging,  and  obstacles  are  not  present  to  hinder  its  meeting  the 
challenge,  the  group  is  likely  to  find  its  formal  assignment  a  satisfying  outlet  for 
the  application  of  its  energy.1 


Productive  Focus  on  Task 

Company  A  developed  and  manufactured  ethical  pharmaceuticals.  The  activi¬ 
ties  required  to  transform  a  product  idea  into  a  marketable  item  were  performed 
in  sequence  by  subunits  of  the  research,  engineering,  and  production  depart¬ 
ments.  An  idea  would  first  take  form  in  a  research  department  test  tube.  It  would 
then  be  evaluated  by  research  chemists  and  chemical  engineers  in  the  pilot  plant. 
Next,  new  process  equipment  would  be  designed  by  mechanical  engineers  and 
job  designs  laid  out  around  the  equipment  by  industrial  engineers.  Actual  plant 
construction  and  placement  of  equipment  were  accomplished  by  construction 
engineers,  and,  finally,  production  responsibility  was  assumed  by  production 
chemists.  T  ho  mombors  of  these  formal  units  agreed  that  research  had  the  highest 
prestige  of  ail  tho  work  groups  and  that  the  relative  prestige  of  the  other  units 
declined  in  the  order  in  which  each  became  actively  involved  in  the  new  product 


sequence. 

***** 

Company  A  had  an  outstanding  reputation  for  important  production  innovations 
and  rapid  development  of  ideas  into  mass-production  items.  Nevertheless,  there 
was  frequent  argument  among  research,  engineering,  and  production  as  to  who 
should  take  responsibility  for  the  product  at  what  point  in  the  development  se¬ 
quence  frnginoeriny  wanted  control  at  the  pilot  plant.  Production  wanted  control 
from  the  time  the  product  entered  its  physical  domain.  Research  wanted  control, 
as  one  of  its  members  put  it,  “until  the  actual  factory  yield  reaches  the  theoretical 
yield." 

***** 


The  physical,  mental,  and  emotional  energies  of  these  departments  appeared 
to  he  devoted  to  the  work  at  hand  to  a  very  high  degree.  While  not  absent  from 
their  relationships,  conflicts  took  tho  form  of  tension  between  the  inherently  oppos¬ 
ing  values  of  quality  and  economy.  The  result  was  a  competitive  balance  between 
the  extremes  of  both.  Why  was  conflict  not  destructive  In  this  situation?  There  are 
basically  three  reasons: 


(1)  |  ach  of  tho  throe  departments  represented  a  social  unit  in  which  members 
could  find  not  only  satisfaction  for  their  needs  to  belong,  but  also  job  interest, 
promotion  opportunity,  and  so  on.  No  one  of  these  departments  suffered  from 
internal  fragmentation, 

(?)  At  each  point  of  significant  interdepartmental  contact,  the  members  of  the 
interacting  groups  agreed  on  certain  important  ideas  as  to  how  work  should  be 
accomplished  Wherever  technical  interdependence  required  intergroup  contact, 


•  Tie*  •  .»«»”*  <  *r***l  ill  lilt*,  .irii'  l*'  li.iv.-  tirrn  taktm  from  tho  cast-  and  project  r««“r<Jh 
«r  ihr  Harvard  HtMnrv*  Srhoot  and  arr  reproduced  by  permission  of  the  l  resident  and 
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the  groups  tended  to  view  each  other  and  thoir  common  work  with  a  markedly 
similar  appreciation. 

(3)  The  hierarchy  of  authority  among  the  departments  was  identical  to  the 
informally  agreed-upon  prestige  hierarchy  among  those  dcpartmunts  T  his  hierar¬ 
chy  was  determined  by  the  technical  work  limits  set  by  one  depar  tmont  for  another, 
and  by  the  initiation  of  activity  by  one  department  for  another.  Thu  work  done  by 
research,  for  example,  limited  what  the  chemical  engineers  could  work  *m  but.  at 
the  same  time,  was  the  impetus  which  set  the  chemical  engineers  to  work  on  each 
new  product  The  same  was  true  of  relationships  down  through  the  development 
sequence. 

Very  simply,  then,  a  man  (or  a  group)  told  another  what  to  do  and  when  to  do 
it,  he  did  so  as  a  member  of  a  group  of  superior  prestige,  as  agreed  an  by  both 
groups.  We  might  say  that  the  orders  which  passed  from  one  group  to  another 
were  “legitimate,”  since  most  workers  tool  that  it  is  legitimate  m  our  venety  lor 
a  person  of  higher  prestige  to  direct  the  activities  of  someone  with  less  prestige, 
while  it  is  illegitimate  for  the  opposite  to  occur, 

♦  ♦  ♦  *  * 

The  three  elements— internal  social  staM/fy,  mhtrml  v<ihn>  sMrmj  and  hxtstv 
mate  authority  hierarchy— comprise  a  triumvirate  of  measures  which  indicate  the 
extent  to  which  departmental  energy  will  tend  to  be  heed  It h  pnsdur  t;v«*  wink 
These  factors  can  be  thought  of  as  mimumum  requirements  fer  inteidepanmenU' 
effectiveness.  For,  in  their  absence,  it  is  highly  unlikely  that  >>i*hm  msensj,  „hiy 
interesting  work  or  encouragement  from  supervision  will  achieve  »>  the  way 
of  productivity  increases. 

*  i  #  #  # 


VARYING  VIEWPOINTS 

In  each  of  these  four  cases,  tho  forces  siphoning  uneigy  away  from  ptmla.-ivo 
work  have  been  of  a  particular  kind.  In  each  instance,  relationships  within  gt.sgis 
were  at  least  socially  satisfactory.  .  ,  ,  Tho  work  of  tho  varum*,  groups  was  intram. 
cally  interesting  to  group  members.  Supervision  was  relatively  per  missive  n  aUew 
ing  group  members  to  "complicate”  their  lives  about  the  work  dsuif  Obviously, 
these  elements  are  not  always  present  in  organt/ml  ■ntu.ittons  t  qually 
from  our  cases  is  the  fact  that  these  nlorrwrtts.  by  thawiMlvm..  do  net  *«»,.(!*  ,n 
effective  interdepartmental  relations,  though  they  may  hn  umMifmed  .  ►  »n?m  •.(?«< 
to  such  relations  if  other  conditions  are  also  m@t 

Focal  Points 

What  the  above  cases  focus  on  are  the  troubles  canned  by  >hfh<tut>,  -,u  pt**.’ 
of  view  and  legitimacy  of  authority.  What  those  mvc.  tea-  h  at.em  g?  .«(j, .  ,  ,.:*i  ?  ■< 
arising  from  these  two  trouble  sources  is  just  as  torn  for  mif  *  so.* 

interrelationships  of  individuals,  for  intorgroup  problems  are  -miy  gm.  nu  ,j 

interpersonal  issues.  The  only  difforoncu  between  them  m  fm  »  wmj.it -my ,  .t  j,„tl 
ing  with  the  problem,  since  the  individual  persons  m  out  c.pv.s  <«*• 
of  social  groups.  Thus,  their  behavior  cannot  bo  mmiifn.-i  by  4-  t.mm  f  p.. 
based  on  the  assumption  that  groups  runpond  e*ar, fly  as  >p.  md-wduaiw  “  d 
the  causes  of  conflict  are  similar,  but  tho  romodius  am  tWfei.tM 
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What  happens  when  groups  suffer  from  authority  and  viewpoint  conflicts  is 
summarized  in  Exhibit  l  Like  any  diagram  dealing  with  a  limited  number  of  factors, 
Exhibit  I  runs  the  danger  of  implying  that  these  cause-and-effect  tendencies  repre¬ 
sent  all  that  need  be  known  about  interdepartmental  relations.  Such  an  implication, 
were  it  intended,  would,  of  course,  be  fatuous.  Research  in  the  area  of  interdepart¬ 
mental  problems  has  scarcely  begun.  Furthermore,  we  have  already  noted  that 
other  factors  can  be  expected  to  intervene  and  render  the  exhibit’s  hypotheses, 
as  they  should  be  called,  inoperative.  Three  of  these  factors  have  been  em¬ 
phasized — group  cohesion,  job  interest,  and  supervisory  practices. 

Once  we  allow  for  these  mitigating  factors,  however,  we  will  find  it  useful  to 
conceive  of  interdepartmental  relations  as  though  they  were  subject  to  the  domi¬ 
nant  influences  cited  in  the  diagram.  The  manager  can  make  this  concept  more 


EXHIBIT  I 

Dominant  Influences  in  Interdepartmental  Relations 

Where  points  of  view  are 


/  closely  allied 

p  mttm 

/  ..  .Collaboration  and 

I  productive  conflict 

;W.HH  pceflBH 

...Energies  devoted  to  regaining 
/  a  "proper11  authority  relationship. 

/  Relations  will  usually  be  distant  and 

/  between  low  hierarchical  levels  of 

/  the  two  groups  (e.g.,  messenger). 

Where  points  of  view  ore  in  conflict 
We  will  fend  to  find.  JBf 


. .  .Energies  absorbed  by  efforts  to 
force  points  of  view  on  other  groups. 
Relations  will  be  formal  and  often 
arbitrated  by  outsiders. 


We  will  tend  to  find. .  ♦ 


...Energies  initially  expended  on  forcing 
points  of  view  and  righting  authority 
relations,  but  the  task  will  be  so  patently 
fruitless  that  the  groups  will  break  off 
contact  rather  than  expose  themselves 
to  further  threat. 


*  As  indicated  by  work  flow. 


relevant  personally  if  he  reviews  his  own  observations  of  interdepartmental  conflict 
to  see  how  they  compare  with  the  kind  of  analysis  described  here. 

PLAN  FOR  ACTION 

While  the  primary  purpose  of  this  article  has  been  to  explain  certain  types  of 
interdepartmental  problems,  the  question  inevitably  arises,  “Suppose  some  sense 
can  be  made  of  interdepartmental  difficulties  by  this  kind  of  thinking,  what  then 
do  we  do  with  this  understanding,  even  if  it  does  prove  to  be  acccurate?  How  would 
we  go  about  applying  it  to  lessen  interdepartmental  conflicts  in  our  company?” 
Let’s  look  at  some  action  ideas  which  stem  from  what  has  already  been  said. 


Stop,  Look,  &  Listen 

As  frustrating  as  it  might  seem,  the  first  suggestion  is  to  stop  to  see  if  action 
is  required  and,  if  it  is,  whether  it  jis  feasible.  It  often  may  be  wise  to  heed  the 
admonishment  (in  reverse  of  the  usual  form),  “Don’t  just  do  something,  stand 
there!”  The  basis  for  this  wisdom  lies  in  the  fact  that  formal  organizations  often 
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display  some  of  the  characteristics  of  a  biological  organism,  particularly  insofar 
as  the  latter  has  some  capacity  to  heal  itself.  The  administrator,  if  this  contention 
be  true,  may  find  the  role  of  the  modern  physician  attractive.  Ho  attempts  to  control 
the  environment  so  that  natural  healing  processes  can  take  place  unhindered 
within  the  human  body.  .  .  . 

*  ♦  ♦  ♦  * 


Types  of  Resolution 

Our  cases  (and  there  are  unlimited  examples  tiko  them)  have  shown  that  some 
interdepartmental  difficulties  go  beyond  the  capacity  of  the  groups  to  resolve  thorn 
at  anything  but  a  survival  level,  if  that.  That  level  may  well  tie.  and  often  **?, 
intolerable  for  the  organization  as  a  whole.  Let  us  look  at  the  two  alternative  types 
of  resolution. 

First  are  the  resolutions  which  arise  in  response  to  conflicts  of  authority  In  such 
cases  the  work  flow  designed  into  the  organization  (o.y..  tho  passagi  t  of  Muepnrt* 
from  production  engineering  to  production)  violates  the  notions  of  tho  organi/a- 
tion’s  members  as  to  who  legitimately  should,  by  right  of  superior  prestige,  toil 
whom  what  to  do.  Although  such  problems  am  not  restricted  to  particular  htor.-i  u:h>, 
cal  levels  of  the  organization,  they  do  tend  to  become  mom  intense  wherever 
prestige  relations  are  ambiguous  or  under  throat,  fho  higher  dm  goes  in  nun( 
organizations,  the  more  these  conditions  tend  to  apply  I  horn  are  several  way, 
of  resolving  such  problems: 

(1)  An  obvious  solution  is  to  take  whatever  steps  am  available  to  jh4  <  o 
prestige  ambiguity  and  threat.  For  example  if .  ,  management  hat!  realized  hew 
pertinent  production’s  resentment  at  being  rated  "second  class’'  was  »«>  the  inter 
departmental  problems  in  which  it  was  involved,  investigation  might  have  j m uju,,«d 
ways  of  clarifying  production’s  status  and  of  enriching  its  participation  m  import  a*;! 
decisions.  .  .  . 

(2)  Another  step  in  reducing  tho  amount  of  fianpruriuetiviiy  in  illegitimate  as 
thority  relations  is  to  reorganize  subunits  of  the  organization  m  h  a  way  Shat 
authority  and  prestige  become  consistent.  .  .  . 

#  •  ft  *  * 

This  crucial  aspect  of  conflict  resolution  -  receptivity  to  change  hongs  us  m 
the  second  major  strategy  for  helping  departmental  nrtnrqtng  engage  m 
tive  action  instead  of  working  against  members  of  another  department  t  hm  strat 
egy  involves  what  might  be  called  intorgroup  counseling,  therapy.  Mi  tra  mmi 
Conflicts  in  points  of  view  are  susceptible  only  to  this  strategy.  sher-t  .  d  ttmpdrs. 
personnel  turnover  in  one  or  the  other  of  the  warring  departments  And  t*w  ,»<av» 
authority  illegitimacy  must  inevitably  engender  conflict  of  viewpoint  it  tus  >  a<*  t.« 
mitigated,  if  only  partially,  by  intergroup  training  Several  a**pe>is  «?  Pin  s harogy 
are  worthy  of  attention,  though  tho  subject  «  a  difficult  and  <  ontple* 

Some  studies  show  that  intergroup  conflict  resolution  hinges  on  .»  parti,  >r.e 
type  of  training  which  seeks  an  integration  of  viewpoint*,  by  making  waning  g?  ;«..g n 
realize  they  are  dependent  on  ono  another » Such  a  *<i»  atopy  tends  to  w,<r*  more 
readily  when  both  groups  fear  some  external  threat  to  both  of  tn «*«*  1  h.s ,  j«  t  *. 


1  See  tntergroup  Relatioru  anti  tsa4rttHif>,  *di«rrf  b*  sh--n?  *tr»  V  ,»'«  ; 

Wiley  8c  Sons,  Inc.,  1062), 
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not  greatly  different  from  the  idea  contained  in  the  observation  that  members  of 
families  may  fight  viciously  with  one  another  but  when  an  outsider  attacks  one  of 
the  family,  the  family  abandons  its  differences  to  fight  together  against  the  intruder. 
It  seems  obvious  from  the  analysis  presented  in  this  article,  however  that  this 
strategy  is  operable  only  when  prestige-authority  issues  are  not  present. 

A  number  of  researchers,  teachers,  and  managers  have  begun  to  explore  more 
direct  methods  for  reducing  point-of-view  conflict.  Some  have  pointed  out  that 
bringing  group  representatives  together  to  explore  their  differences  is  usually 
doomed  to  failure  since  representatives,  if  they  are  to  remain  such,  must  be  loyal 
to  their  respective  groups.1 * 3 * 5  Simple  measures  to  increase  contact  also  appear 
fruitless,  because  negative  stereotypes  end  up  simply  becoming  reinforced  by  the 

contact.  .  .  .  . 

Other  measures  have  proved  more  effective.  Although  they  vary  in  form,  almost 
all  of  these  contain  the  following  basic  element:  the  groups  in  conflict  must  be 
brought  together  as  totalities  under  special  conditions  *  The  goal  of  all  of  these 
conditions  is  to  reduce  individual  and  group  anxieties  sufficiently  so  that  a  point 
of  view  can  not  only  be  made  explicit  but  can  be  heard  by  those  who  do  not  share 
it.  This  procedure  requires  not  only  considerable  candor  between  groups,  but  also 
candor  within  each  group  and  within  the  individual  himself.  Naturally,  sessions  in 
which  such  training  is  supposed  to  take  place  can  be  extremely  threatening  and 
should  be  mediated  by  an  external  agent  to  keep  threat  within  manageable  bounds 
and  help  guide  the  groups  into  explorative  rather  than  recriminative  behavior.® 

***** 

Such  a  pursuit,  carried  on  openly  and  sincerely,  cannot  help  but  raise  issues  of 
interdepartmental  ambiguity,  illegitimacy,  and  conflicting  points  of  view  to  a  level 
where  they  can  be  re-examined  and  dealt  with.  An  easy  process?  No.  But  as  old 
wives’  tales”  have  told  us,  no  remedy  is  without  pain. 


From 

NEW  MANAGEMENT  JOB: 

THE  INTEGRATOR* 

By  Paul  R.  Lawrence  and  Jay  W.  Lorschi 

What  will  be  new  and  unique  about  organizational  structures  and  management 
practices  of  business  enterprises  that  are  their  industries’  competitive  leaders  a 

1  See  Robert  Blake  and  Jane  S.  Mouton,  Group  Dynamics— Key  to  Decision  Making  (Hous- 

ton,  Texas,  Gulf  Publishing  Co.,  1961). 

'See  Herbert  R.  Shepard  and  Robert  R.  Blake,  “Changing  Behavior  Through  Cognitive 

Change,”  Human  Organization ,  Summer  1962,  p.  88. 

5  See  Chris  Argyris,  Interpersonal  Competence  and  Organizational  Effectiveness  (Home- 
wood,  Illinois,  The  Dorsey  Press,  Inc.  and  Richard  D.  Irwin,  Inc.,  1962). 

*  From  “New  Management  Joh:  The  Integrator,”  Harvard  Busines  Review,  Vo\.  45,  No.  6 
(November-December,  1967),  pp.  142-51  (excerpts).  Reprinted  by  permission.  ©  1967  by  The 
President  and  Fellows  of  Harvard  College;  all  rights  reserved. 

t  The  authors  are  on  the  faculty  of  the  Graduate  School  of  Business  Administration,  Har- 
yard  University. 
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decade  from  now?  Because  of  the  rapid  rate  of  market  and  technological  change, 
with  the  accompanying  strains  and  stresses  on  existing  organizational  forms, 
managers  are  becoming  increasingly  concerned  with  the  difficulty  of  reconciling 
the  need  for  specialization  with  the  need  for  integration  of  effort. 

*  *  *  *  * 

.  .  .  [W]e  first  need  to  define  what  we  mean  by  the  term  integration.  As  used 
in  this  article,  integration  is  the  achievement  of  unity  of  effort  among  the  major 
functional  specialists  in  a  business.  The  integrator’s  role  involves  handling  the 
nonroutine,  unprogrammed  problems  that  arise  among  the  traditional  functions  as 
each  strives  to  do  its  own  job.  It  involves  resolving  interdepartmental  conflicts  and 
facilitating  decisions,  including  not  only  such  major  decisions  as  large  capital 
investment  but  also  the  thousands  of  smaller  ones  regarding  product  features, 
quality  standards,  output,  cost  targets,  schedules,  and  so  on.  Our  definition  reads 
much  like  the  customary  job  description  of  any  company  general  manager  or 
divisional  manager  who  has  “line”  authority  over  all  the  major  functional  depart¬ 
ments. 

Although  the  need  for  organizational  integration  is  not  new,  the  traditional 
method  of  using  the  “shared  boss”  as  the  integrator  is  rapidly  breaking  down,  and 
a  radically  new  approach  is  becoming  necessary.  The  increasingly  dynamic  nature 
of  many  organizational  environments  is  making  the  integrating  job  so  important 
and  so  complex  that  it  cannot  be  handled  by  a  single  general  manager,  no  matter 
how  capable  he  may  be. 

*  *  *  *  * 


SURVEY  FINDINGS 

To  this  point  in  the  discussion,  we  have  demonstrated  that  integrative  roles  are 
needed  and  are  being  developed  in  many  companies.  In  fact,  our  study  of  ten 
organizations  in  three  distinctly  different  industries — plastics,  consumer  foods,  and 
containers — provides  dramatic  evidence  of  the  importance  of  effective  integration 
in  any  industry.  This  is  because  our  research  reveals  a  close  correlation  between 
the  effectiveness  of  integration  among  functional  departments  and  company 
growth  and  profits.  However,  separate  integrating  roles  or  departments  are  not 
the  solution  for  all  organizations.  While  formal  integrative  roles  are  highly  important 
in  R&D-intensive  industries,  such  as  plastics  and  consumer  food  products,  in  a 
comparatively  stable  industry,  such  as  containers,  integration  can  be  achieved 
through  the  management  hierarchy. 

The  important  point  is  that  in  the  future  more  organizations  will  be  operating 
in  rapid  changing  environments,  and  the  problem  of  managers  will  be  to  make 
certain  that  this  integrative  function  is  effectively  carried  out.  In  order  to  to  do  this, 
they  will  need  to  learn  how  to  select,  train,  organize,  supervise,  and  control  these 
new  integrators. 


Organization  Structure 

Two  questions  arise  when  we  think  of  designing  the  structure  of  the  organiza¬ 
tion  to  facilitate  the  work  of  integrators: 

1 .  is  it  better  to  estabiish  a  forma!  integration  department  or  simp/y  to  set  up 
integrating  positions  independent  of  one  another? 
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2.  If  individual  integrating  positions  are  set  up,  how  should  they  be  related  to 
the  larger  structure? 

In  considering  these  issues  it  should  first  be  pointed  out  that  if  an  organization 
needs  integrators  at  all,  it  is  preferable  to  legitimize  these  roles  by  formal  titles 
and  missions  rather  than  to  leave  them  in  an  informal  status.  We  derive  the  primary 
evidence  on  this  point  from  an  intensive  study  of  an  electronics  company,  where 
the  limitations  of  using  informal  integrators  are  clearly  revealed.1  This  research 
demonstrates  that  the  effectiveness  of  the  informal  integrators  is  severely  circum¬ 
scribed  when  it  comes  to  dealing  with  difficult  interdepartmental  relationships. 
Consider: 

□  In  this  organization  the  boundaries  between  the  production  and  engineering 
departments  were  not  well  established,  and  there  was  intense  competition  and 
conflict  between  these  two  groups.  The  informal  integrators  were  unable  to 
achieve  effective  collaboration,  at  least  in  part  because  their  roles  were  not  clearly 
defined.  Therefore,  their  integrative  attempts  were  often  seen  as  inappropriate 
infringements  on  the  domains  of  other  departments. 

For  example,  an  engineering  supervisor,  whose  own  inclinations  and  interests 
led  him  to  play  a  coordinating  role  between  the  two  departments,  was  frequently 
rebuffed  by  the  production  personnel  because  he  was  seen  as  intruding  into  their 
activities.  Without  a  clearly  defined  role,  his  integration  efforts  were  limited  to 
exchanging  information  across  the  interface  of  the  two  departments. 

These  data  indicate  that  the  more  intense  the  problem  of  interdepartmental 
collaboration  is,  the  more  need  there  is  for  the  integrative  roles  to  be  formally 
identified  so  that  such  activities  are  seen  as  legitimate. 

The  question  of  whether  to  establish  independent  integrative  roles  or  to  create 
a  formal  department  is  illuminated  to  a  considerable  extent  by  our  data.  Consider: 

□  In  the  plastics  industry,  which  has  the  fastest  rate  of  technical  change  of  the 
three  industries  we  studied,  the  basic  departments  (production,  sales,  and  re¬ 
search)  are  the  most  highly  specialized  and  differentiated.  Five  of  the  six  plastics 
companies  studied,  including  the  one  with  the  best  integration  record,  have  what 
could  be  called  “full-scale  integrating  departments,”  although  they  are  not  formally 
labeled  as  such.  (See  Exhibit  Hot  suggested  structural  solutions  to  the  integration 
problem.) 

□  in  the  consumer  foods  industry,  which  has  both  a  medium  rate  of  technical 
change  and  a  medium  degree  of  difference  between  basic  departments,  one  of 
the  two  companies  studied  uses  a  full-scale  “integrating  department  ;  the  other 
with  the  better  integration  record— simply  utilizes  a  set  of  scattered  integration 

roles.  ,  i-  u+ 

□  The  container  industry  has  the  most  stable  technology,  and  thus  only  slight 

differences  are  perceptible  between  basic  departments.  In  this  industry  the  com¬ 
pany  with  the  best  integration  record  has  no  formal  integrators  of  any  kind;  it  relies 
entirely  on  its  regular  line  organization  to  do  the  coordinating.  By  contrast,  a 
second  container  company,  employing  a  full-fledged  integrating  department,  has 
experienced  considerable  integrating  difficulties.  This  suggests  not  only  that  the 
department  is  redundant,  but  that  it  actually  impedes  the  coordination  process. 

All  of  this  evidence  indicates  that  the  elaborateness  of  the  integrating  function 

1  Unpublished  study  conducted  by  John  Seiler  and  Robert  Katz  for  the  Division  of  Re¬ 
search,  Harvard  Business  School. 
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should  vary  both  with  the  complexity  of  the  problems  and  with  the  size  of  the  gap 
that  specialization  creates  between  the  basic  departments.  Moreover,  manage¬ 
ment  should  keep  in  mind  that  it  is  possible  to  get  too  many  integrators  into  the 
act  as  well  as  too  few. 


BEHAVIOR  CHARACTERISTICS 

Our  research  enables  us  to  identify  four  important  characteristics  about  the 
behavior  of  effective  integrators,  as  well  as  the  organizational  practices  that  con¬ 
tribute  to  their  effectiveness: 

1.  Integrators  need  to  be  seen  as  contributing  to  important  decisions  on  the 
basis  of  their  competence  and  knowledge,  rather  than  on  their  positional  authority. 

2.  Integrators  must  have  balanced  orientations  and  behavior  patterns. 

3.  Integrators  need  to  feel  they  are  being  rewarded  for  their  total  product 
responsibility,  not  solely  on  the  basis  of  their  performance  as  individuals. 

4.  Integrators  must  have  a  capacity  for  resolving  interdepartmental  conflicts 
and  disputes. 

*  *  *  *  * 


Decision  Contribution 

Although  this  integrator,  like  many  of  his  colleagues,  complains  that  he  does 
not  have  formal  authority  over  the  other  groups  with  whom  he  works,  our  measures 
of  actual  influence  on  decisions  in  the  organizations  studied  indicate  that  all  inte¬ 
grators,  except  for  those  in  the  less  well-integrated  container  company,  have  a 
larger  voice  in  interdepartmental  decisions  than  their  peers  in  functional  depart¬ 
ments.  And  their  influence  is  essential  in  industries  requiring  highly  specialized  and 
we  1 1 -integrated  organizations,  where  the  integrator  must  often  initiate  activities  for 
managers  in  other  departments. 

Personal  Competence.  There  is  another  important  factor  related  to  influence 
that  distinguishes  the  integrators  in  effective  organizations  from  those  in  less 
effective  ones.  In  the  more  effective,  the  integrators  are  influential  because  of  their 
knowledge  and  expertise,  while  in  less  effective  organizations  they  are  influential 
only  because  of  the  formal  authority  of  their  positions. 

*  *  *  *  * 

These  and  similar  comments  indicate  that  the  managers  in  effectively  inte¬ 
grated  organizations  view  the  integrators  as  persons  who  have  knowledge  of  and 
expertise  in  solving  organizational  problems.  This  personal  competence  appears 
to  be  the  foundation  on  which  their  large  voice  in  interdepartmental  decisions 
rests. 

Positional  Power.  In  the  organizations  that  were  having  difficulty  in  achieving 
integration,  the  tone  of  the  functional  managers’  commentaries  on  the  influence 
of  the  integrators  was  quite  different. 

***** 

Comments .  .  .  suggest  that  the  integrators  in  organizations  having  integration 
problems  were  influential  only  because  of  the  formal  authority  given  to  them  by 
the  top  management  and  because  of  their  proximity  to  top  management.  Other 
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responses  stressed  that  gently  the  «*«*»*'"  con « 

ered  less  knowledgeable  about  industry  conditions.  Morouv* 1,  tho  specialist 
managers  frequently  volunteered  disparaging  remarks  about  the  mtugiators  abili- 

tieSOtherkFactors.e'ln  planning  for  these  integrating  positions,  attention  must  be 
given  to  placing  them  at  levels  in  the  organutatwn  where  the  incumbents  will  have 
readv  access  to  the  knowledge  and  information  Movant  to  ^visions  In  the 
well-inteqrated  organizations  we  studied.  for  example,  Uw,  level  was  usually  at  the 
middle  of  the  management  hierarchy.  Smcu  these  organ, /at,. ms  worn  a,  dynamic, 
rapidly  changing  industries  where  knowledge  was  cample*  and  uttmfcwi,  only 
those  middle  managers  with  specific  problem  experience  ha«  bmm  iM*  «  to  mast# 
the  required  knowledge. 

If  the  integrator  selected  has  had  prior  work  oxpunenco  »n  two  m:<u>  of  tm, 
several  functional  departments,  the  specialist  managers  will  nv„m1  Ism  a-,  comp# 
tent  because  of  the  knowledge  that  his  experience  has  imwided  m,k«  pee«ms 
with  these  ideal  qualifications  may  bo  extremely  scame,  ,f  m  imp  to  hs 
the  necessity  to  fill  these  crucial  positions.  One  oiimus  m  failing  c,  -be  *os>  wei, 1 
integrated  organizations  is  their  tendency  to  assign  vouikj  man  ta#  <  M,  k.ug  sutfr 
cient  experience  in  all  facets  of  thu  bus, hush  to  the >  p<  f  ,.ti*  'iis  mot.  ugh  fhn  may 
provide  a  useful  learning  oxperiorwe  for  the  young  m.maqnrs.  -  — 

gests  that  it  really  does  not  load  to  effective  integration 


Balanced  Orientation 

The  second  important  characteristic  nf  efforfw  *  mtmp  p-  „  %  mat  the*  mmntu 
tions  and  ways  of  thinking  strike  a  quod  halume  f»utwt>,.m  m,»  mtremm.  ,,, f  the 
members  of  the  specialized  departments  whose  off,-, it-,  the*  mi-.  jut-.,;,*  f  m 
instance,  our  study  shows  that: 

□  Research  scientists  think  about  long  term  pm;***  H  and  -•'#>*-.  mil  abcif 
solutions  to  scientific  and  technical  problems 

□  Production  managers  and  ongmuors,  <«t  the  other  hand  urn -  -m  mm.d  *<» f» 
shorter  term  problems,  especially  those  that  reu?.,  i.«  an  -d*,  mm  *•■.»  t.mm,  #m*h 
operation. 

□  Sales  personnel  are  also  concerned  with  xhertm  ten,,  a  >n-n  f,u*  r# 

the  important  problems  are  those  that  dual  with  th<«  >n  la.-i  h"'*  '**  '■  -  m***)? 

sales  objectives,  what  to  do  about  competitor*-,'  }#;■}#.*  '»  v-i‘  < <  Ah.ii  t  ■  w 
istics  a  new  product  must  have  to  row!  the  wed*.  -•»  -  and  '  aw, 

These  differences  in  ways  of  thinking  am,  of  «amtv*  $„et  •  ;»  #>.;,!  *  -t  Me nt 

for  these  groups  to  collaborate  effectively 

The  fact  that  the  effective  integrator,  tw/e  hala#  -  i .  :>*-•’■,»  »  •,  - ,-r-m 
they  share  more  ways  of  thinking  aru!  time <  a  «'  »  rr 

managers  than  those  managers  normally  de  wi»b  a'-.?  m  a  '>rre.t,»<t 
integrators  speak  the  language  of  each  of  the  **p«  un-a  -,r  -d  *v>  m 

able  to  work  at  resolving  interdepartmental  onffu  a*:  yr<(1,,  pf  ,« j  »  » *  .wu 

balanced  orientations,  their  ability  to  fimilifaiu  ,-cii'f  ipt  -s,,  ^  .  *  > •«’**!«!'.',  *■*■■■•■ 

tional  managers  suffers.  .  .  . 

♦  *  *  *  # 

Our  research  also  reveals  that  offncftw!  a  *.  t»» » •  .v/  •«- 

style  of  behavior  that  falls  between  thu  two  -fs.-ttvMm-n’  -  f.-n.i.  -  *  ■  --  f,V‘  .*  ■» 
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of  specialized  departments.  At  one  extreme,  sales  personnel  are  most  concerned 
with  maintaining  sound  personal  relationships  with  their  colleagues  in  other  depart¬ 
ments.  At  the  other  extreme,  production  managers  (and  research  scientists  to  a 
lesser  extent)  are  primarily  concerned  with  getting  on  with  the  job,  even  if  this 
causes  the  disruption  of  some  established  relationships.  Our  evidence  indicates 
that,  to  be  effective,  an  integrator  needs'  to  think  and  act  in  ways  which  evenly 
balance  the  highly  social  and  the  highly  task-oriented  behavior  patterns  of  the  units 
he  is  attempting  to  link. 

Our  research  further  reveals  that  entire  integrating  departments  are  much  more 
effective  when  they  are  intermediate  in  their  degree  of  structure  in  relation  to  the 
specialized  departments  they  are  linking.  To  analyze  the  formalization  of  structure, 
we  examined  the  degree  to  which  formal  rules  are  utilized,  the  average  span  of 
control,  the  frequency  and  specificity  of  both  departmental  and  individual  perform¬ 
ance  reviews,  and  the  number  of  levels  in  the  hierarchy. 

We  found,  for  example,  that  most  of  the  formally  integrated  companies  were 
in  an  industry  where  specialized  departments  had  to  develop  distinctly  different 
organizational  practices  to  perform  their  respective  tasks.  Thus,  at  one  extreme, 
the  production  units  needed  highly  formalized  organizational  practices  to  perform 
their  more  routinized  tasks.  At  the  other  extreme,  researchers  with  problem-solving 
tasks  wore  more  effective  in  units  that  had  less  formalized  structures.  Between 
those  oxtrornos,  tho  salos  personnel  operated  most  effectively  with  intermediate 
organizational  practices. 

When  tho  integrators  worked  within  an  intermediate  structure,  they  developed 
behavior  patterns  not  too  unlike  those  of  the  different  specialists  they  were  linking, 
and  thus  they  wore  able  to  work  effectively  with  all  of  them. 

While  our  data  on  tho  need  for  intermediate  orientations  and  structures  are 
drawn  from  a  study  of  integrators  attempting  to  link  research,  sales,  and  production 
units,  tho  same  conclusions  would  seem  to  hold  for  integrators  linking  other  func¬ 
tional  unit#. 

Performance  Recognition 

The  third  Important  characteristic  of  effective  integrators  is  the  basis  on  which 
they  soo  thumsolves  being  evaluated  and  rewarded.  For  example,  in  organizations 
where  tho  integrators  wore  highly  effective,  they  reported  that  the  most  important 
basis  for  their  superior's  evaluation  was  the  overall  performance  of  the  products 
on  which  they  wore  working.  Where  the  integrators  were  less  effective,  the  superi¬ 
or's  evaluation  was  more  on  the  basis  of  their  individual  performance. 

fhm  indicates  that  If  Integrators  are  to  perform  effectively  in  coordinating  the 
many  facets  of  complex  decisions,  they  need  to  feel  they  are  being  evaluated  and 
rewarded  for  the  total  results  of  their  offorts.  When  they  fee!  they  are  judged  only 
on  the  basis  of  their  performance  as  individuals,  they  may  become  so  concerned 
with  making  decisions  to  please  their  superiors  or  to  avoid  rocking  the  boat  that 
they  will  easily  overlook  what  is  desirable  from  the  point  of  view  of  their  total 
product  responsibility. 

Conflict  Resolution 

the  final  characteristic  of  offoctivo  integrators  is  the  mode  of  behavior  they 
utilize  to  resolve  interdepartmental  conflict.  It  seems  inevitable  that  such  conflicts 
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will  arise  in  any  complex  organization  from  time  to  time.  So,  rather  than  being 
concerned  with  the  essentially  impossible  goal  of  preventing  conflict,  we  are  more 
interested  in  finding  ways  for  integrators  and  their  colleagues  to  handle  it.  Our 
analysis  identifies  three  modes  of  behavior  for  resolving  conflict. 

Confrontation  Technique.  The  first  method,  confrontation,  involves  placing 
all  relevant  facts  before  the  disputants  and  then  discussing  the  basis  of  disagree¬ 
ment  until  some  alternative  is  found  that  provides  the  best  solution  for  the  total 
organization.  Confrontation  often  involves  extended  discussion.  ,  .  . 


Smoothing  Approach.  The  second  technique  for  dealing  with  conflict, 
smoothing,  essentially  emphasizes  the  maintenance  of  friendly  relations  and 
avoids  conflict  as  a  danger  that  could  disrupt  these  relations.  Managers  using  this 
approach  are,  in  effect,  indicating  anxiety  about  facing  the  consequences  of  their 
conflicting  points  of  view.  Such  action,  they  feel,  might  not  only  threaten  their 
continuing  friendly  relations,  but  even  their  jobs.  So  they  smooth  over  their  differ¬ 
ences,  perhaps  by  using  superficial  banter  and  kidding,  and  thus  sidestep  con¬ 
flict.  .  .  . 


Forcing  Method.  The  final  approach,  forcing,  entails  the  straightforward  use 
of  power  in  resolving  conflict.  The  disputing  parties  bring  to  boar  whatever  power 
or  influence  they  have  to  achieve  a  resolution  favoring  their  own  point  of  view.  This 
mode  of  behavior  often  results  in  a  "wm-iose"  struggle.  Unfortunately,  it  is  often 
the  objectives  of  the  total  organization  that  suffer  the  greatest  loss,  ,  ,  .Our  data 
indicate  that  there  is  a  close  relationship  between  the  effectiveness  of  integration 
in  an  organization  and  the  reliance  of  its  members  on  confrontation  as  a  way  to 
resolve  interdepartmental  conflict. 


While  confrontation  showed  up  as  a  common  mode  of  msolving  conflict  in  ail 
of  the  ten  organizations  we  studied,  the  integrators  and  functional  managers  in 
the  six  most  effectively  integrated  organizations  did  significantly  mom  confronting 
of  conflict  than  their  counterparts  m  the  four  loss  well  integrated  organizations. 
Similarly,  the  managers  and  Integrators  in  tho  two  organizations  that  had  achieved 
a  medium  degree  of  integration  were  confronting  conflict  more  often  than  the 
managers  in  the  least  effectively  integrated  organizations. 

There  is  one  other  point  worth  considering:  in  the  highly  integrator!  organiza¬ 
tions,  we  also  found  that  the  functional  managers  wore  using  morn  forcing,  and/or 
less  smoothing,  behavior  than  their  counterparts  in  tho  less  effective  organiza¬ 
tions.  This  suggests  that,  while  confrontation  of  conflict  must  be  tho  primary  basis 
for  resolving  interdepartmental  issues,  it  is  also  important  to  have  a  backup  mode 
of  some  forcing  behavior  to  ensure  that  tho  issue  will  at  leant  tin  addressed  and 
discussed,  and  not  avoided. 


♦  * 


* 


Preferred  Styles 

In  addition  to  measuring  tho  integrators’  motives,  their  preferred  behavioral 
stylos  were  investigated,  with  certain  interesting  results 

□  Effective  integrators  prefer  to  take  significantly  more  initiative  and  leadership; 
they  are  aggressive,  confident,  persuasive,  and  verbally  fluent  In  contrast,  Innu 
effective  integrators  are  retiring,  inhibited,  and  silent,  and  they  avoid  situations  that 
involve  tension  and  decisions. 
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□  Effective  integrators  seek  status  to  a  greater  extent;  they  are  ambitious, 
active,  forceful,  effective  in  communication,  and  have  personal  scope  and  breadth 
of  interests.  Less  effective  integrators  are  restricted  in  outlook  and  interests,  and 
are  uneasy  and  awkward  in  new  or  unfamiliar  social  situations. 

□  Effective  integrators  have  significantly  more  social  poise;  they  are  more 
clever,  enthusiastic,  imaginative,  spontaneous,  and  talkative.  Less  effective  inte¬ 
grators  are  more  deliberate,  moderate,  and  patient. 

□  Effective  integrators  prefer  more  flexible  ways  of  acting;  they  are  adventur¬ 
ous,  humorous,  and  assertive.  Less  effective  integrators  are  more  industrious, 
guarded,  methodical,  and  rigid. 

*  *  *  *  * 

While  American  industry  still  needs  many  types  of  organizations,  as  the  trend 
continues  for  more  and  more  industries  to  be  characterized  by  rapid  rates  of 
technological  and  market  change,  more  organizations  will  be  like  the  R&D-inten- 
sive  firms  described  here.  These  firms  will  require  both  high  differentiation  between 
specialist  managers  in  functional  units  and  tight  integration  among  these  units. 
Although  differentiation  and  integration  are  essentially  antagonistic,  effective  inte¬ 
grators  can  help  organizations  obtain  both  and  thus  contribute  to  economic  suc¬ 
cess.  .  .  . 


From 

LEADERSHIP  AND  MOTIVATION:  A 
CORE  CONCEPT* 

By  Martin  G.  Evans  t 


The  question  of  whether  a  leader’s  behavior  has  an  impact  upon  the  job  satis¬ 
faction  and  performance  of  the  subordinate  has  been  subjected  to  considerable 
empirical  exploration.  This,  however,  has  been  on  a  broad  front  rather  than  in  any 
great  depth.  There  has  been  a  great  deal  of  replication  of  Fleishman’s1  original 
finding  that  supervisory  initiation  of  structure  and  consideration  have  an  impact 
upon  worker  behavior  and  satisfaction.  Originally  it  was  found  that  satisfaction  was 
positively  related  to  consideration,  while  performance  was  positively  related  to 
initiation  of  structure.  However,  even  in  this  early  study,  differences  appeared 
between  different  types  of  work  groups— -the  results  were  stronger  for  those  fore¬ 
men  in  production  departments  than  for  those  in  non-production  departments. 
Additional  work  in  the  area  has  added  to  the  confusion.  A  variety  of  studies  has 
shown  little  consistency  in  the  strength  or  even  direction  of  the  relationships 
observed. 


*  Reprinted  by  permission  of  Academy  of  Management  Journal,  Vol.  13,  No.  1  (March 
1970).  Excerpts  from  pp.  91-97,  99-100. 

t  The  author  is  on  the  business  faculty  at  the  University  of  Toronto. 

1  E.  A.  Fleishman,  E.  F.  Harris  and  H.  E.  Burtt,  Leadership  and  Supervision  in  Industry 
(Columbus,  Ohio:  Bureau  of  Educational  Research,  Ohio  State  University,  1955). 
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Among  the  few  studies  that  have  attempted  to  go  below  the  surface  of  the 
observed  relationships  to  try  to  discover  the  conditions  under  which  either  positive 
or  negative  relationships  are  observed  is  that  of  Fiedler.®  This  has  boon  a  signifi¬ 
cant  contribution.  However,  his  use  of  a  model  of  leadership  which  implies  that 
the  consideration  and  initiation  of  structure  styles  are  the  two  extremes  of  a  single 
continuum  rather  than  being  two  orthogonal  continua  may  have  restricted  its  utility. 
Nevertheless,  he  found  that  the  relationship  between  employee  performance  and 
supervisory  behavior  was  moderated  by  aspects  of  the  "favor  ablonoss"  of  the 
situation  for  the  supervisor.  Highly  favorable  situations  were  characterised  by: 

a.  High  formal  power  of  the  supervisor 

b.  High  degree  of  liking  for  the  supervisor  by  the  work  group 

c.  Highly  structured  task 

Highly  unfavorable  situations  were  characterized  by: 

a.  Low  formal  power  of  the  supervisor 

b.  Dislike  of  the  supervisor  by  the  work  group 

c.  Unstructured  task 

Fiedler  found  that  in  highly  favorable  and  in  highly  unfavorable  situations  the  more 
task-oriented  (initiating  structure)  the  supervisor  thon  the  mow  effective  worn  the 
subordinates.  Only  in  moderately  favorablo/unfavorablti  situations  was  tho  rota 
tionship  reversed  so  that  the  more  person-oriented  (considerate)  tho  supervisor 
the  more  effective  the  subordinates.  This  research  has  defined  one  set  of  external 
conditions  that  influence  the  nature  of  the  relationship  between  louder  and  fol 
lower. 


A  Working  Theory  of  Motivation 

[One] .  .  .  strand  in  motivation  theory  concerns  tho  interrelationship  between 
the  action  or  behavior  of  the  individual  and  his  goal  attainment  and  need  satisfac 
tion.  This  has  been  called  the  Path-goal  approach  to  motivation  An  a  basic  prem¬ 
ise,  the  assumption  is  made  that  tho  individual  is  basically  goal  dir.-,  tod,  in  other 
words,  that  he  will  actively  strive  to  engage  in  actions  that  he  perceives  an  leading 
to  his  important  goals.  This  is  a  simplification  of  tho  actual  mate  of  affairs,  fur  tho 
individual  presumably  has  a  set  of  goals  (soci  above),  all  of  which  may  be  of 
importance  to  him,  so  that  his  choice  of  actions  will  bn  such  as  to  satisfice  thin 
set  of  goals.  However,  this  does  not  alter  tho  basis  whereby  action  decisions  are 
made;  i.e.,  the  actions  taken  by  the  individual  will  tin  consistent  with  fus  perception 
of  their  instrumentality  for  goal  attainment. 

At  this  point  we  should  emphasize  that  our  initial  concern  is  with  the  individual's 
perception  of  whether  or  not  a  particular  activity  helps  or  hurts  turn  m  the  attain¬ 
ment  of  the  goal.  Such  a  perception  may  or  may  not  b«  based  upon  the  reality 
of  the  situation;  nevertheless,  the  action  decisions  of  the  individual  will  tie  baser! 

43,  gfpp,  “Eneineer  th«  Job  t0  Vit  tiu'  Manwr,"  tfurmnl  fluunru  tin  ■■  t'#a , 
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upon  these  perceptions  of  path-goal  instrumentality.  We  may,  therefore,  introduce 
the  core  concept  of  Path-Goal  Instrumentality  which  is  defined  as  the  degree  to 
which  the  individual  perceives  that  a  given  path  will  lead  to  a  particular  goal.3  We 
are  now  in  a  position  to  make  some  predictions  about  an  individual’s  motivation 
to  engage  in  specific  behavior.  This  will  be  a  function  of  the  instrumentality  of  the 
behavior  for  his  goals;  and  the  relationship  will  be  stronger  for  the  more  important 
goals  of  the  individual.  This  can  be  summarized: 

1 .  Motivation  to  engage  in  specific  behavior  = 

(  **  (Behavior’s  perceived  Instrumentality  for  goal  X 
-  Goal  importance) 

The  actual  frequency  with  which  paths  are  followed  by  the  individual  will  be  a 
function  not  only  of  the  individual’s  motivation  to  follow  it,  but  also  of  the  con¬ 
straints  on  him  in  his  choice  of  behavior  (such  as:  his  ability,  the  nature  of  the  task, 
etc).4 

2.  Frequency  with  which  a  path  is  followed  = 

f  (Motivation  to  follow  paths/ability,  freedom,  etc.) 

This  can  bo  taken  one  step  further;  the  extent  to  which  a  path  is  followed  will,  in 
combination  with  the  acual  path-goal  instrumentality,  affect  the  degree  to  which 
an  individual's  goals  are  attained.  In  other  words,  by  frequently  taking  paths  which 
actually  load  to  an  individual's  goals  there  is  a  strong  likelihood  that  these  goals 
will  bo  attained;  more  formally: 

3.  Dogroo  of  Goal  Attainmont 

i  ( -T  (Path  Frequency  X  Actual  Path  Instrumentality) 

We  suggested  earlier  that  percoived  path-goal  instrumentality  (which  is  the  basis 
for  a  choice  of  paths)  might  or  might  not  be  based  upon  actual  situations.  In  the 
ongoing  organization,  it  is  to  be  expected  that  as  a  result  of  experience,  people 
will  develop  realistic  perceptions  of  the  path-goal  instrumentalities;  though  we 
should  bo  aware  that  both  organizational  and  individual  factors  may  inhibit  the 
process  of  verification.* 

rho  first  strand  of  motivation  theory  helped  us  to  understand  the  kinds  of  needs 
and  goals  that  are  relevant  for  motivating  individual  behavior.  This  second  strand 
in  motivation  theory  provides  us  with  the  relationship  between  action  and  goal 
attainment.  This  mdood  sheds  somo  light  on  the  thorny  problem  of  the  relationship 
between  job  satisfaction  and  job  performance.®  In  Figure  1 ,  this  is  outlined  dia- 


’  Thl*  position  ha#  item  outlined  most  recently  (with  slightly  different  terminology)  in 
V  il  VrtHiiii,  Work  mid  Mottmtum  (New  York:  Wiley,  UHS4). 

*  A  multiplicative  relationship  has  1kh*ii  #ugg«Hted  by  Vroom,  op.  oil.,  for  the  moderating 
i  uf  ability  Fmtueney  of  liehavlor  f  (Motivation  X  Ability). 

*  For  example  organisational  complexity,  organisational  change,  and  managerial  policies 

on  secrecy  may  contribute  to  ereatmg  ambiguity  in  an  Individual's .rote  mtulrmenta  and 
hence  in  Im  of*  path  goal  ifistrunientalittes,  It  t.  Kahn,  M.  Wolfe,  R,  I .  Quinn, 

J  II,  and  It  A,  Hmmthak  Or^unimtional  Stress;  Studies  In  Bole  Conflict  and  Am- 

hwmtuiMe w  York  Wiley,  I964n  while  mural  individual  beliefs  about  whether  the  environ- 
mem  H  essentially  random  in  its  rewards  nr  whether  such  rewards  are  contingent  upon 
behavior  will  distort  the  individual^  tiereepticm  of  actual  path-goal  instrumentalities,  J.  ». 
Hotter  "(icucraliml  Expectancies  for  Internal  Versus  External  Control  of  Reinforcements, 
Psyehkm  nl  Mmwmphsi  t  M  h  80*  I  whole  number  609, 

*  jjt  w  Porter  and  K,  K,  Uwler,  °What  job  Attitude  Tell  About  Motivation,1’  Harvard 
ihmnem  Brume  i  iWD,  «Wk  l,  PP*  l  Id  VMl 
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grammatically.  First,  the  path-goal  instrumentality,  in  conjunction  with  goal  impor¬ 
tance,  determines  the  level  of  motivation  to  follow  a  given  path,  ma-ond,  this 
motivation  level,  in  conjunction  with  environmental  factors,  determines  the  actual 
frequency  with  which  a  path  is  followed;  third,  path  frequency,  m  conjunction  with 
path-goal  instrumentality,  determines  the  level  of  goal  attainment,  which  w  a  partial 
measure  of  job  satisfaction.  We  can,  therefore,  see  that  the  individual  wilt  choose 
a  level  of  performance  that  is  perceived  as  instrumental  for  the  attainment  of  his 
goais.  If  the  individual  sees  low  performance  leading  to  hm  goals,  than  he  will  be 
a  low  performer;  if  he  sees  high  performance  as  loading  to  his  goals,  then  Im  will 
be  a  high  performer;  if  he  is  able  to  choose  paths  that  load  to  his  goals,  then  he 
will  be  satisfied;  if  he  is  unable  to  do  so,  then  he  will  bn  d'SMttisfmd 

Articulation  Between  Supervisory  Behavior  and  the 
Motivation  Model 

If  the  outline  presented  above  is  an  accurate  description  of  the  motivational 
patterns  in  human  behavior  then  the  concept  of  parcumtti ptitfi  fjititf  msttmuitUfil 
ity  becomes  a  crucial  point  at  which  influence  can  be  oxerbwi  on  the  individual 
To  be  sure,  there  are  a  variety  of  factors  that  can  affect  path  goal  instrumentalities, 
but,  in  certain  conditions,  the  behavior  of  the  supervisor  can  bo  one  of  but  most 
potent.  In  this  section,  we  shall  consider  aspects  of  the  supervisor's  behavior  that 
impinge  upon  the  subordinate's  perceptions  of  the  instrumentalities  of  lie.  paths 
for  his  goal  attainments. 
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Fleishman  and  his  associates  identify  two  major  components  of  supervisory 
behavior  (initiation  of  structure  and  consideration)  that  seem  to  result  in  different 
patterns  of  subordinate  behavior  (in  terms  of  both  job  performance  and  job  satis¬ 
faction).  These  are  defined  as: 

Consideration  which  includes  behavior  indicating  mutual  trust,  respect  and  a  cer¬ 
tain  rapport  between  the  supervisor  and  his  group.  This  does  not  mean  that  this 
dimension  reflects  a  superficial  “pat-on-the-back,”  “first  name  calling”  kind  of 
human  relations  behavior.  This  dimension  appears  to  emphasize  a  deeper  concern 
for  group  members*  needs  and  includes  such  behavior  as  allowing  subordinates 
more  participation  in  decision-making  and  encouraging  more  two-way  communica¬ 
tion. 

initiation  of  Structure  which  includes  behavior  in  which  the  supervisor  organizes 
and  defines  group  activities  and  his  relation  to  the  group.  Thus,  he  defines  the  role 
he  expects  each  member  to  assume,  assigns  tasks,  plans  ahead,  establishes  ways 
of  getting  things  done,  and  pushes  for  production.  This  dimension  seems  to  em¬ 
phasize  overt  attempts  to  achieve  organizational  goals.7 

Path  instrumentality  is  the  subordinate’s  expectation  that  a  specific  goal  will 
be  attained  by  following  a  specific  path;  so  that,  in  trying  to  effect  path-goal 
instrumentality,  it  would  appear  that  there  are  three  aspects  involved:8 

t .  The  subordinate  must  perceive  that  it  will  be  possible  for  him  to  attain  his 
goals.  In  other  words,  ho  must  onvisage  a  situation  in  which  there  exists  a  supply 
of  rewards  and  punishments.  In  most  formal  organization  situations,  the  supervisor 
is  one  of  the  sources  of  such  a  supply.  It  would  appear  that  the  level  of  considera¬ 
tion  exhibited  by  the  supervisor  would  affect  the  abundance  of  this  source  and 
also  the  appropriateness  of  the  reward  to  the  individual.  In  other  words,  the  highly 
considerate  supervisor  is  going  to  have  a  larger  range  of  rewards  (he  will  offer 
rewards  in  all  need  areas— pay.  security,  promotion,  social  and  esteem)  than  his 
loss  considerate  colleague  (who  will  be  locked  in  on  pay  and  security  as  rewards). 
Ho  is  also  going  to  ensure  that  these  rewards  are  distributed  selectively  to  his 
subordinates  in  accordance  with  their  individual  desires,  while  the  less  considerate 
supervisor  will  not  make  such  sophisticated  discriminations  among  his  subordi¬ 
nates. 

2,  The  individual  must  see  that  his  rewards  and  punishments  (whether  from 
an  abundant  and  sophisticated  source,  or  from  a  meagre  and  simplistic  one)  are 
coming  to  him  as  the  result  of  his  specific  behavior,  in  other  words,  there  must 
bo  a  perceived  connection  between  his  behavior  and  the  rewards  or  punishments 
that  ho  receives.  It  is  here  that  initiation  of  structure  by  the  supervisor  has  its 
impact.  The  supervisor  who  Is  high  on  initiation  Indicates  to  the  subordinate  the 
kinds  of  paths  that  ho  (the  supervisor)  wants  followed  and  links  his  reward  behavior 
to  a  successful  following  of  tho  path.  The  supervisor  who  is  low  on  this  dimension 

K  A  Hi-mhnuiwi  ,ttui  K  E.  tlarrlK,  "I'atteriM  of  Readership  Behavior  Related  to  Employee 
Crmv.tfK't**  .md  Turnover/*  Penottnel  Pttychohffy  (TKi*2),  15,  43  -56. 

♦This  swfUrn  Is  Ummi  tifxm  my  romit  pnpw:  M,  0.  Kvnns,  “The  Effects  of  Supervisory 
Behavior  on  %  hr  Pm  h  Until  Hclat  kmmhlih11  Organimtiamt  Behavior  and  Human  Performance 
( WO.  *1  in  prevu 
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does  not  indicate  which  paths  should  be  followed  and  distributes  his  rewards 
without  reference  to  the  successful  following  of  a  path. 

3.  Implied  in  this  is  a  third  way  in  which  supervisory  behavior  affects  th® 
strength  of  the  path  of  instrumentality.  Through  his  initiation  of  structure,  the 
supervisor  indicates  those  paths  or  activities  that  he  thinks  are  appropriate  to  the 
role  of  the  subordinate.  It  may  be  that  the  type  of  path  that  the  superior  deems 
appropriate  is  a  function  of  the  supervisor’s  consideration.  This  last  impact  is  going 
to  be  very  much  a  function  of  the  path:  presumably  ail  supervisors  see  good 
performance  as  an  appropriate  activity  for  workers;  whereas  only  those  with  high 
consideration  might  see  “helping  fellow  workers"  as  an  appropriate  activity. 

***** 


Implications  for  Management 

For  a  management  that  wishes  to  bring  about  changes  in  the  organization  m 
as  to  improve  worker  motivation,  performance,  and  satisfaction,  and  wishes  to  do 
so  through  the  changing  of  leadership  behavior,  the  initial  strategy  depends  upon 
whether  the  two  conditions  are  met;  i.e.,  that  a  strong  relationship  exists  between 
supervisory  behavior  and  the  Path-goal  instrumentalities  and  a  strong  relationship 
exists  between  Path-goal  instrumentalities  and  behavior  and  satisfaction 

If  both  conditions  are  met,  then  a  relatively  simple  strategy  will  suffice,  Any 
change  in  leadership  behavior  should  have  direct  consequences  for  Patti -goal 
instrumentalities  and  hence  on  worker  performance  and  satisfaction, 

If  the  first  condition  is  not  met  (there  is  no  relationship  between  leadership 
behavior  and  Path-goal  Instrumentalities),  the  organization  must  investigate  other 
aspects  of  the  system,  explore  to  see  what  variables  have  an  impact  on  Path  goal 
Instrumentalities  or  inhibit  the  effect  of  supervisory  behavior  ori  Path  goal  In¬ 
strumentalities  such  things  as  the  formal  reward  and  penalty  system  or  the 
nature  of  the  work  group  might  have  this  sort  of  impact.  Tho  organization  may  then 
decide  that  one  of  these  variables  is  salient  and  that  changes  in  this  can  tiring 
about  greater  worker  motivation;  or  it  may  decide  that  supervisory  behavior  is  st.il 
salient  and  undertake  to  bring  about  two  changes. 

a.  create  the  conditions  for  a  strong  relationship  to  exist  between  supervisory 
behavior  and  Path-goal  instrumentalities  by  change  of  tho  other  inhibiting 
organizational  variables,  and 

b.  if  necessary,  bring  about  changes  in  supervisory  behavior  with  resulting 
changes  in  worker  motivation. 


OTHER  VALUES 


In  almost  all  of  tin*  cast*s  in  this  book  we  see  that  managing,  leading, 
or  governing  organizations  is  neither  a  simple  nor  an  easy  task.  There 
are  almost  inevitable  choices  that  must  be  made  between  ultimate  val¬ 
ues  things  one  believes  in  and  wants  to  achieve  because  they  are  good 
in  themselves. 

Tl»‘  cases  in  hart  VI  illustrate  these  kinds  of  choices  as  they  must  be 
math*  between  the  firm’s  ideal  economic  and  technical  system  (its  goals 
and  suhstrategies)  on  tin*  one  hand,  and  certain  ideals  that  are  noneco¬ 
nomic  in  nature  on  tin*  other.  The  good  life  is  seen  to  be  composed  not 
only  of  goods  anti  services  that  serve  society,  but  also  of  education  of 
people,  an  esthetic  environment,  the  prevention  of  poverty,  the  preserva¬ 
tion  of  human  dignity,  anti  many  other  values,  ideals,  or  ethical  ends. 

This  idea  is  not  new  in  this  lawk.  Already  we  have  considered  many 
times  implications  tor  human  dignity  as  they  apply  to  human  beings 
inside  the  firm.  The  characteristic  that  sets  off  Part  VI  cases  from  the 
others  is  that  they  tleal  with  actions  of  a  total  organization  as  they  im¬ 
pinge  on  groups  outside  the  firm,  or  on  society  as  a  whole. 

Standard  Oil  Company  of  New  Jersey  (and  its  managers)  is  trying  to 
balance  the  value  of  oflieient  oil  production  with  attention  and  costs 
directed  toward  bettor  education  in  the  United  States.  General  Motors 
Corporation  is  confronted  with  public  demand  for  quality  automobile 
transportation  and  at  the  same  time  with  demands  not  to  spoil  the  beauty 
or  historic  interest  of  Grand  Army  Plaza,  The  president  of  F.  A.  Weber 
Company,  lnc„  is  bothered  by  an  economic  system  that  can  produce  high 
quality  dog  food  while  many  human  beings  are  living  in  poverty.  Polar¬ 
oid  management  is  concerned  with  eliminating  racial  discrimination 
anil  poverty  hut  is  faced  with  charges  that  it  is  itsell  aiding  discrimina¬ 
tion. 

Th.u  these  kinds  of  dilemmas  arc  not  unusual  is  also  pointed  up  in 
one  of  tin*  readings  in  Part  VI.  Turvcy,  A  British  economist,  cites  cases 
where  management  of  a  fish  company  must  produce  food  efficiently  and 
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immediately  but  in  doing  so  may  endanger  the  permanent  supply  of  this 
natural  resource.  The  management  of  an  airline  must  provide  transpor¬ 
tation  cheaply  but  the  noise  it  produces  disturbs  people  who  live  by 
airports.  The  management  of  a  brickyard  must  provide  cheap  materials 
for  sheltering  mankind  but  smoke  from  its  factory  may  cause  cattle  in 
the  area  to  become  sick. 


ORGANIZATIONAL  GOALS  AS  SOCIAL  RESPONSIBILITIES 

As  pointed  out  in  the  introduction  to  Part  II,  almost  any  organization 
has  as  its  principal  goal— the  one  which  must  be  met  satisfactorily  if  the 
organization  is  to  survive — the  production  of  some  good  or  service.  A 
hospital  must  produce  patient  care.  A  bank  must  produce  loans  and  offer 
deposit  service.  An  airline  must  provide  transportation. 

One  side  of  the  social  responsibility  dilemma  is  the  demand  from 
society  “out  there”  for  production.  In  other  words,  in  all  societies  at  all 
times,  there  has  been  demand  that  organizations  specialize  in  producing 
things  for  other  human  beings. 

In  discharging  this  responsibility,  however,  the  first  question  which 
arises  is  whether  or  not  the  good  or  service  is  in  itself  “good”  in  the 
ethical  sense.  Opium,  fire  arms,  cigarettes,  atomic  bombs,  whiskey,  de¬ 
vices  for  a  motorist  to  detect  police  radar  speed  zones,  contraceptives, 
and  many  other  things  are  well-known  controversial  items  of  production. 
This  is  the  kind  of  question  faced  by  the  president  of  F.  A.  Weber  Com¬ 
pany,  Inc.,  one  of  the  cases  which  follow.  Mr.  Weber  wonders  if  the 
production  of  dog  food  is  “good”  in  a  society  where  many  human  beings 
live  in  poverty. 

In  answering  such  a  question,  we  shall  see  that  the  informed  manager 
must  look  rather  deeply  at  “what  is  going  on.”  He  needs  to  know  how 
monetary  resources  are  allocated  by  society  to  a  dog  food  company,  why 
the  system  allocates  resources  that  way,  and  some  of  the  advantages  and 
disadvantages  of  allocating  them  in  a  different  way.  He  can  understand 
the  latter  by  studying  some  comparative  economic  systems— how  it  is 
done  in  the  United  States,  in  France,  in  Scandinavia,  or  in  Russia. 

A  second  type  of  question  involves  a  trade-off  between  organization 
goals  that  are  “good,”  on  the  one  hand,  and  the  unintended  consequences 
that  producing  these  has  on  other  social  values  which  make  up  the  good 
life  for  humanity,  on  the  other.  Given  the  fact  that  medicine  for  the  sick 
is  a  worthy  end,  does  the  production  strategy  necessary  to  produce  this 
involve  negative  effects  on  air  we  breathe,  water  we  drink,  or  the  health 
of  employees  on  the  production  line? 


ORGANIZATIONAL  STRATEGIES  AS  SOCIAL  RESPONSIBILITIES 

A  strategy  is  the  series  of  substeps  an  organization  must  go  through 
to  achieve  its  goal.  These  strategies  vary  enormously  from  organization 
to  organization.  They  reflect  the  operations  necessary  to  produce  a  par¬ 
ticular  “something.”  For  example,  in  the  Lakeland  Food  Products  Com¬ 
pany  (Part  V),  we  saw  that  in  order  to  produce  mayonnaise  and  spices 
for  society  to  eat,  the  marketing  function  was  a  subgoal  or  strategy.  That 
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is,  somebody  had  to  actually  sell  the  products.  The  selling  methods  taken 
together  represent  the  sales  strategy.  In  addition,  somebody  had  to  give 
attention  to  paying  the  salesmen,  to  figuring  out  compensation  methods. 
This  was  the  sales  compensation  strategy.  Someone  else  had  to  decide 
on  advertising  methods — the  promotion  strategy. 

Notice  that  there  is  a  hierarchy  of  objectives  and  strategies  here.  Or, 
as  some  theories  state,  there  is  a  means-end  chain  of  higher  objectives 
related  to  lower-order  strategies.  The  advertising,  selling,  and  compensa¬ 
tion  strategies  become  a  means  to  the  marketing  strategy.  The  marketing 
strategy  plus  the  manufacturing  strategy  (operations)  plus  the  finance 
strategy  (operations  and  actions)  all  equal  the  goal  of  producing  food  of 
a  certain  type. 

Here  is  where  the  dilemma  of  the  second  type  enters.  The  manager 
must  play  an  important  part  in  planning  the  operating  technology  (the 
strategic  means)  by  which  the  social  product  is  produced.  At  the  same 
time,  many  times  the  “unintended  consequences”  (as  the  sociologists  call 
them)  are  totally  unthought  of,  or  the  “externalities  and  side  effects”  (as 
the  economists  call  them)  may  be  thought  of  but  weighted  lower  than 
the  value  of  strategic  production  operations. 

Of  particular  importance  is  a  certain  characteristic  of  all  strategies 
which  is  necessary  in  all  organizations  to  some  degree.  Society  demands, 
as  Parts  III  and  IV  indicated,  at  least  reasonable  efficiency.  No  society 
will  tolerate  either  the  unreasonable  waste  of  effort  and  materials,  or  the 
unreasonable  cost  to  ultimate  consumers,  of  a  product  that  is  produced 
with  waste.  It  was  this  value  itself  which  was  one  factor  that  impelled 
the  financial  planners,  management  scientists,  and  general  managers  in 
Parts  III  and  IV  cases  to  concentrate  on  efficiency.  Lakeland  demanded 
that  the  compensation  and  advertising  strategies  avoid  excessive  costs, 
so  that  it  is  possible  to  have  the  mayonnaise  eaten  by  human  beings. 
National  Bank  of  San  Francisco  must  keep  its  costs  of  typewriters,  office 
space,  and  furniture  to  within  a  reasonable  minimum;  otherwise  the 
public  cannot  borrow  funds  to  build  housing  and  shelter. 

It  has  already  been  pointed  out  that  it  is  true  of  any  organization  that 
it  must  be  reasonably  efficient.  A  militant  revolutionary  group  cannot 
succeed  or  survive  if  it  does  not  use  its  guns  and  printing  presses  effi¬ 
ciently.  Its  propaganda  strategies  and  operating  strategies,  means  to  the 
organization’s  goals,  must  be,  to  some  extent,  rationally  planned.  No 
police  force  can  survive  if  the  strategies  of  vice  control,  traffic  control, 
or  school  safety  are  not  performed  with  cost  and  waste  in  mind.  Roosevelt 
Hospital’s  efficiency  in  nursing  strategies,  surgical  strategies,  and  emer¬ 
gency  care  strategies  are  as  important  to  the  hospital’s  success  as  Pola¬ 
roid’s  strategies  for  manufacturing  and  selling  sunglasses  and  film 
around  the  world  are  to  the  company’s  success. 

ORGANIZATION  STRATEGIES  AS  THREATS  TO  SOCIETY 

Scholars  in  many  different  disciplines  have  searched  for  a  natural 
harmony  in  nature.  They  have  sought  to  find  a  way  out  of  the  seeming 
hardships  and  conflicts  that  plague  the  world. 

In  economics,  we  have  the  theory  of  the  unseen  hand.  One  of  the 
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readings  in  Part  VI  explains  this  hand.  I  he  theory  is  that  what  is  good 
for  General  Motors  Corporation  is  good  for  the  nation.  Good  cheap  au- 
tomobiles  mean  employment  of  workers,  want-satisfying  transportation 
for  citizens,  and  prosperity  for  the  nation,  'rite  samt*  theory  can  be  found 
in  international  economics.  Free  trade,  with  every  nation  doing  what  it 
can  and  wants,  is  good  for  the  world. 

We  must  be  very  careful  to  judge  this  kind  of  argument.  It  must  not 
be  rejected  out  of  hand.  There  is  truth  in  it.  Hut  the  rub  comes  often  in 
the  means — the  strategies— which  must  be  employed  to  pursue  this  the¬ 
ory  in  reality.  These  strategies  may  indeed  make  for  more  employment, 
lower  costs,  or  higher-quality  products  in  the  hug  tun,  as  economists 
long  postulated  in  their  natural  harmony  theory.  Hut,  as  Ford  Keynes 
said,  in  the  long  run  we’re  all  dead.  He  meant  by  this  that  strategies  are 
short  run  means  to  long-run  harmony.  If  you  make  all  derisions  on  long- 
run  harmony  theories,  you  just  may  do  some  things  m  the  short  ran  that 
are  not  so  nice. 

Organizations,  pressured  by  resource  scarcity  on  the  one  hand  and  by 
demands  from  society  to  be  efficient  on  the  other,  pursue  manulut  taring 
policies,  sales  and  distribution  policies,  and  financial  uu  hiding  ac¬ 
counting  and  management  science)  policies  which  themselves  might 
have  harmful  unintended  consequences  for  the  good  life 

This  may  be  due  to  two  factors.  The  demands  from  sm  in  v ,  and  groups 
within  society,  are  real.  The  reading  by  Friedman  a  prominent  econo, 
mist)  and  Rostow  (dean  of  a  leading  law  school  I  eloquently  pumtout  that 
there  are  powerful  forces  of  law  and  public  demand  that  pressure  policy 
makers  in  organizations  to  devise  technologic  ’ally  edit  tent  strategies 

EXECUTIVE  MYOPIA  AS  CREATOR  OF  THREATENING  STRATEGIES 

A  second  cause  of  strategic  decisions  that  threaten  sot  icty  umcasotta 
bly  lies  in  either  the  motivation  or  the  knowledge  deficient  v  o!  the  exertr 
tive  himself.  At  the  very  outset  we  must  recognize  that  leaders  ami  rxreu 
tives,  even  when  they  are  motivated  by  a  desire  to  "run  things/'  are  not 
necessarily  “bad”  because  of  this.  There  are  manv  organizations  whose 
leaders  include  in  their  thinking  either  a  knowledge  of  or  a  "fee!"  for 
what  they  are  doing,  and  how  it  affects  both  the  tc<  hmi  ai  sale  of  society 
and  the  human  side  of  society. 

At  the  same  time,  a  number  of  readings  in  this  hook  show  that  the 
manager’s  own  values  afreet  his  decisions,  in  addition  to  am  respunsdai 
ity  he  may  feel  for  satisfying  the  organization’s  need  for  Hfa  lent  sfrate 
gies.  If  the  executive  is  one  who  overemphasizes  his  ow  n  need  foj  power, 
for  example,  at  the  expense  of  other  groups  in  society,  and  ,»t  the  expense 
of  the  organization’s  success,  the*  formulation  of  strategies  will  t  eiumlv 
run  afoul  of  social  justice. 

THE  NEED  FOR  RECONCILING;  THE  NEED  FOR  JUDGMENT  AND 
WISDOM 

From  what  has  been  said  about  organization  goals,  strategies,  am! 
policy  making  so  far,  it  it  clear  that  somebody  soinew  heir  m  sot  lets  must 
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do  some  very  clear  thinking,  or  decision  making,  as  it  is  called  in  more 
scholarly  terms.  This  thinking  must  be  directed  toward  how  to  reconcile 
the  good  of  society’s  production  (and  its  elaborated  strategies)  with  the 
good  of  society’s  other  human  values. 

This  requires  a  certain  kind  of  decision  making.  The  brains  which  do 
it  must  he  informed  enough  that  they  know  the  effects  of  their  decisions 
on  “the  whole  system.”  This  probably  means  education,  with  theories 
from  science  and  philosophy  to  help  in  understanding.  But  it  also,  as  is 
so  well  pointed  out  by  the  Turvey  reading,  requires  an  element  of  fair¬ 
ness  anti  justice.  There  shall  probably  never  be  a  scientific  way  of  mea¬ 
suring  the  social  good  that  can  make  decisions  of  this  kind  without  the 
aid  of  wisdom  anti  judgment. 

(liven  the  dilemma,  and  the  need  for  reconciling  diverse  social  ends 
in  strategic  decision  making,  the  next  question  which  arises  is  who 
should  make  these  kinds  of  decisions? 


WHO  SHOULD  MAKE  DECISIONS  THAT  ARE  “SOCIALLY 
RESPONSIBLE”? 

This  question  is  one  on  which  the  reader  must  make  up  his  own  mind. 
At  various  points  in  the  study  of  the  following  cases  and  readings,  differ¬ 
ent  authors  take  different  approaches  to  an  answer. 

In  the  case  of  Standard  Oil’s  charity  contribution  dilemma  and  of 
Frank  Weber’s  dog  food  versus  poverty  dilemma,  three  brilliant  legal  and 
economic  philosophers  believe  that  a  free  market  mechanism,  on  bal¬ 
ance,  is  the  best  solution.  They  argue  that  the  human  beings  who  are 
managers  will  be  forced,  by  the  system  pressures,  so  to  speak,  to  be 
socially  responsible.  It  is  interesting  to  probe  deeply  as  to  what  they  mean 
by  the  social  good,  and  to  see  how  they  recognize  the  disadvantages  of 
such  a  system  but  put  heavy  weights  on  its  advantages. 

In  Polaroid's  racial  discrimination  dilemma,  and  in  U.S.  Steel’s  pric¬ 
ing-inflation  dilemma,  then*  is  opportunity  to  examine  the  theories  of 
those  writers  who  believe  that  government  planners  are  the  ones  who 
are  most  likely  to  exercise  informed  wisdom  in  this  type  of  decision 
making. 

Those  cases  also  examine  the  possibility  of  pluralism,  constructive 
conflict,  or  due  process.  This  approach  holds  that  no  one  person  or  group 
is  sufficiently  free  front  bias.  One  man  or  one  group  would  always  be 
doing  "his  thing,”  and  not  enough  of  “society’s  thing.”  To  correct  this 
kiwi  of  biased  thinking,  according  to  this  approach,  we  must  depend  on 
people  straightening  out  each  other.  It  is  not  a  serene  and  orderly  world; 
it  is  a  world  of  conflicting  opinions  and  conflict  resolution. 

Finally,  there  are  those  who  believe  in  conscience  control  by  informed 
and  wise  managers  in  organizations.  According  to  this  approach,  in¬ 
dividual  executives  and  managers  will  not  only  (1)  be  informed  of  how 
tlte  system  works  and  how  human  beings  behave,  but  will  also  (2)  be 
buttressed  by  new  beliefs  in  society  about  the  function  of  managers,  and 
CD  use  their  own  brains  to  judge  the  wisdom  and  justice  of  a  particular 
operating  strategy.  Presumably,  the  latter  would  include  interacting 
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with  other  groups  pluralistically  in  order  to  keep  the  manager’s  brain 
clear,  and  not  let  it  become  myopic  to  the  viewpoint  of  others. 

Regardless  of  which  of  these  approaches  turns  out  to  be  the  principal 
one,  all  managers  should  know  what  it  means  to  think  deeply  about  the 
matter  of  social  justice  and  social  good,  and  to  face  the  tough  dilemmas 
of  life  which  threaten  it.  That  is  the  purpose  of  this  entire  book,  and  the 
most  specific  purpose  of  Part  VI. 


20.  STANDARD  OIL  COMPANY 
(NEW  JERSEY) 


Case  Introduction 


SYNOPSIS 

A  stockholder  of  Slumlord  Oil  Company  objects  to  management’s 
policy  of  annually  granting  the  equivalent  of  1  Va  cents  a  share  to  philan¬ 
thropic  anti  educational  institutions.  At  the  annual  meeting  a  share¬ 
holder  attempts  to  force  management  to  commit  corporate  earnings  only 
to  those  projects  which  directly  further  the  company’s  quest  for  profits 
or  to  distribute  the  earnings  to  the  owners. 

WHY  THIS  CASE  IS  INCLUDED 

The  stockholder  challenge  raises  the  question:  Who  are  the  legitimate 
claimants  on  the  corporation?  In  this  context  one  can  bring  to  bear  the 
conilictiug  views  of  economic  philosophers  concerning  the  objectives  of 
the  corporation  and  the  theories  of  political  philosophers  concerning  the 
role  of  voluntary  organizations  in  society.  The  stated  motivations  of  the 
corporate  managers  can  he  examined  to  see  how  they  jibe  with  these 
conceptual  schemes.  There  is  opportunity,  too,  to  see  how  the  very  com¬ 
position  of  the  hoard  of  directors  may  affect  corporate  policy.  Finally, 
corporate  philanthropy  raises  the  issue  of  the  legitimacy  of  power  among 
subgovernmental  units  of  society. 

DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

The  readings  included  with  this  case  are  marked  ( * ).  The  author  index 
at  the  end  of  this  hook  locates  the  other  readings. 

1.  Where  did  the  $8.3  million,  which  Standard  Oil  allocated  in  the  past 
five  years  to  educational  aid,  come  from?  Where  might  these  funds  have 
been  allocated  had  they  not  been  donated  to  educational  institutions? 

Head:  Anthony,  Management  Accounting,  pp.  290-92,  306. 
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2.  Mrs.  Alice  V.  Gordon,  the  stockholder  challenging  Standard  Oil’s 
philanthropy,  contended:  “Your  company  is  supposedly  run  solely  for  the 
stockholders’  benefit.”  What  is  Mr.  Rathbone’s  (Standard  Oil  president) 
view  on  this  point?  From  the  standpoint  of  economic  philosophy,  should 
the  corporation  be  run  solely  for  the  stockholder’s  benefit? 

Read:  *  Bells  and  Walton,  Conceptual  Foundations  of  Business,  pp. 
185-87, 149-67, 458-75.  “Rostow.  “To  Whom  and  for  What  Knds 
Is  Corporate  Management  Responsible?”  liayek,  "  The  Corpo¬ 
ration  in  a  Democratic  Society:  In  Whose  Interest  Ought  It  and 
Will  It  Be  Run?"  “Berle,  The '20th  Century  Capitalistic  Revolu¬ 
tion,  pp.  164-69,  171-73,  182-88. 

3.  Concentrating  now  on  the  motivations  involved  in  the  allocation  of 
$8.3  million,  recall  that  Mrs.  Gordon  said:  "It  (Standard  Oil)  is  not  an 
eleemosynary  institution.  Many  stockholders  undoubtedly  teel  that 
charity  begins  at  home.”  (Emphasis  added.  >  What  was  the  motivation  for 
Standard  Oil’s  gifts  to  education?  Was  it  charity,  as  Mrs.  Gordon  implied? 
Was  it  economic  self-interest  the  hope  of  a  monetary  return  usually 
expected  of  corporate  investments?  Was  it  compliance  w  ith  an  infor¬ 
mally  imposed  “tax”  obligation  .  .  the  public  has  come  to  expect  it 
of  corporations”)?  Some  other  motivation,  or  some  mixture  of  motiva¬ 
tions? 

Read:  M.  P.  Smith  Manufaeturiny  t  'ompany  v.  Burton  rt  at  *< Hover, 
The  Attack  on  Bin  Business,  pp.  328.  330  TV  ‘Smith,  Wealth 
of  Nations,  pp.  423,  508. 

4.  From  the  viewpoint  of  political  philosophy  w  hat  is  the  role  of  the 
corporation  in  the  social  system?  Do  you  find  a  consciousness  of  this  role 
definition  in  the  statements  of  Standard  Oil's  directors  and  president,  Mr. 
Rathbone?  In  what  way,  if  any,  should  this  role  definition  affect  corpo¬ 
rate  policy? 

Read:  “Clark,  Alternative  to  Serfdom,  pp.  4  7  “OVntmell.  “Social 
Overhead  Capital  and  the  Principle  of  Subsidiarily  “  Hells  and 
Walton,  Co  nee pt  not  Foundations  of  Business,  pp  360  63, 

5.  In  matters  like  the  one  presently  before  the  annual  meeting,  what 
are  the  advantages  and  disadvantages  of  having  all  full  tune,  inside 
directors?  Recall  that  such  is  the  composition  of  Standard  Oil's  hoard. 
Answer  the  question  from  the  viewjxjmt  of  c  orporate  management,  the 
individual  shareholder,  and  the  public. 

Read:  “Brown  and  Smith,  The  Director  looks  at  ths  foh,  pp,  38  39, 
77-78,  81  -83,  85  8(5,  H!>,  91  03, 

(Additional  reading,  not  in  this  volume:  Peter  E  Orurker,  The 
Praetiee  of  Munuffement  [New  York:  Harper  (k  Pros  ,  1*15-1),  pp. 
161-81.) 

6.  “Allowing  corporations  to  give  one  fifth  of  all  voluntary  support  to 
higher  education  is  putting  further  power  into  the  hands  of  corporate 
managers,  who  are  in  effeet  responsible  to  no  one,  instead  of  two  the 
hands  of  a  duly  elected  (and  controlled  >  representative  hotly  "Comment, 
Do  corporations  in  fact  gain  i»nwer  through  their  philanthropy?  If  so,  is 
this  legitimate  power? 

Read:  Drucker,  The  Future  of  Industrial  Man,  pp  32  58. 
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POLICY  QUESTIONS 

7.  If  you  were  Mr.  Rathbone,  Standard  Oil’s  president,  how  would  you 
justify  corporate  gifts  to  education  to  the  stockholders?  (See  Questions 
2,  3,  4,  and  their  attached  readings.) 

8.  Again,  as  Standard  Oil’s  president,  what  steps,  if  any,  would  you 
take  to  allay  the  fears  of  those  who  suspect  that  control  will  follow  contri¬ 
bution — that  the  party  holding  the  purse  strings  will  manipulate  educa¬ 
tional  institutions  or  stifle  academic  freedom?  (See  Question  6.) 

9.  If  you  were  a  director  of  Standard  Oil,  would  you  vote  to  continue 
the  educational  aid?  Do  you  think  it  would  make  a  difference  in  your 
opinion  if  you  were  an  outside  instead  of  an  inside  director?  (See  Ques¬ 
tion  5.) 

10.  If  you  were  a  stockholder,  how  would  you  have  voted  on  Mrs. 
Gordon’s  proposal  at  the  annual  meeting? 

QUESTIONS  FOR  ORIGINAL  STUDENT  WORK  IN  ANALYSIS  AND 
POLICY 

11.  While  reflecting  on  case  facts,  what  additional  theories  from  prior 
education  give  you  insights  as  to  “what  is  going  on”  in  the  Standard  Oil 
Company?  As  to  what  might  be  predicted  to  happen  in  the  future? 

12.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag¬ 
matic  ways  can  you  think  of  to  state  the  practical  problems  faced  by 
executives  in  the  case? 


Case  Text* 


As  the  Standard  Oil  Company  (New  Jersey)  prepared  for  its  annual 
meeting  on  May  24, 1961,  Mrs.  Alice  V.  Gordon,  a  stockholder,  challenged 
management’s  policy  on  philanthropic  and  educational  contributions. 
Mrs.  Gordon  proposed  an  amendment  to  the  corporation  bylaws:  “No 
corporate  funds  of  this  corporation  shall  be  given  away  to  any  charitable, 
educational,  or  similar  organization  except  for  purposes  in  direct  fur¬ 
therance  of  the  business  interests  of  this  corporation.”  The  proxy  state¬ 
ment  of  April  4,  1961  appraised  all  the  stockholders  of  the  proposed 
resolution  which  was  to  be  discussed  and  voted  on  in  the  forthcoming 
annual  meeting. 


COMPANY  PROFILE 

The  Standard  Oil  Company  of  New  Jersey  is  a  holding  company  for 
a  worldwide  complex  of  affiliates  engaged  in  the  exploration,  production, 

*  Copyright  1973  by  Charles  E.  Summer  and  J.  J.  O’Connell. 
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refining,  transportation,  and  marketing  of  petroleum  products.  The  par¬ 
ent  and  affiliate  companies,  which  together  employ  some  145,1)00  people, 
generate  about  35  percent  of  the  consolidated  earnings  in  the  United 
States.  Almost  60  percent  of  the  remainder  is  earned  in  other  Western 
Hemisphere  operations.  In  terms  of  assets  almost  $10  billion  Standard 
Oil  of  New  Jersey  ranks  first  in  the  industry,  almost  triple  the  size  of  the 
next  largest  integrated  petroleum  company.  The  company's  OHO.OOQ 
shareholders  have  recently  been  receiving  an  annual  per  share  cash 
dividend  of  $2.25. 


Gross  Operating 

Year  Income  Net  Income 


1955  .  6,272.440.655  70H.  :«M  ‘  W 

1956  .  7, 1P6.856.410  80H,  534,313 

1957  .  7.830.060,000  806  1 78  (KH! 

1958  .  7,543,571,000  *»«.»,  4  76.000 

1959  .  7,010.659.000  «,".l  7 78,000 

1960  .  8,034.735,000  OHS  ‘*7.1.000 

1961  .  8,437,703.000  76H  OH'.i.OUi! 


Smmm  Mcwify** 


CONTRIBUTIONS  BY  STANDARD  OIL  COMPANY 

Mr.  M.  J.  Kathbone,  president  of  Standard  Oil.  states  that  the  annual 
after-tax  cost  of  the  philanthropic  and  educational  contributions  made 
by  the  entire  company  since  1935  amount  to  I  cents  per  share  By  far 
the  largest  proportion  of  this  amount  is  directed  toward  education. 

In  1955  Standard  Oil  of  New  Jersey  created  tin*  KSSt  >  Fdtieaf  ion  Foun¬ 
dation  to  coordinate  and  administer  grants  to  education  made  by  the 
parent  company  and  its  domestic  affiliates,  Some  4;?*)  private  colleges 
have  benefited  from  the  foundation's  program  since  1,‘lfifi 


Esso  Education  Foundation  Statemont  ot  Grants 


fund  ri? 

Number  ot  Oniritu 

Unrestricted  ...  .  , 

$3,783,600 

1  Idil 

National  Fund  for  Medical  Education 

415.000 

*» 

United  Noqro  Coltoqe  Fund 

mu 

a 

Total  Unrestricted 

14  wm 

i  mm 

Capital 

t  SVUMtfl 

i  in 

Scientific  research  , 

iim/lh 

iat 

Miscellaneous. 

4HU  1144 

hi 

Subtotal  , 

in  nan  ana 

t  //u 

Special  throe  year  science  program 

!  41,4  SM< 

210 

Total  . 

SS.370.8 27 

1  "M  1 
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STOCKHOLDER  OPPOSITION  TO  COMPANY  CONTRIBUTIONS 

Mrs.  Alice  V,  Gordon  felt  that  corporate  contributions  were  inimical 
to  her  stockholder  rights  unless  such  gifts  directly  furthered  the  business 
interests  of  tin*  Standard  Oil  Company.  She  presented  her  reasons  in  the 
April  4  proxy  statement  as  follows: 

Your  directors  are  giving  millions  of  dollars  of  your  corporation's 
money  to  charity.  This  seems  wrong.  Your  company  is  supposedly  run 
solely  for  the  stockholders  '  hem  Jit.  It  is  not  an  eleemosynary  institu¬ 
tion.  Many  stockholders  undoubtedly  feel  that  charity  begins  at 
home.  Others  who  eon  afford  donations  are  certainly  entitled  to 
choose  their  men  beneficiaries.  The  current  practice  is  especially 
reprehensible  when  as  here  nearly  ten  million  have  been  given  since 
W5B  to  educational  institutions  many  of  which  now  teach  socialism 
and  ridicule  business  men ,  sa vers  and  investors,  as  recently  ex¬ 
plained  in  the  well-documented  bestseller  “Keynes  at  Harvard.  " 


CORPORATE  DIRECTORS1  DEFENSE  OF  CONTRIBUTIONS  POLICY 

In  the  same  proxy  statement  Standard  Oil’s  directors  appealed  to  the 
stockholders  to  vote  against  Mrs.  Cordon’s  proposal  They  defended  the 
long  standing  corporate  policy  on  contributions  in  the  following  words: 

Uy  requiring  that  a  “direct’*  benefit  be  shown  in  order  to  validate 
a  particular  philanthropic  or  educational  contribution,  this  pro - 
posed  by  law  would  unduly  restrict  the  management  in  the  normal 
discharge  of  its  responsibilities  and  deprive  it  of  an  effective  tool  in 
furthering  corporate  and  shareholder  interests. 

As  a  responsible  corporate  citizen ,  any  company  of  Jersey's  stature 
must  glee  financial  support  to  philanthropic  and  educational  insti¬ 
tutions  that  rely  on  private  sources  for  support.  Such  participation 
has  become  an  integral  part  of  the  discharge  of  a  corporation  s  busi¬ 
ness  amt  civic  responsibilities  and,  as  such,  has  been  encouraged  by 
our  tax  laws,  sustained  by  our  courts  and  legislatures,  and  widely 
endorsed  by  the  public  at  large  In  the  directors'  judgment,  such  con¬ 
tributions  further  the  interests  of  the  shareholders  and  are  extremely 
important  if  the  company  is  to  enjoy  and  retain  the  good  will  of  the 
public  which  is  so  essential  to  the  company's  prosperity.  Quite 
dearly .  the  benefits  arising  from  such  contributions,  although  of  real 
and  substantial  value .  cannot  be  measured  in  dollars  and  cents. 

( drporaic  contributions  arc  as  much  the  responsibility  of  manage¬ 
ment,  and  receive  the  same  careful  consideration  from  management, 
as  any  other  legitimate  and  necessary  business  expenditure.  The 
amount  of  such  contrilnitions  by  Jersey  is  bel icved  by  the  directors 
to  he  reasonable  by  any  standard.  In  each  of  the  last  jive  years,  the 
total  after  tax  cost  to  the  company  and  its  domestic  and  foreign  affili¬ 
ates  of  supporting  educational  and  philanthropic  objectives  has 
amounted  to  about  t*  ?  cents  per  share.  In  management's  opinion,  the 


744  The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 


benefits  derived  and  to  be  derived ,  although  not  necessarily  "direct, M 

fully  justify  this  expenditure. 

DISCUSSION  AT  THE  ANNUAL  MEETING 

At  the  annual  meeting  of  the  Standard  Oil  Company  in  Boston,  Massa¬ 
chusetts,  on  May  24, 1961,  Mr.  Watson  Washburn  represented  Mrs,  Alice 
V.  Gordon.  Before  the  assembled  shareholders  Mr.  Washburn  expanded 
on  the  arguments  supporting  the  proposed  amendment  to  the  corpora¬ 
tion  bylaws, 

.  .  .  undoubtedly  the  directors  are  tremendously  busy  run  mug  the 
affairs  of  this  gigantic  enterprise  we're  all  interested  in.  They  appar¬ 
ently  don't  have  enough  time — and  Fm  very  glad  of  it  for  the  sake  of 
the  profits  of  the  company— to  spend  their  energies  investigating 
hundreds  of  charities  to  see  whether  they  are  charities  to  which  yon 
stockholders  would  want  to  have  your  money  given,  assuming  that 
the  directors  should  give  your  money  away  to  anyone  over  the  vbjee 
tion  of  even  a  single  stockholder. 

Actually  your  company  has  made  u  n  restricted  gra  nts  to  4*19  differ- 
ent  educational  institutions  in  this  country  in  the  last  five  years  By 
merely  inspecting  the  list  one  could  say  that  some  of  them  acre  mi 
the  kind  of  college  where  they  encourage  companies  like  ours  and 
stockholders  like  ours.  For  example,  among  the  men  Iv  colleges  iiar 
vard,  Yale,  and  Princeton  have  been  the  beneficiaries  of  the  n*m 
pany  s  donations;  and  among  the  women  s  colleges ,  Smith,  Vassar, 
and  Sarah  Lawrence.  Those  are  just  examples  of  places  where,  on  the 
whole,  left-wing  doctrines  are  taught  in  the  economies  departments: 

[To  support  his  point  about  economic  doctrines,  Mr  Washhu rn 
then  read  from  and  commented  critically  on  the  writings  of  Stuart 
Chase,  with  specific  reference  to  an  article  by  Mr ,  (hose  which  up 
peared  in  the  Spring  1961  issue  of  The  Lamp,  a  Standard  Oil  t  bn; 
pany  magazine.} 

Mr.  M,  J.  Rathbone,  Standard  Oil’s  president,  answered  Mr,  Washburn, 
giving  the  company’s  rationale  for  its  contributions  and  the  selet  lion  of 

beneficiaries: 

When  you  re  a  good  corporate  citizen,  it  is  often  necessary  to  give 
support  to  private  institutions  from  which  no  direct  dollars  and 
cents  benefit— hospitals,  community  service  organizations,  the  Med 
Cross,  colleges,  universities,  and  so  on.  If  good  citizens,  corporate  and 
individual  alike,  did  not  support  these  institutions,  they  would  have 
to  turn  to  the  government  for  support  -and  that ,  certainly,  is  ml  the 
way  to  advance  the  cause  of  free  enterprise. 

As  to  the  merits  of  giving  to  one  institution,  or  one  type  of  tmutn 
non,  over  another,  the  possibilities  for  discussion  are  infinite  I.  ue 
normally  do  in  such  a  situation,  we  call  upon  a  competent  stuff'  to 
gather  information,  to  study  the  various  facets  of  the  problem,  to 
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appraise  and  analyze  the  facts,  to  evaluate  the  direct  and  indirect 
benefit  to  the  company  and  its  shareholders,  and  to  make  recommen¬ 
dations  to  the  board *  Your  directors  are  then  in  a  position  to  make 
a  sound  decision,  and  I  assure  you  that  in  every  instance  the  share¬ 
holders'  interests  are  paramount 

Certainly  /  take  no  exception  with  Mr.  Washburn  or  his  principal, 
Mrs.  Gordon »  with  respect  to  the  undesirability  of  supporting  any¬ 
thing  unsound  and  improper.  We  try  not  to  do  that  We  know  that 
the  group  of  our  people  studying  these  matters  is  capable,  competent, 
and  objective.  I  would  be  the  first  to  agree  that  there  is  hardly  a  college 
or  a  university  in  the  United  States  in  which  some  of  the  faculty  do 
not  hold  and  express  views  which  are  contrary  to  what  we,  sitting  as 
your  hoard,  might  think  was  right  and  proper. 

And  yet  this  goes  to  the  heart  of  the  Bill  of  Rights.  We  have  freedoms 
in  this  country  which  few  other  countries  have  to  the  same  extent, 
and  these  freedoms  must  he  protected.  If  we  reserve  judgment  to  any 
small  group  of  people  as  to  wkats  right  and  whaCs  wrong,  without 
the  ability  of  expression,  we  have  lost  something  we  can't  afford  to 
lose ,  In  effect,  we  have  to  take  a  hit  of  the  bitter  with  the  sweet 

An  exchange  of  questions  and  comments  followed  between  Mr.  Rath- 
bom*  ami  stockholders  for  and  against  Mrs.  Gordon’s  proposal.  The  chair¬ 
man  then  declared  voting  on  the  resolution  in  order.  Ballots  were  dis¬ 
tributed;  voting  proceeded, 


Selected  Readings 


From 

TO  WHOM  AND  FOR  WHAT  ENDS  IS 
CORPORATE  MANAGEMENT 
RESPONSIBLE?* 

By  Lugano  V.  Hostow' 


from  tfut  point  of  vtnw  of  loyal  and  economic  orthodoxy,  the  New  Capitalism 
is  all  bowildofiny  baldordasti.  (ho  law  books  have  always  said  that  the  board  of 
dimeters  owns  a  sinylu  mtndod  duty  of  unswerving  loyalty  to  the  stockholders,  and 

*  Hc(irtulr>l  }>v  (k-immum  til  Harvard  University  Press,  C!;utibri<l«n.  Muss.,  UMiO  (in  tsd- 
w.irii  S  M.isun,  t'hr  CnffnimtuiH  in  Mtuh'rn  Slicing,  |>p.  0.1  05,  On  71). 

*  u  V  itininw  Cl  SlrtlittK  l*r<t I'cssttr  tif  t.;«w  and  Public  Alburn  at  Ysilo  University. 
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only  to  the  stockholders.  The  economist  has  demonstrated  with  all  the  apparent 
precision  of  plane  geometry  and  the  calculus  that  the  quest  for  maximum  revenue 
in  a  competitive  market  leads  to  a  system  of  prices,  and  an  allocation  of  resources 
and  rewards,  superior  to  any  alternative,  in  its  contributions  to  the  economic 
welfare  of  the  community  as  a  whole.  To  the  orthodox  mind,  it  is  therefore  unset¬ 
tling,  to  say  the  least,  to  have  the  respected  head  of  the  Standard  Oil  Company 
of  New  Jersey  equating  the  management’s  duty  to  stockholders  with  its  obligation 
to  employees,  customers,  suppliers,  and  the  public  at  large. 

***** 

[W]hat  does  the  “new”  concept  of  corporate  responsibility  imply?  Dons  it  moan 
that  the  management  of  a  great  corporation  should  not  bargain  very  hard  in 
negotiations  over  wages  or  the  prices  paid  to  suppliers?  Does  it  moan  that  a 
statesman-like  and  well-run  company  should  charge  less  for  its  product  than  the 
market  would  bear,  less  than  the  prices  which  would  maximize  its  short-term 
revenues,  or  what  it  conceives  to  be  its  long-term  profits?  Should  it  regard  its 
residual  profits,  not  as  “belonging  to”  its  stockholders  in  some  ultimate  soriso,  hut 
as  a  pool  of  funds  to  be  devoted  in  considerable  part  to  the  public  interest,  as  the 
directors  conceive  it— to  hospitals,  parks,  and  charities  in  the  neighborhood  at  its 
plants;  to  the  local  symphony  or  the  art  museum;  to  scholarships  for  the  children 
of  employees,  or  to  other  forms  of  support  for  the  educational  system  of  the  nation 
at  large?  If  what  is  good  for  the  country  is  good  for  General  Motors,  as  is  indeed 
the  case,  does  this  view  of  managerial  responsibility  set  any  limit  upon  the  direc¬ 
tors  discretion  in  spending  corporate  funds  for  what  thoy  docidts  is  the  public 
good? 


If,  as  is  widely  thought,  the  essence  of  corporate  statesmanship  is  to  seek  loss 
than  maximum  profits,  postwar  experience  is  eloquent  evidence  that  such  states 
manship  leads  to  serious  malfunctioning  of  the  economy  as  a  whole. 

***** 

This  kind  of  policy,  in  either  of  its  aspects,  records  a  failure  of  the  market  as 
the  chief  instrument  for  guiding  the  allocation  of  capital  and  labor.  If  long  con 
tinued,  policies  of  self-restraint  may  result  in  a  serious  distortion  in  the  pattern  of 


The  political  i 

aa=,d^':z  r  ,l°  TMOm,CS-  ' ne  enaocratlc  corporations  am  accepted 
as  powerful  and  effective  instruments  for  carrying  on  the  business  of  socle  v  If 

their  directors  begin  to  act  as  if  they  really  were  general  trustees  for  the  public 
at  large,  they  may  well  imperil  their  present  freedom.  Corporations  am  not  a< 

poErfeCiCanwrvaointfUt^nS  f r°r9h  Wh'Ch  sociot^ak««  educational 
to  S’  a  f9  P°  Cy'  0r  ,ts  pollt,cal  P°licy-  Programs  which  would  give  mal.tv 
to  the  idea  of  spending  corporate  funds  to  advance  the  general  welfare  is  the 
directors  visualize  it,  will  sooner  or  later  invite  the 

governors,  and  presidents,  who  consider  that  they  hL  “ teS  C; 

of  °  a.dvance  the  general  we,fare»  and  know  mor©  about  it  than  thn  dtmvtw* 
Of  endocratic  corporations.  As  Professor  Ben  W.  Lewis  has  mcmhlv  s' r  ‘ 

mentmg  on  the  thesis  that  “the  corporation,  almost  against  its  will  h  is  been 
tieth^entury5 A^rican'society’’;^10  ^  **  ^  °f  COnSCi0r,cu  carr»,r 
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“It  is  not  going  to  happen;  if  it  did  happen  it  would  not  work;  and  if  it  did  work 
it  would  still  be  intolerable  to  free  men.  I  am  willing  to  dream,  perhaps  selfishly, 
of  a  society  of  selfless  men.  Certainly,  if  those  who  direct  our  corporate  concen¬ 
trates  are  to  be  free  from  regulation  either  by  competition  or  government,  I  can 
only  hope  that  they  will  be  conscientious,  responsible,  and  kindly  men;  and  I  am 
prepared  to  be  grateful  if  this  proves  to  be  the  case.  But  I  shall  still  be  uneasy 
and  a  little  ashamed,  with  others  who  are  ashamed,  to  be  living  my  economic  life 
within  the  limits  set  by  the  gracious  bounty  of  the  precious  few.  If  we  are  to  have 
rulers,  let  them  be  men  of  good  will;  but  above  all,  let  us  join  in  choosing  our 
rulers — and  in  ruling  them.”1 

The  responsibility  of  corporate  directors  requires  redefinition.  It  may  give  us  a 
warm  and  comfortable  feeling  to  say  that  the  director  is  a  trustee  for  the  commu¬ 
nity,  rather  than  for  his  stockholders;  that  he  is  a  semipublic  official,  or  a  quasi¬ 
public  official,  or  some  other  kind  of  hyphenated  public  officer.  It  would  be  more 
constructive,  however,  to  seek  redefinition  in  another  sense:  to  restate  the  law 
of  corporate  trusteeship  in  terms  which  take  full  account  of  the  social  advances 
of  this  century,  but  which  direct  the  directors  more  sharply  to  concentrate  their 
efforts  on  discharging  their  historic  economic  duties  to  their  stockholders.  The 
economic  job  of  directors  and  management  is  quite  difficult  enough  to  absorb  the 
full  time  of  first-rate  minds,  in  an  economy  of  changing  technology,  significant 
general  instability,  and  considerable  competition,  both  from  rival  firms  in  the  same 
industry  and  from  those  which  steadily  offer  rival  products. 

***** 

...  Is  “the  long-run  economic  interest  of  stockholders”  any  more  meaningful 
as  a  standard  to  guide  the  deliberation  of  directors,  or  the  decisions  of  courts  or 
other  public  bodies  reviewing  what  the  directors  have  done,  than  “the  interests 
of  the  enterprise  as  a  whole,”  or  “the  interests  of  the  community?”  .  .  . 

***** 

...  As  an  abstract  statement  of  the  social  duty  of  business  enterprise  in  the 
middle  of  the  twentieth  century,  I  believe  the  “rule”  I  have  suggested — that  of 
long-term  profit  maximization — conforms  more  concretely  than  any  alternative 
both  to  the  image  of  preferred  reality  for  business  behavior  in  public  opinion,  at 
this  state  in  the  evolution  of  our  legal  and  economic  order,  and  to  the  ends 
business  enterprise  is  expected  to  fulfill  as  part  of  the  nation’s  system  of  law  for 
governing  the  economy. 

***** 

...  [A]  clear  acceptance  of  profit  maximization  as  a  legal  principle  might  well 
do  something,  perhaps  a  good  deal,  to  order  the  pattern  of  corporate  policy.  Legal 
rules  are  not  always  fully  self-enforcing,  of  course.  But  they  do  exert  an  influence, 
even  though  procedures  of  enforcement  are  not  comprehensive.  Adequate  means 
for  surveillance  and  accounting  can  and  should  be  developed,  to  minimize  abuses 
of  corporate  power.  The  more  important  problem,  however,  is  the  orientation  of 
legitimate  business  policy:  should  it  be  essentially  economic  in  purpose,  or  should 
it  become  an  ambiguous  amalgam  of  economic  and  non-economic  themes?  I,  for 
one,  conclude  that  a  clear  cut  economic  directive  should  help  directors  to  discrimi¬ 
nate  more  effectively  among  competing  claims  upon  them,  in  carrying  out  their 
public  trusteeship  for  the  economic  system  as  a  whole. 

1  “Economics  by  Admonition,”  American  Economic  Review,  Supplement,  49:  384,  395 
(1959). 
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CONCEPTUAL  FOUNDATIONS  OF 
BUSINESS* 

By  Richard  Ee/ls  and  Clarence  Walton  t 


“Property”  is  the  word  we  use  to  describe  land,  tangible  objects,  and  certain 
intangible  legal  rights,  with  specific  reference  to  the  ownership  thereof,  "Private 
property”  is  property  the  ownership  of  which  is  vested,  more  or  toss,  in  individuals 
or  groups  other  than  public  governments.  The  commonest  term  of  grotto  owner¬ 
ship  today  is  the  business  corporation. 

Historically,  “ownership”  has  meant  possession  andVhB  right,  enforceable  by 
legal  process,  to  possess,  control,  and  use  the  particular  (torn  of  property  and  its 
products.  .  .  .  One  of  the  great  law  teachers  of  the  early  part  of  this  eontury 
defined  property  as  follows:  “A  true  property  may,  therefore,  tm  shortly  defined 
as  possession  coupled  with  the  unlimited  right  of  possession,  If  those  two  ole 
ments  are  vested  in  different  persons  there  is  a  divided  ownership, 

*  *  ♦  *  ♦ 

...  It  is  easy  to  demonstrate  that  property,  ©specially  that  which  m 
has  rarely  if  ever  in  our  Western  civilization  been  entirely  Inm  tram  thii  tMmm  of 
the  polity. 

♦  #  s#  ♦  * 

The  varieties  of  claimants  on  the  corporation--and  honor »  upon  th*  *  rnnourni  to 
controlled  by  managerial  decision  makers— can  best  bo  understood  in  another 
way:  through  a  study  of  the  art  of  governance  within  the  corporate  constellation 
and  through  a  consideration  of  the  roles  of  dtroct  and  indirect  claimant  and 
contributors  to  the  wealth  and  welfare  of  the  organization, 

DIRECT  CLAIMANTS  ON  THE  CORPORATION 


Security  Holders 


Those  who  supply  the  capital  represented  by  the  capital  stock,  the  corporate 
bonds,  and  the  notes  with  maturities  in  excess  of  a  your  are  potent  contributors 
to  the  corporate  enterprise.  The  contributors  of  capital  thus  fall  into  sever  at  out*  h  jo 
ries  of  senior  and  junior  security  holders.  Their  rospoctivo  "stakes"  m  tho  venture 
are  variously  defined  by  law  and  custom,  and  their  claims  ori  tho  corporate  i  wnfniut 
vary  accordingly. 


*  ♦  *  *  * 

The  property  of  a  corporation  is  owned  by  the  portion,!  and  not.  either  tn 
law  or  m  fact-  the  “share  owners."  The  corporate  "person"  act-*  through  its 

149^7e458nt468^75)PermiMi°n  °f  Kk’httr<1  !>'  Irvv">*  II1'  •  |3}  .  |‘*,i  }1,,  t>j-,  .*/ 


t  Dr.  Walton  is  President  of  Catholic  UnivernUy  oi  Amort. ,,  1 1, 

and  consultant  to  business. 


t-rih  i  *  i 


,  ,  mrr  Ames,  “The  Disseisin  of  Chattels/'  m  Awm  umm  tit  \turt ***  t 
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board  of  directors,  as  a  collective  body,  and  it  is  they  alone  who  may  determine 
how  the  property  is  used,  how  earnings  are  calculated,  and  how  net  earnings  are 
distributed.  Although  they  must  act  within  the  boundaries  of  legally  set  norms,  their 
discretionary  area  for  decision  making  is  wide.  .  .  . 

sfc  *  *  *  * 

If,  as  the  more  adamant  traditionalists2  argue,  the  common  stockholders  alone 
have  a  legitimate  claim  on  the  earnings  of  a  company,  it  is  obvious  that  the 
structure  of  authority  in  most  corporations  does  not  guarantee  such  a  result.  On 
the  contrary,  what  we  have  is  a  business  institution  in  which  the  directors  tend 
to  act  as  “trustees  for  the  institution  and  not  merely  as  attorneys  for  the  stock¬ 
holder”  and  in  which  “the  management  of  large  corporations  is  largely  unaccount¬ 
able  to  the  stockholders.3  This  is  not  to  say  that  management  bears  no  responsibil¬ 
ity  to  stockholders,  but  that  the  line  of  accountability  does  not  run  to  the  “ultimate 
owners”  directly.  And  it  is  often  said  that  managerial  responsibility  ought  not  to 
run  either  directly  or  indirectly  to  the  share  owners  alone. 

***** 

The  contrary  view  is  that  this  amounts  to  establishing  an  authoritarian  status 
for  a  managerial  elite  “who  from  their  own  ethical  standards  will  ‘assign’  income 
shares.’’4  It  is  one  thing  to  say  that  the  risk-bearing  stockholder  has  little  function; 
it  is  quite  another  to  say  that  he  deserves  little  respect.  When  the  demands  of  other 
claimants  are  given  equal  weight,  it  is  argued,  the  nature  of  corporate  enterprise 
is  radically  altered  and  the  foundations  of  capitalism  are  threatened. 

The  issue  thus  joined  is  certain  to  become  one  of  the  most  difficult  for  strategic 
decision  makers  of  the  future,  in  the  fields  both  of  business  and  of  public  policy. 


Employees 

Employees  as  a  group  are  clearly  direct  claimants  on  the  corporate  enterprise 
because  they  are  direct  contributors  to  it  and  are  contractually  related  to  the  firm. 
Like  the  contributors  of  risk  capital,  they  invest  something  they  own.  Their  invest¬ 
ment  is  comparable  in  that  they  expect  a  return  on  it  from  the  fruits  of  the  venture. 

Dividends  have  been  called  “the  wages  of  capital.”  ...  In  much  the  same  way, 
people  invest  the  best  part  of  their  lives  in  some  established  and  promising  compa¬ 
nies  at  a  rate  of  return — in  the  form  of  wages  and  salaries — that  may  seem  modest 
enough  at  the  start  but  is  acceptable  in  anticipation  of  other  benefits. 

Nor  are  these  benefits  only  the  expected  wage  and  salary  benefits  and  ad¬ 
vances  over  the  years;  the  anticipated  income  includes  those  “fringe  benefits” 
that  increasingly  go  along  with  the  job,  plus  some  benefits  that  nowhere  appear 
in  the  formal  employment  contracts.  Association  with  certain  companies  yields 
“psychic  income.”  Prestige,  a  sense  of  security,  the  feeling  that  one  works  for  a 
“good  corporate  citizen”  in  a  laudable  field  of  endeavor,  satisfaction  in  work  that 
contributes  to  one’s  skills  and  enlightenment  about  some  aspect  of  nature  or 
society— these  are  some  of  the  considerations  that  attract  the  necessary  human 


2  Louis  O.  Kelso  and  Mortimer  J.  Adler,  The  Capitalist  Manifesto  (New  York:  Random 
House,  1958).  See  Eells,  The  Meaning  of  Modern  Business ,  pp.  77-94. 

3  George  B.  Hurff,  Social  Aspects  of  Enterprise  in  the  Large  Corporation  (Philadelphia: 
University  of  Pennsylvania  Press,  1950),  pp.  96  ff. 

4  David  McCord  Wright,  “The  Modern  Corporation-Twenty  Years  After,”  University  of 
Chicago  Law  Review,  Vol.  XIX  (Summer,  1952),  pp.  663  ff. 
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resources  to  the  organization,  just  as  the  anticipated  growth  and  earnings  pros¬ 
pects  of  a  company  attract  capital  resources. 

*  *  *  *  $ 

There  is .  .  .a  competition  for  the  loyalty  and  solidarity  of  employees  between 
firm  and  union.  Insofar  as  an  employee’s  loyalties  are  polarized  toward  the  outside 
organization,  his  place  in  the  constellation  of  corporate  interests  moves  toward 
the  periphery  of  that  constellation. 

The  corporate  executive  of  the  future  will  have  to  recast  the  theory  of  the  firm 
to  account  for  this  trend.  The  implications  are  many.  One,  or  course,  has  to  do 
with  the  whole  area  of  “human  relations,”  or  the  restoration  of  organic  unity  m 
the  enterprise  as  a  human  association,  and  not  merely  an  aggregation  of  capital 
in  the  accounting  sense  of  that  term.  ... 

*  *  *  *  * 


Customers 

According  to  Peter  F.  Drucker,  “there  is  only  one  valid  definition  of  business 
purpose:  to  create  a  customer.”  It  follows  that  “any  business  enterprise  has 
two  and  only  two — basic  functions:  marketing  and  innovation.'*  This  is  in  line  with 
the  doctrine  of  customer  sovereignty:  "King  Customer”  must  bo  placed  above  till. 

Here  some  distinctions  are  in  order.  Does  one  mean  that  the  general  public 
is  the  legitimate  determiner  of  corporate  policy?  Or  is  something  else  meant  tor 
example,  the  meeting  and  creating  of  "demands”  for  salable  products  and  s«  ■ 
vices,  regardless  of  the  “public  interest"  as  expressed  by  representatives  of  the 
general  public?  Obviously  not  all  products  of  profitable  enterprise  are  "good” 
products,  and  some  salable  services  are  proscribed  by  law  and  morals.  Customers 
and  consumers  are  not  necessarily  identical  groups,  nor  can  either  be  designated, 

^ella^on^f  int^UaT*Ca^0n,  ^  &  ^,rec^  contr*kutor-claimant  in  any  corporate  cun 

^f°^0r®tl0n’s  Corners  are  the  main  source  of  its  business  income;  but  it 

anothe ! toSrSiSJr  9°f'S  ? the  bUSinesS  on  Supp|y|n9  d<»mar.d  «rid  quite 
another  to  proliferate  corporate  objectives  so  as  to  meet  all  the  ideal  requirements 
of  a  hypothetical  consumer  public. 


Suppliers 


me  large  corporation  as  a  qomq  concern  am  #.*, 
tremely  diverse.  In  the  widest  sense,  suppliers  include  all  conSutom  of  n  ter  ,1 
financial,  and  human  resources.  Supply  refers  also  to  certaTS 
not  accounted  for  in  the  entrepreneurial  outlays  but  instead  are  shifted  to  inti 
borne  by  third  persons  and  the  community  as  a  whole*  ' 

ere  we  are  concerned  with  those  direct-contributor-clairnant  suppliers  midmle 

*  'W,u 

t.on,  depletion  and  destruction  of  animal  reSourine»l^  i!,,,  ,,i‘ h‘*"uw  ,  “[“1  «<  l'«-l*i. 
soil  depletion,  and  deforestation;  and  social  costs  of  air  and  V  r«*w<urt  ***>,  wilt  rnmt»t»», 

.h,w.  „  u«mPtoJ«nt  ,„d  ldl,  - 
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ths  firm  whose  goods  and  services  are  reflected  directly  in  entrepreneurial  outlays, 

except  for  taxes,  .  .  . 

***** 

INDIRECT  claimants  on  the  corporation 


Competitors 

A  competitive  firm  has  no  obligation,  strictly  speaking,  toward  competitors;  its 
obligation,  if  any,  is  to  the  competitive  system  and  to  the  norms  that  organized 
society  establishes  for  competitive  conduct.  All  responsible  business  executives 
recognize  that,  quite  aside  from  their  legal  obligations  to  obey  antitrust  laws,  there 
is  a  moral  obligation  to  competitors  that  arises  independently  of  the  rules  of  law. 
Some  of  this  nontogal  obligation  has  its  roots  in  “enlightened  self-interest”  to  the 
extent  that  competition  is  regarded  as  "the  life  of  trade,”  or  as  a  stimulant  to 
innovation  and  esprit  cfo  corps  in  the  organization,  and  so  on.  .  .  . 

*  *  *  *  * 

Local  Communities 

The  most  immediate  peripheral  group  of  interests  that  vitally  concern  a  corpora¬ 
tion  is  the  local  community  -  or  rather  the  numerous  local  communities — in  which 
it  operates  as  a  going  concern,  t  he  contributions  of  these  communities  are  many, 
and  so  are  their  claims  on  the  busmossos  located  there. 

♦  #  *  *  4* 

I  he  claimant  community  specifies  its  own  requirements:  regular  employment, 
good  working  conditions,  fair  play,  satisfying  work,  local  purchase  of  a  reasonable 
part  of  the  firm's  supply  of  goods  and  services,  the  maintenance  of  a  plant  worthy 
of  a  good  neighbor,  and  interest  in  and  support  of  the  local  government  and  of 
local  charitable  and  cultural  projects. 

The  General  Public  and  Governments 

I  ho  contributions  of  the  general  public  have  been  alluded  to  earlier  with  refer¬ 
ence  to  the  “social  costs  of  private  enterprise."  As  a  taxpayer,  the  corporation 
is  dearly  a  direct  contributor  to  public  governments  as  claimants  on  the  fruits  of 
the  enterprise.  ,  .  . 

4 '  ♦  4  4*  ''4 


"Social  Responsibilities" 

♦  *  *  *  * 

Hut  what  are  the  rtiaior  or  minor  typos  of  responsibility?  As  to  the  ultimate 
owners,  is  it  a  "fair  return"  on  their  investment  or  all  the  net  profits  in  any  year? 
As  to  customers,  is  it  a  "fair"  price  for  products  or  all  that  the  traffic  will  bear?  (Or 
is  it  a  "good"  product  and  constant  innovation  to  provide  more  and  better  new 
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products?)  As  to  employees,  is  it  a  "fair”  wag©  and  good  working  conditions  or 
status,  with  all  the  overtones  of  security  and  the  dimensions  of  the  good  life?  As 
to  others  in  the  business  community— competitors,  suppliers— is  it  the  minimal 
standard  of  conduct  in  a  hard  and  competitive  drive  for  profits  or  behavior  in 
accordance  with  some  ideal  code?  As  to  the  public  and  governments,  is  it  a  shrewd 
avoidance  of  infractions  of  the  law  and  the  building  of  stout  barriers  against  any 
encroachment  of  government  on  business,  or  a  common  pursuit  of  the  general 
welfare  through  some  form  of  mixed  economy? 

The  question  of  the  "social  responsibilities"  of  the  modem  corporation  thus 
turns  out  to  be  no  simple  issue  but  a  large  bundle  of  issues,  It  cannot  be  reduced 
to  the  single  relationship  between  corporation  arid  society,  tor  the  referents  m 
these  ambiguous  terms  are  unclear.  .  .  . 

♦  ♦  ♦  ♦  * 

Interrelationships  and  the  Balancing  of  Interests 

if  we  concede  that  there  is  an  accountability  that  goes  with  wealth  and  power, 
then  the  logic  of  responsibility  for  those  who  hold  it  is  easy  to  establish  The 
corporation  is  a  center  of  wealth  and  power,  and  it  has,  therefore,  responsibilities 
to  those  most  dependent  upon  it,  These  am  its  stockholders,  its  employees,  and 
its  customers.  But  its  employees,  its  customers,  and  its  stockholders  are  also  th© 
community.  Therefore,  it  has  a  social  as  well  as  an  economic  responsibility 

To  assess  the  nature  of  this  responsibility  is  one  of  the  functions  of  manage¬ 
ment.  .  ,  , 


THE  MIDDLE  GROUND 

The  large  business  corporation  is  huro  to  stay.  It  is  an  indispensable  instrument 
for  getting  done  some  of  the  things  that  people  want  done  it  i*.  mother  the 
exclusive  instrument  of  one  class  of  interests  nor  an  indiscriminate  writer  of  "so¬ 
cial”  interests.  Like  other  large  organizations,  the  corporation  must  bn  tempered 
to  the  times,  and  as  a  viable  instrument  it  must  adapt  to  Mioeturigiriq  requirements 
of  our  free,  complex,  and  interdependent  society. 

The  impossibility  of  direct  owner  management  of  large  scale  private  enterprise 
calls  for  professional  management  by  persons  whoso  relationship  to  the  owners 
is  difficult  to  define.  Is  it  a  fiduciary  relationship,  one  of  agency,  or  perhaps  one 
of  representation? 

♦  #  *  #  * 

To  resist  the  many  new  claims  made  on  the  corporation  to  assume  an 
eminently  respectable  traditional  position  grounded  on  the  tmjii;  ,4  property  Hut 
to  be  rational  is  not  necessarily  to  bn  reasonable  Reasonable  regard  for  the 
interests  of  socioty  is  a  practical  necessity 
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From 

THE  20TH  CENTURY  CAPITALISTIC 
REVOLUTION* 

By  Adolf  A.  Berfet 

Now  planning  all  or  any  fragment  of  an  economy  has  enormous  implications. 
This  is  why  any  “planned  economy”  has  been  feared  in  America;  why  economy 
planned  by  the  state  has  usually  been  bitterly  fought;  why  emergence  of  planning 
power  immediately  raises  doubts  and  wonders  in  the  minds  of  the  constituency 
affected.  Naturally,  any  plan  (if  it  is  not  a  naked  power-grab)  must  be  a  plan  for 
something,  and  affects  or  limits  people.  Planning,  however  limited  in  scope,  means 
planning  for  some  kind  of  a  community,  or  at  least  some  aspect  of  a  community, 
deemed  by  some  group  to  be  desirable.  Capacity  to  plan,  united  with  power  to 
give  effect  to  the  plan,  is  perhaps  the  highest  trust  granted  to  statesmen.  Its 
devolution  has  forced  into  the  hands  of  many  businessmen  a  complex  of  problems 
far  beyond  their  chosen  fields,  problems  of  overpassing  those  of  producing  oil  or 
electrical  supplies,  of  manufacturing  steel  or  motor  cars,  as  the  case  may  be. 
may  have  been  naive  public  relations  for  an  officer  of  General  Motors,  proposed 
for  confirmation  as  Secretary  of  Defense  in  the  Cabinet  of  the  United  States,  ta 
say  that  what  was  good  for  General  Motors  was  good  for  the  country,  and  what 
was  good  for  the  country  was  good  for  General  Motors;  but  he  could  have  adduced 
an  impressive  array  of  statistical  fact  to  back  up  his  statement. 

For  the  fact  seems  to  be  that  the  really  great  corporation  managements  have 
reached  a  position  for  the  first  time  in  their  history  in  which  they  must  consciously 
take  account  of  philosophical  considerations.  They  must  consider  the  kind  of  a 
community  in  which  they  have  faith,  and  which  they  will  serve,  and  which  they 
intend  to  help  to  construct  and  maintain.  In  a  word,  they  must  consider  at  least 
in  its  more  elementary  phases  the  ancient  problem  of  the  “good  life,  *  and  how 
their  operations  in  the  community  can  be  adapted  to  affording  or  fostering  it.  They 
may  endeavor  to  give  their  views  exact  statement,  or  they  may  merely  proceed 
on  undisclosed  premises;  but,  explicitly  or  implicitly,  the  premises  are  there. 

Businessmen  charged  with  commercial  enterprise  are  not  accustomed  to  this 
sort  of  thinking.  As  a  rule,  they  reject  the  idea  that  this  is  part  of  their  function. 
Most  corporation  executives  are  acutely  aware  of  the  fact  that  foresight  is  ex¬ 
tremely  difficult.  Many  believe  quite  frankly,  and  not  without  justification,  that  com¬ 
munity  welfare  is  as  likely  to  be  developed  soundly  by  hazard  as-  by  plan. 

The  greatest  leaders  in  the  corporate  field  take  a  contrary  view.  They  forcefully 
argue  that  corporations  are  always  citizens  of  the  community  in  which  they  oper¬ 
ate,  while  large  ones  necessarily  play  a  mighty  part  in  the  life  of  their  time.  It  is 
not  possible  for  them,  these  men  state,  to  carry  on  great  corporate  businesses 
apart  from  the  main  context  of  American  life.  If  private  business  and  businessmen 


*  From  The  20th  Century  Capitalistic  Revolution,  copyright,  1954,  by  Adolf  A.  Berle,  Jr. 
Reprinted  by  permission  of  Harcourt,  Brace  &  World,  Inc.  (Abstracts  from  pp.  164-69,  171-73, 
182-88.) 

t  At  the  time  this  book  was  published  the  author  was  Professsor  Emeritus  of  Law  at 
Columbia  Law  School,  a  corporate  lawyer,  corporate  director,  and  government  official. 
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do  not  assume  community  responsibilities,  government  must  step  in  and  American 
life  will  become  increasingly  statist.  In  consequence,  they  have  urged  that  corpora¬ 
tions  must  share  the  burdens  of  supporting  the  non-governmental  philanthropic 
and  educational  institutions  which  have  played  so  stately  a  role  in  the  development 
of  twentieth-century  America.  Mr.  Irving  Olds,  at  the  time  Chairman  of  the  Board 
of  Directors  of  U.S.  Steel  Company,  made  a  brilliant  and  moving  address  at  Yaio 
University,  insisting  that  corporations  must  contribute  to  the  general  educational 
facilities  of  the  country,  such  as  universities  and  graduate  schools,  and  that  thu 
duties  of  big  business  overpass  their  traditional  power  to  make  gifts  to  those  minor 
or  local  charities  incident  to  plant  and  sales  operations.  Ho  was  forcefully  sup¬ 
ported  by  Mr.  Frank  Abrams,  Chairman  of  the  Board  of  Standard  Oil  Company  of 
New  Jersey.  Both  corporations  gave  emphatic  proof  of  assent  by  voting  substan¬ 
tial  gifts  to  liberal  arts  colleges.  Twenty-nine  states  have  already  passed  statutes 
authorizing  corporations,  both  presently  existing  and  subsequently  organized  to 
make  contributions  to  philanthropy  and  education.  ,  .  .For  practical  purposes,  the 
state  has  authorized  corporations  to  withhold  from  their  shareholders  a  portion 
of  their  profits,  channeling  it  to  schools,  colleges,  hospitals,  research,  arid  other 
good  causes. 

Twenty  years  ago,  the  writer  had  a  controversy  with  the  1st®  ProtWMOr  E, 
Merrick  Dodd,  of  Harvard  Law  School,  the  writer  holding  that  corporate  powers 
were  powers  in  trust  for  shareholders  while  Professor  Dodd  argued  that  these 
powers  were  held  in  trust  for  the  entire  community.  T  he  argument  has  been  settled 
(at  least  for  the  time  being)  squarely  in  favor  of  Professor  Ootid's  contention 


Growing  consciousness  of  the  power  thus  achieved  and  its  implications  has 
excited  a  very  considerable  discussion  in  tho  corporate  world  Directors,  especially 
those  of  the  largest  and  most  responsible  companion,  are  acutely  aware  of  the 
problems  thus  raised.  A  division  of  opinion  is  reported  in  these  circles  One  group 
believes  it  necessary  to  pick  up  the  load  and  tackle  tho  immense  responsibilities 
foreshadowed  as  did  Mr.  Olds  and  Mr.  Abrams.  Another  group  takes  the  view  that 
this  is  not  their  affair,  that  they  are  not  equipped  to  meet  it,  and  that  they  should 
find  ways  of  avoiding  so  great  a  burden.  After  all,  a  board  of  directum  m  chosen 
primarily  for  its  ability  in  running  a  particular  business,  It  cannot  properly  or  nffec 
tively  enter  into  a  whole  series  of  extraneous  problems  extending  all  the  way  from 
methods  of  administering  individual  justice  to  community  development,  community 
organization  and  community  values.  This  school  of  thought  believes  that  teachers, 
scholars,  philosophers,  and  possibly  politicians  and  governments,  have  tn  wrestle 
with  these  questions:  boards  of  directors  cannot,  Both  views  tiro  expressed  with 
honesty  and  great  sincerity. 

Corporations  still  have,  perhaps,  some  range  of  choico  they  can  either  take 
an  extended  view  of  their  responsibility,  or  a  limited  one  Yet  the  choice  is  probably 
less  free  than  would  appear.  Power  has  laws  of  its  own.  One  of  them  t«,  that  when 
one  group  having  power  declines  or  abdicates  it,  some  other  directing  group 
immediately  picks  it  up;  and  this  appears  constant  throughout  history  !n.»  choice 
of  corporate  managements  is  not  whether  so  great  u  power  shall  cease  to  must, 
they  can  merely  determine  whether  they  will  servo  as  tho  nuclei  of  ip,  fwqawution 

of  tWnSkil0VaeHt0  S°T0ne  !!S6'  pr0bably  th0  mortom  fh«»  current 

2>u^dt?LmJ"S  enC6*  3t  P?Vate  rath0r  ,hfm  deepens  aro 

araato  rlthlr  TUn  y  de*r,y  ,oreinfl  lho  wrpmalioits  toward  a 

greyer  rather  than  a  lesser  acceptance  of  the  ro#porM»btitty  that  qotn  with 
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Mon  squarely  facing  this  problem,  in  small  or  in  large  application,  now  find 
themselves,  with  some  surprise,  in  the  realm  of  philosophy.  They  have  not,  it  is 
true,  been  assigned  the  job  of  sketching  an  Utopia;  they  only  have  to  take— indeed, 
can  only  take— one  step  at  a  time.  But  they  can  hardly  avoid  determining  the 
direction  of  the  steps,  and  the  aggregate  of  their  steps  in  the  second  half  of  the 
twentieth  century  must  necessarily  go  far  toward  determining  the  framework  of 
the  American  community  of  the  twenty-first.  Some  sort  of  hypothesis,  however 
hazy,  as  to  what  that  community  should  be,  should  do,  and  should  look  like,  seems 
implicit  in  this  situation. 

.  .  .  (rjho  corporation,  almost  against  its  will,  has  been  compelled  to  assume 
in  appreciable  part  the  role  of  conscience-carrier  of  twentieth-century  American 
society.  Unlike  other  great  groups  which  have  attempted  a  major  part  in  this  task, 
the  modern  corporation  has  done  so  without  intent  to  dominate  and  without  clearly 

defined  doctrine,  .  .  . 

.  ,  ,  [Ojut  of  the  common  denominator  of  the  decision-making  machinery, 
some  soil  of  consensus  of  mind  is  emerging,  by  compulsion  as  it  were,  which  for 
good  or  ill  is  acting  surprisingly  like  a  collective  soul.  Great  organizations  energizing 
this  sort  of  causative  apparatus  have  their  frightening  side.  When  Mary  Wollstone- 
craft  Shelley's  hero.  Frankenstein,  endowed  his  synthetic  robot  with  a  human 
heart,  the  monster  which  before  had  been  a  useful  mechanical  servant  suddenly 
became  an  uncontrollable  force.  Our  ancestors  feared  that  corporations  had  no 
conscience,  Wu  a re  treated  to  the  colder,  more  modern  fear  that,  perhaps,  they 
do. 

Curtain  safeguards  do  exist,  Perhaps  during  the  next  hitch  in  this  twentieth- 
century  drama  they  will  bo  sufficient.  The  great  difference  between  the  American 
corporate  system  and  any  socialist  system  lies  in  the  fact  that  in  America  there 
aro  a  few  hundred  powerful  units,  each  of  which  has  a  limited  capacity  to  disagree 
with  its  tollow  giants  and  to  do  something  different.  .  .  . 

,  Hie  reality  a  "conscience"  in  business  organizations  which  do  control 
many  men  need  tin  nuithur  impractical  nor  dangerous  once  the  business  commu¬ 
nity  has  learned  to  honor  difference  and  deviation  as  well  as  agreement  and 
conformity.  Happily  in  America  there  have  always  been  the  men  who  will  not  "go 
along,"  Wn  have  reason  to  hope  there  will  be  enough  disagreement  so  that  the 
nuclei  of  power  anti  of  social  organization  will  not  only  agree,  but  differ  as  well. 

I  hum  is  also  still  another  and  greater  hope.  Even  within  the  pressures  which 
organizations  exact  ovori  in  splto  of  the  necessity  that  men  in  great  enterprises 
shall  work  as  a  team  the  individuals  themselves  are  invariably  influenced  by 
curtain  groat  philosophical  promises.  These,  In  our  system,  are  not  derived  from 
within  business  organization.  They  como  from  schools  and  from  teachers;  from 
uruvuf  stuns  and  philosophers;  from  men  of  deep  human  instinct  who  are,  by 
occasional  miracle,  saints,  ,  ,  . 

#  +  *  *  * 

.  .  ,  I  hum  r»  fair  historical  ground  to  anticipate  that  moral  and  intellectual 
leadership  will  appear  capable  of  balancing  our  Frankenstein  creations.  Men  work¬ 
ing  in  that  range  are  measurably  steeled  to  resist  normal  pressures  and  often  free 
from  normal  fears  I  tiny  frequently  have  a  rough  time  on  the  way.  It  is  no  accident 
that  some  of  the  greatest  saints  in  tho  Christian  Calendar  were  non-conformist 
deviants  in  their  time,  but  they  still  grasp  tho  future  with  their  conceptions. 

f  ties*!.  I  think,  are  the  real  builders  of  any  "City  of  God"  Americans  would  come 
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to  accept  Corporations  cannot  make  them.  But  they  may  protect  ant!  maintain 
them.  Corporate  managements,  like  others,  knowingly  or  unknowingly,  am  con¬ 
strained  to  work  within  a  frame  of  surrounding  conceptions  which  in  time  impost) 
themselves.  The  price  of  failure  to  understand  and  observe  them  is  decay  of  the 
corporation  itself.  .  .  . 


From 

A.  P.  SMITH  MANUFACTURING 
COMPANY  V.  BARLOW  ET  AL.* 


[Editors’  Note:  A.  P.  Smith  Manufacturing  Company  appropriated  Sl.hno  as  a 
gift  to  Princeton  University.  Stockholders  objected  on  trio  grounds  that  such 
gift-giving  was  an  ultra  vires  act — outside  the  chartered  powers  of  the  company 
Below  are  excerpts  from  statements  made  in  the  case  by  business  executives, 
a  college  President,  and  one  of  the  Supreme  Court  judges,  j 


Mr.  Hubert  F.  O’Brien,  the  president  of  the  company,  testified  that  he 
considered  the  contribution  to  be  a  sound  investment,  that  the  public  expects 
corporations  to  aid  philanthropic  and  benevolent  institutions,  thru  they  obtain  good 
will  in  the  community  by  so  doing,  and  that  their  charitable  donations  create 
favorable  environment  for  their  business  operations.  In  addition,  ho  expressed  the 
thought  that  in  contributing  to  liberal  arts  institutions,  corporations  were  further  am 
their  self-interest  in  assuring  the  free  flow  of  properly  trained  personnel  for 
administrative  and  other  corporate  employment.  Mr.  Frank  W,  Abrams,  chairman 
of  the  board  of  the  Standard  Oil  Company  of  New  Jersey,  testified  that 
corporations  are  expected  to  acknowledge  thoir  public  responsibilities  in  support 
of  the  essential  elements  of  our  free  enterprise  system.  Ho  indicated  that  it  was 
not  “good  ^business”  to  disappoint  “this  reasonable  and  justified  public 
expectation,”  nor  was  it  good  business  for  corporations  "to  take  substantial 
benefits  from  their  membership  in  the  economic  community  while  avoiding  the 
normally  accepted  obiigations  of  citizenship  in  the  social  community  "  Mr  living 
■  Olds,  former  chairman  of  the  board  of  the  United  States  Steel  Corporation, 
pointed  out  that  corporations  have  a  self-interest  in  the  maintenance  u<  liberal 
®icrJon  as  the  Ju'wark  of  good  government.  He  stated  that  “Capitalism  ami  tree 
enterprise  owe  their  survival  in  no  small  degree  to  the  exmtonce  of  our  novate 

mafntenfnrl  Unt'VerS't,ef ’.<and  that  if  American  bu»««Jis  hot  aid  ,11  their 

"~'it  *  ?0t  prop®r,y  prot0otmg  the  lorn). range  interest  at 

PrSwe^fo?p?ncZ^reS  an?  'tS  CU8t0rn0rfi  "  S,mtefly-  »'  *>'«'' ’W  W  JM.bs. 
leTminanwerp:>r!rnia!-)?i  ^mvers,ty'  suggested  that  if  private  institutions  of  higher 
J  90vernmental  institutions  our  society  w,iuld  be  vastly 

different  and  private  enterprise  in  other  fields  would  fade  out  rather  prompt), 

582-63^586)  *590).rOm  98  At!ant,c  Reporter,  2ml  Kent's,  New  b'rst'v  Suptrwr  t  .nor  me.  i.j, 
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Further  on  he  stated  that  “democratic  society  will  not  long  endure  if  it  does  not 
nourish  within  itself  strong  centers  of  nongovernmental  fountains  of  knowledge, 
opinons  of  all  sorts  not  governmentally  or  politically  originated.  If  the  time  comes 
when  all  these  centers  are  absorbed  into  government,  then  freedom  as  we  know 
it,  I  submit,  is  at  an  end.” 

*  *  *  *  * 

[Judge  Jacobs:] 

*  He  He  *  He 

During  the  first  world  war  corporations  loaned  their  personnel  and  contributed 
substantial  corporate  funds  in  order  to  insure  survival;  during  the  depression  of 
the  ’30’s  they  made  contributions  to  alleviate  the  desperate  hardships  of  the 
millions  of  unemployed;  and  during  the  second  world  war  they  again  contributed 
to  insure  survival.  They  now  recognize  that  we  are  faced  with  other,  though 
nonetheless  vicious,  threats  from  abroad  which  must  be  withstood  without 
impairing  the  vigor  of  our  democratic  institutions  at  home  and  that  otherwise  victory 
will  be  pyrrhic  indeed.  More  and  more  they  have  come  to  recognize  that  their 
salvation  rests  upon  sound  economic  and  social  environment  which  in  turn  rests 
in  no  insignificant  part  upon  free  and  vigorous  nongovernmental  institutions  of 
iearning.  It  seems  to  us  that  just  as  the  conditions  prevailing  when  corporations 
were  originally  created  required  that  they  serve  public  as  well  as  private  interests, 
modern  conditions  require  that  corporations  acknowledge  and  discharge  social 
as  well  as  private  responsibilities  as  members  of  the  communities  within  which 
they  operate. 


From 

THE  ATTACK  ON  BIG  BUSINESS* 

By  John  Desmond  Gloverf 


.  .  .  It  is  surprising  and  ironical,  that,  to  judge  by  what  businessmen  often  say, 
one  would  think  that  they,  too,  agree  that  the  nature  of  business  corporations  is 
exactly  and  precisely  what  critics  say  it  is;  namely,  that  the  corporation  has  no 
other  purpose,  and  recognizes  no  other  criterion  of  decision  except  profits,  and 
that  it  pursues  these  profits  just  as  single-mindedly  and  irresponsibly  as  it  can. 

*  H=  H«  *  * 

For  one  thing,  it  is  probable  that  some  objectives  of  corporate  policy  and  some 
of  the  considerations  which  actually  enter  decisions  are  so  much  taken  for  granted 
that,  in  all  its  dealing  with  suppliers,  customers,  employees,  and  others,  “the 
company”  will  endeavor  to  be  generous,  honest,  sincere,  and  responsible.  Yet  it 
sometimes  seems  difficult  for  people  to  talk  about  things  like  this — to  concede, 
for  instance,  that  one  of  the  major  objectives  of  the  company  is  to  be  a  good 

*  Reprinted  by  permission  of  the  Graduate  School  of  Business  Administration,  Harvard 
University,  Division  of  Research,  Cambridge,  Mass.,  1954  (pp.  328,  330-35). 

t  The  author  is  Professor  of  Business  Administration,  Graduate  School  of  Business  Ad¬ 
ministration,  Harvard  University. 
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company.  Perhaps  it  is  because  that  is  entirely  taken  for  granted.  Perhaps  it  is 

because  ,n  our  culture,  people  are  sometimes  “ashamed”  or  embarrassed  to  talk 
ot  such  things.  .  .  . 

Another  factor  which  may  account  for  the  curiously  narrow  concept  of  the 
purposes  and  values  of  the  large  corporation  that  often  seems  to  come  through 
to  thepubic  may  be  that  business  enterprise  has,  as  yet,  no  systematic  rationaliza¬ 
tion  that  takes  into  account  these  other  “taken-for-granted”  factors.  The  only 
systematic  rationalization  we  have  is  that  which  stemmed  out  of  a  materialistic 
mechanistic  philosophy.  Possibly,  these  ideas  have  been  buried  themselves  so 
deeply  «  our  thinking  that  many  people,  when  they  come  to  rationalize  about 
business,  have  only  these  traditional  concepts  with  which  to  think  and  to  talk  about 

th  ’•  *  'J1^  probably  that  these  two  considerations  account  for  the  fact  that  in 
heir  talk  and  in  their  rationalizations,  businessmen  sometimes  do  sound  just  like 
the  stereotype  cast  up  for  them  by  the  critics.  Some  businessmen  seem  emotion- 
38  Int®llectually  unable  t0  admit  that  they  do  govern  their  actions  by 

lesT  r^nnnThi!  h"  .economia  expediency  and  that  they  are,  in  fact,  at  least  no 
less  responsible  and  less  good  citizens  than  others  in  the  community. 

ho  tho  °r  many  p“rp°ses  of  the  law’ the  business  corporation  is  conceived  to 
depicted?  itsaitics°  heart'eSS'  °Pp0rtunistic'  selfishly  calculati"9  entity 
This  stark  concept  of  the  corporation  shows  up  nowhere  more  clearly  than  in 
fn  ™ns  In  sultf  concernmg  the  power  of  corporations  to  make  contributions  and 
in  decisions  as  to  what  are  “ordinary  and  necessary”  business  expenses. 

A  leading  case  in  this  field  is  the  English  case  of  Hutton  v.  West  Cork  Railway 
Company.  In  this  case,  a  company  in  liquidation  had  voluntarily  made  additional 
n^Ih1106  pay.ments  t0  emPloyees  who  were  being  discharged  and  who  had  been 
Pa'd  *h®'r  Wages  in  ln  the  stockho|ders’  suit  over  this  matter,  the  judge 

benS^n  aTmenithat  the  stockholders  of  the  company  could  receive  no 
benefit  in  return  from  these  additional  payments.  That  is,  they  could  receive  no 

mflkfnnary  TT'  H®  ,therefore  ruled  that  the  directors  exceeded  their  powers  in 
making  such  terminal  payments.  K 

Revealing the  concept  of  the  corporation  as  a  chilled  entity  quite  unresponsive 

Ixcef  d2f  thf  W3rmth’  obl'9atl°n,  or  responsibility,  the  judge  held  that  the  directors 

rrfdKt  e,rrr"  umakin9  these  payments'  because  they  were  not  busi- 

siflfhopri  TiTabe'  e  a'd  d0Wn  the  rule  that’  “Charity  has  no  business  to 
sit  at  boards  of  directors  qua  charity.” 

*  *  *  *  * 

minhthJUd9e’ if  had  a  different  concept  of  business  and  of  the  corporation 

Simpiy  as  a  warm  act  flowin9  from  a  feeling 
of  obligation  the  kind  of  act  that  people  individually  and  in  corporate  bodies 

n9a9net,ntheVeryHday  'nuhe  n°rmal  Carrying  on  of  business.  Had  he  had  such  a 

“Sfn  thl  f  h  96  m'9  We"  haVe  held  that  making  such  Payments  was  well 
within  the  ordinary  scope  of  the  company’s  business.”  He  did  accept  the  idea 

StWfneI’ t  TCe  ther®  W3S  n°  pecuniary  return  to  the  stockholders,  the  act  was 

.“_a"d  *“  °S'°gai°a‘  'S  3  deeply  im,diOUS 

*  *  *  Sf!  * 

'  ‘  '  [^.]  seemin9|y  charitable  act  can  be  justified  if  it  can  be  shown  that  it  was 
really  motivated  only  by  the  ulterior  intent  of  furthering  the  corporation’s  own 
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interest  in  a  calculated  way.  For  that  Is  in  accord  with  the  assumed  nature  of  the 
corporation,  which  is  to  direct  all  its  actions  to  furthering  its  own  interests. 

***** 

In  other  words,  the  test  of  an  act,  as  to  whether  it  is  the  sort  of  thing  a 
corporation  might  ordinarily  and  necessarily  do  in  carrying  on  its  business,  is 
whether  the  motivation  is  purely  mercenary. 

In  the  inverted  morality  of  corporations — as  laid  down  for  them  by  the  law — any 
act  in  which  there  enters  a  thought  of  charity  or  philanthropy,  or  any  imponderable 
feelings  of  business  responsibility  and  obligation,  is  not  the  kind  of  thing  corpora¬ 
tions  can  be  expected  ordinarily  to  do.  The  reason,  of  course,  is  that  the  corpora¬ 
tion  is  conceived  to  be  single-purposed  and  irresponsible.  The  norm  of  corporate 
behavior  is  what  such  an  entity  as  this  might  do — not  what  a  normal  group  of 
people  might  do. 

This  concept  of  the  business  corporation  in  law,  and  the  rule  which  flows  from 
it,  results  in  corporation  lawyers  cooking  up,  for  formal  resolutions  to  be  adopted 
by  boards  of  directors,  the  most  far-fetched  kinds  of  reasons  to  rationalize  as 
calculating  acts  for  gain  what  were  simply  normal  acts  of  people  trying  to  exercise 
ordinary  judgment.  In  fact,  the  rule  drives  lawyers  to  insist  upon  the  invention  of 
elaborate  ulterior  reasons  for  decisions  which  are  actually  made  on  the  basis  of 
ordinary,  common-sense  judgments.  Corporations  are  compelled,  for  the  record, 
to  malign  their  own  motives. 


From 

THE  WEALTH  OF  NATIONS* 

By  Adam  Smiths 


.  .  .  [E]very  individual  necessarily  labours  to  render  the  annual  revenue  of  the 
society  as  great  as  he  can.  He  generally,  indeed,  neither  intends  to  promote  the 
public  interest,  nor  knows  how  much  he  is  promoting  it.  By  preferring  the  support 
of  domestic  to  that  of  foreign  industry,  he  intends  only  his  own  security;  and  by 
directing  that  industry  in  such  a  manner  as  its  produce  may  be  of  the  greatest 
value,  he  intends  only  his  own  gain,  and  he  is  in  this,  as  in  many  other  cases,  led 
by  an  invisible  hand  to  promote  an  end  which  was  no  part  of  his  intention.  Nor 
is  it  always  the  worse  for  the  society  that  it  was  no  part  of  it.  By  pursuing  his  own 
interest  he  frequently  promotes  that  of  the  society  more  effectually  than  when  he 
really  intends  to  promote  it.  I  have  never  known  much  good  done  by  those  who 
affected  to  trade  for  the  public  good.  It  is  an  affectation,  indeed,  not  very  common 
among  merchants,  and  very  few  words  need  be  employed  in  dissuading  them  from 
it. 

***** 

The  natural  effort  of  every  individual  to  better  his  own  condition,  when 
suffered  to  exert  itself  with  freedom  and  security,  is  so  powerful  a  principle,  that 

*  Published  by  Random  House  Inc.,  in  the  Modern  Library  Series,  1937  (pp.  423,  508). 
t  Adam  Smith  (1723-90)  is  generally  considered  to  be  the  father  of  classical  economic 
theory,  an  archenemy  of  mercantilism  and  a  proponent  of  laissez-faire  capitalism. 
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it  is  alone,  and  without  any  assistance,  not  only  capable  of  carrying  on  the  society 
to  wealth  and  prosperity,  but  of  surmounting  a  hundred  impertinent  obstructions 
with  which  the  folly  of  human  laws  too  often  incumbers  its  operations;  though  the 
effect  of  these  obstructions  is  always  more  or  less  either  to  encroach  upon  its 
freedom,  or  to  diminish  its  security.  .  .  . 


From 

ALTERNATIVE  TO  SERFDOM* 

By  John  Maurice  Clarke 

[Editors’  Note:  This  articulate  spokesman  of  the  free  enterprise  system  sounds 
a  clarion  of  warning  to  self-interest— “the  price  of  freedom  is  its  responsible 
exercise.”  He  scores  exclusive  reliance  on  the  market  mechanism  to  equitably 
maintain  the  balance  within  our  social  system.  Mutuality  of  interest  demands  a  now 
dimension  of  intelligent  interaction.] 


So,  if  this  series  of  talks  has  a  single  keynote,  it  is  the  principle  that  the  price 
of  freedom  is  its  responsible  exercise.  This  has  always  boon  true,  irresponsible 
self-interest  would  have  wrecked  our  system  long  ago  if  it  had  been  pushed  to 
the  utmost  limits  that  some  theories  contemplated.  Out  today  the  need  is  vastly 
greater  and  more  immediate.  New  and  greater  private  powers  call  for  new  and 
greater  responsibilities,  and  the  disaster  that  waifs  on  failure  is  mum  immediate 
and  more  complete. 

The  responsibility  in  question  works  in  two  directions,  Whenever  man  acts  m 
an  individual,  he  is  responsible  to  his  group  or  his  community,  and  when  fie  acts 
on  behalf  of  his  group,  he  is  responsible  to  the  members  of  the  group  he  room 
sents;  and  on  behalf  of  the  group  he  is  responsible  to  his  community  to  the  whole 
society  or  to  some  larger  constituent  group  of  which  the  first  group  w  a  member 
his  two-way  relationship  extends  from  the  smallest  groups  to  the  largest  one  of 
which  we  are  accustomed  to  thinking— tho  nation.  Fho  nation  w  mcoqn./mg  lone 

~  respo".fblllties  t0  its  '^dividual  members,  and  m  addition  m  wrestling 
with  its  responsibilities  to  the  world  community  that  is  struggling  to  he  hern,  and 
that  must  be  born  if  the  world  is  to  go  on  living, 

arenumfous  a"d  Varied-  and  every  individual  is  a  member  of  many 
Our  job  of  social  salvation  lies  in  reworking  tho  rotations  of  these  groups  end  of 

has  noHoundite1 XT®™'  T*  '*  ^  ?h,t  ■««*-'  'date 

has  not  found  its  place,  nor  how  to  do  its  job,  in  tho  new  work!  Instead  of  being 

the  organ  of  a  unified  society,  with  its  functions  and  powers  arising  rattier  miut  illi 

from  the  constitution  of  the  society  it  represents,  it  is  groping  dospiateiy.  precseiy 

PP.  4-7 )  Py  *  U48  by  1  h<  ««  ««-«*'*  '»u>  t  .4  Mu  }„«„  },;  „  ,u„, 

tThe  late  author  was  ProfW  of  Kconomto.  ;tt  Columbia  t:,mr«,a> 
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because  it  has  no  organized  society  back  of  it  in  respect  of  most  things — only  when 
the  country  is  attacked  overtly,  by  force  of  arms  and  by  a  foreign  power.  More 
dangerous  threats  to  our  social  constitution,  from  within,  do  not  unify,  but  divide 
us. 

Economically,  wo  are  not  a  community.  The  market  has  had  such  marvelous 
organizing  powers  that  it  has  deluded  many  of  us,  for  some  hundred  and  seventy 
years,  into  thinking  that  it  could  do  all  that  was  needed  to  organize  an  economic 
community  on  a  basts  of  consent  as  embodied  in  the  act  of  free  exchange.  But 
it  has  been  growingly  evident  for  many  years  that  this  was  expecting  from  it 
something  beyond  its  powers,  great  as  these  were.  We  have  gradually  dis¬ 
covered  •  though  many  have  not  admitted  it — that  markets  can  organize  material 
interests  only,  and  not  all  of  those,  and  that  this  is  not  enough  to  constitute  a 
society.  Some  of  us  learned  this  many  years  ago,  from  Charles  H.  Cooley;  today 
the  lesson  is  being  driven  homo  again,  with  freshly  urgent  emphasis,  by  Karl 
Polunyi,  Things  Urn  market  pseudo-society  has  wrecked  are  hopefully  turned  over 
to  the  statu,  a  too  vast  and  impersonal  mechansim  whose  constitution  does  not 
correspond  too  well  to  the  economic  realities. 

Between  the  individual  ami  government,  or  markets,  stand  great  organized 
groups;  farm  federations,  business  corporations,  and  labor  unions.  And  these  are 
the  crux  of  the  present  dilemma.  In  a  simple  economy  without  such  groups,  irre¬ 
sponsible  self  •interest  is  almost  -  a  possible  organizing  principle  in  the  strictly 
material  realm,  It  would  rnoroly  moan  the  exploitation  of  the  weak  by  the  strong, 
the  incapable  tiy  the  capable  Hut  organize  society  into  groups,  and  irresponsible 
self  "interest  can  lioth  corrupt  the  groups  and  shatter  the  society. 

Why  does  a  state  need  art  organized  community  back  of  it,  to  the  constitution 
of  which  its  own  constitution  corresponds?  Because  otherwise  the  alternative  is 
coercion  or  chaos,  If  the  community  is  itself  well  knit,  it  can  call  on  the  state  to 
do  various  things  that  the  statu  can  best  do;  but  coercion  will  be  needed  only  to 
Hoop  recalcitrant  minorities  within  bounds.  But  if  within  the  society  there  is  a  “state 
of  nature"  that  approximates  n  state  of  war,  then  the  state  either  will  fail  to  maintain 
tolerable  order,  or  will  do  it  at  the  cost  of  general  and  indiscriminate  coercion,  and 
either  way  personal  liberty  is  lost, 

And  at  present  the  economic  groups  into  which  we  are  organized  are  too  near 
this  condition,  groups  are  too  large,  too  sophisticated,  too  consciously  and  ration¬ 
ally  purposeful,  to  organize  themselves  into  a  community  of  the  "natural”  sort  of 
which  anthropologists  tell  us.  as  found,  for  example,  in  the  South  Sea  Islands 
before  white  civilization  submerged  thorn,  Tho  organizing  of  these  warring  groups 
must  tie  done  by  the  most  deliberate  kind  of  action  associated  with  the  theory  of 
the  "social  contract "  In  fact,  we  seem  to  be  in  a  stage  of  human  development 
to  which  some  form  of  "social  contract"  theory  may,  for  the  first  time,  be  applicable 
on  the  scale  of  a  "great  society  "  But  not  for  the  whole  job  of  organizing  a 
community  there  must  he  an  underlying  fooling  of  a  common  bond,  if  only  the 
danger  of  mutual  annihilation,  to  furnish  a  basis  for  a  willingness  to  recognize 
mutual  rights  ami  responsibilities,  And  so  wo  come  back  to  our  central  theme. 

this  calls  for  an  ar  I  venture  In  reconstruction,  for  which  no  happy  outcome  can 
tie  guaranteed,  f  he  world  is  in  tho  grip  of  a  mightly  struggle.  On  one  side  are  forces 
driving  toward  chaos  arid  anarchy,  political,  social,  economic,  and  moral.  On  the 
other  side  are  forces  of  centralized  control.  Between  them  stand  the  forces  and 
men  who  are  trying  desperately  to  salvage  a  workable  basis  for  a  humane  and 
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ordered  community,  in  which  some  effective  degree  of  freedom  and  democracy 
may  be  kept  alive,  without  wrecking  society  by  their  undisciplined  exorcise  and 
disruptive  excesses.  There  is  no  point  in  asking,  in  the  Year  of  Atomic  Energy  II, 
for  a  world  safe  for  freedom  and  democracy.  Society  is  condemned  to  live  dan¬ 
gerously— of  that  much  we  can  be  sure.  Our  fighting  chance  depends  on  develop- 
ing  the  capacity  for  generous  and  constructive  thinking  and  acting,  hoiioath  tfte 
sword  of  Damocles. 


From 

SOCIAL  OVERHEAD  CAPITAL  AND  THE 
PRINCIPLE  OF  SUBSIDIARITY* 

By  J.  J.  O’Connell 


Colleges  and  universities  face  a  100%  increase  in  nrtmflmont  in  thn  nnxt 
decade.  We  are  on  the  verge  of  tearing  down  tho  "distance  cintain"  with  a  -.atnifito 
communications  system  to  simultaneously  unite  all  man  with  sight  and  sound 
Expanded  life  expectancy  and  shorter  work  hours  open  vistas  of  th»i  'quod  lift*" 
for  millions  and  hold  out  vast  leisure  time  markets  if  wo  can  ovnrt  cwnn  tin*  (.hi iking 
effects  of  megopolis  and  provide  recreational  and  cultural  fanlitin*.  ( ;am;of,  it. tart 
diseases,  and  the  common  cold  have  yet  to  bo  conquered  by  medical  sriornre 
In  all  these  and  in  innumerable  other  areas  our  nation  fauns  tho  ufMllongrei  of 
growth  and  progress.  Who  foots  the  bill?  Who  should  invest  in  thnso  basic  an  ms"' 
Can  we  step  back  and  get  guides  to  policy  by  examining  sum.*  ajinreptretl 
schemes  from  economics  and  political  philosophy? 

Our  title  borrows  one  concept  from  economics  and  orin  from  political  ptiib,.,u 
phy.  The  first  is  descriptive  (what  is)  of  one  part  of  our  oamorm:  systom  Jhn 
second  is  prescriptive  (what  should  be)  about  one  phase  of  mu  political  system 
Neither  system  exists  by  itself,  so  we  put  the  two  concepts  Uiqntftm  to  threw  sum*, 
light  on  policy-making  in  the  politico-economic  system, 

Jargon  need  not  prevent  us  from  getting  a  handle  on  an  illusive  segment  of 
economic  reality  and  on  a  powerful  conceptualization  of  political  o*pun.w.,  Wo 
first  examine  these  two  ideas  separately  and  then  combine  them  f<»  •„«)  if  they 
help  us  understand  better  how  our  politico-economic  system  dm-*,  pir  should) 


social  (overhead  Capital 

mnliw  ,COncept  of  social  overhead  capital  (hereafter  abbre  wared  hi  usref 
gnc  km  ec°n°mists  who  deal  w,th  economic  dovulopmont  Broadly  spoaking: 
S? ls  thesubstrata  of  assets  and  institutions  noermary  for  growth  and  stability 

that  thev^mnnf  r  3  The  aS80ts’'  ^wtrn  tho  nature  of  fund  asvds  m 

at  they  are  not  consumed  in  use  (though  they  may  dupreu.at.g  4  dam.  for 

*  Copyright  1963.  Jeremiah  J.  (VCtmn.-U,  UnputtlfitH-d 
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instance.  The  ‘'institutions"  are  formalized  and  relatively  permanent  behavior  pat¬ 
terns— the  jury  system,  for  example.  Obviously,  a  nation’s  stock  of  SOC  grows  and 
changes  in  composition  at  different  stages  of  development.  The  SOC  of 
U.S.A.— -1963  IS  vastly  different  from  the  SOC  of  U.S.A.— 1776,  and  just  as  differ¬ 
ent  from  the  SOC  of  prosont-day  Haiti.  It  is  not  easy  to  define  the  concept  so  that 
it  will  include  the  stock  of  both  the  mature  and  the  underdeveloped  nations.  We 
will  build  on  the  attempts  at  definition  made  by  economists  speaking  in  the  context 
of  emerging  nations  in  order  to  clarify  our  notion  of  the  stock  of  SOC  of 
U.S.A.— 1963, 

One  author*  defines  SOC  "as  comprising  those  basic  services  without  which 
primary,  secondary,  and  tertiary  productive  activities  cannot  function.”  While  we 
find  Hirshman’s  definition  too  confining,  his  list  of  distinguishing  characteristics  is 
more  meaningful,  especially  when  supplemented  by  W.  W.  Rostow’s  similar  list.2 
Generally  speaking,  SOC  includes  those  assets  and  institutions  which  (1 )  support 
a  wide  rang*)  of  economic  activities  and  (2)  cannot  be  imported  in  the  normal 
sense,  fhe  investments  called  for  by  such  assets  and  institutions  (3)  tend  to  be 
suable,  indivisible.  lump  sums,  and  (4)  the  payoff  period  is  usually  very  long.  (5)The 
capital-output  ratio  (dollars  invested  divided  by  dollars  realized)  is  generally  large, 
and  (6)  the  returns  more  likely  benefit  the  community  at  large  directly  than  the 
investors.  Pedantically  rigid  application  of  those  criteria  would  serve  no  purpose. 
We  find  sufficient  reason  to  include  the  following  in  the  fund  of  SOC  of  the 
U  S  A,  1  tid'd  physical  assets  like  harbors,  airports,  highways,  railroads,  dams, 
munitions  and  armaments,  national  forests,  satellites,  air  raid  sirens,  gas  transmis¬ 
sion  lines,  reservoirs,  etc;,;  assets  representing  institutions  (figuratively,  the  part 
for  the  whole)  like  potion  revolvers,  postal  trucks,  judges’  gavels,  legislators’ 
trendies,  blackboards,  etc,;  intangible  assets  like  (a)  the  accumulated  knowledge 
and  skill  of  doctors,  managers,  scientists,  lathe  operators,  generals,  teachers, 
composers,  judges,  etc,,  (ti)  the  physical  and  mental  health  of  the  population,  (c) 
the  mobility,  and  (d)  even  the  sense  of  security  and  wellbeing  of  the  citizenry.  Are 
these  not  the  underpinnings  of  our  growing  and  stable  country? 

Our  listing  prompts  three  observations.  First,  not  all  SOC  is  government  owned 
nor  the  product  of  government  investment  alone.  Second,  some  items  of  SOC 
seem  difficult  to  express  in  our  customary  dollar  terms.  However,  reduction  to 
dollar  valuation  may  net  tie  impossible  if  we  follow  the  logic  of  the  corporation  and 
value  the  asset  in  terms  of  the  money  outlay  necessary  to  secure  it.  Note  that  some 
costs  will  have  to  tie  opportunity  costs  (the  foregone  earnings  of  a  doctor  during 
medical  sc  bool,  for  instance),  Note,  too.  that  there  Is  danger  of  double  counting 
in  valuing  something  like  a  fund  of  knowledge  of  an  individual  and  in  registering 
the  cost  of  a  school  building,  Such  quantification  is  hazardous  and  far  from  perfec¬ 
tion, 

!  turd,  the  quantification  of  returns  generated  by  SOC  raises  even  more  difficul¬ 
ties  than  the  quantification  of  the  coats  of  such  assets,  Each  case  has  its  peculiar 
difficulties,  so  a  general  treatment  here  is  impossible.  We  can  give  an  example, 
though,  which  indicate;;  economists  are  making  progress  in  this  complex  area. 
Men  like  Professors  <  iary  H,  Becker  and  Jacob  Mincer  of  Columbia  University  have 

Hin>hm*n.  Altwno.  Tk*  Str«t*w  ufReommie  Deoebpment,  New  tlawmlV  Univcr- 

|»|  rgg  |sl  tH,  |t  Hi 
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been  working  on  projects  to  figure  the  rate  of  return  on  educational  investments. 
In  one  study  Professor  Mincer  determined  a  12.7%  return  on  the  total  cost  of 
medical  specialization  by  measuring  the  returns  in  dollar  income  differentials  of 
specialists  and  general  practitioners.3  Of  course,  such  estimates  do  not  include 
any  quantification  of  what  the  incremental  education  did  for  the  man  himself  or 
of  what  societal  satisfactions  were  derived  from  the  extra  education.  These  at¬ 
tempts  may  be  crude  but  it  is  hard  to  deny  that  they  are  steps  in  the  right  direction. 

Our  final  point  about  SOC  concerns  the  investors  in  such  assets.  A  considera¬ 
tion  of  the  examples  we  have  cited  will  reveal  that,  while  government  is  the  largest 
investor,  groups  and  individuals  too  invest  in  SOC.  The  policy  question  of  prime 
importance  is.  who  shou/c/invest  in  SOC?  Approaches  to  an  answer  must  wait  until 
we  discuss  the  principle  of  subsidiarity. 


Principle  of  Subsidiarity 

Stated  simply,  the  principle  of  subsidiarity  prescribes  that  in  any  system  each 
function  be  performed  by  the  lowest  competent  and  willing  level  in  the  system’s 
hierarchy.  In  speaking  of  the  structure  of  the  state,  political  philosophers  reason 
that  a  higher  level  does  not  exist  to  swallow  up  or  supersede  the  lower  level  but 
to  supplement  and  extend  it  Such  reasoning  is  based  on  a  view  of  man  with  rights 
pre-existing  the  state.  Man  as  a  person  transcends  the  state,  yet  the  individual 
needs  the  state.  Living  in  an  organized  society  is  natural  to  man.  Such  a  concept 
of  man  and  the  state  dictates  that  the  relationship  of  the  parts,  or  the  building 
blocks  of  society  be  viewed  as  an  organic  unity.  The  individual,  the  family,  voluntary 

organizations,  and  the  state  form  a  hierarchical  arrangement  that  is  organic _ in 

the  moral  sense.  That  is,  a  necessary  mutuality  of  purpose  binds  the  building 
blocks  together  without  causing  the  parts  to  lose  independent  identity  as  cells  do 
in  a  biological  entity.  On  the  other  side,  the  organic  unity  avoids  the  trap  of  the 
atomistic  view  of  society  which  exaggerates  the  independence  of  the  parts  so  that 
all  that  remains  is  a  mere  juxtaposition  of  self-serving  units.4 

Given  the  organic  unity  in  society,  the  ends  of  society  are  best  achieved  when 
the  individuals,  the  families,  voluntary  organizations,  and  the  state  severally  con¬ 
tribute  a  pyramid  of  efforts  toward  the  common  good.  The  principle  of  subsidiarity 
offers  a  guide  to  order  these  contributions  so  that  the  system  as  a  whole  maintains 
its  balanced  existence.  To  repeat:  in  any  system  each  function  should  be  per¬ 
formed  by  the  lowest  competent  and  willing  level  in  the  system’s  hierarchy. 

We  have  sketched  elliptically  how  the  principle  is  deductively  derived — reason¬ 
ing  from  premise  to  conclusion.  History  shouts  empirical  verification  in  every  era. 
Economic  statism  is  lampooned  in  Adam  Smith’s  diatribe  against  18th  century 
mercantilism.  Hitler’s  Germany  provides  dramatic  evidence  of  a  system’s  deterio¬ 
ration  because  of  state  usurpation  of  virtually  all  societal  functions.  Witness  the 
parody  of  proper  order  in  company  unions  and  industrial  paternalism.  Agricultural 
difficulties  in  China  are  commentary  enough  on  a  communal  system  which  does 
violence  to  the  family.  We  should  not  forget  either  that  the  lower  level  can  usurp 
a  higher  level’s  function,  as  when  churches  over-stepped  their  competence  and 
entered  the  political  sphere. 


*  Mincer,  Jacob,  “On-the-job  Training:  Costs,  Returns,  and  Some  Implications,”  Journal 
%b$ect)al  Economy’  0ct”  1962’  p*  65‘  (This  entire  Journal  Supplement  is  pertinent  to  our 

4  Fagothey,  Austin,  Right  and  Reason ,  St.  Louis:  C.  V.  Mosby,  1959,  pp.  379-95. 
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Who  Should  Invest  in  Social  Overhead  Capital? 

Because  of  the  nature  of  SOC  (described  best  by  the  six  characteristics  listed 
above)  we  tend  to  start  and  end  with  the  question:  who  can  invest  in  SOC?  We 
reduce  the  issue  to  a  financial  question,  jerk  a  thumb  skyward,  and  say:  Let 
George  do  it!”  By  juxtaposing  SOC  with  the  principle  of  subsidiarity,  the  burden 
of  our  message  is  that  a  concern  for  the  perversion  of  societal  order  should  be 
added  to  the  financial  criteria  in  feasibility  studies  on  SOC  projects.  A  prior  consid¬ 
eration  of  who  should  invest  in  SOC  will  hopefully  affect  the  decision  about  who 
can  invest  in  SOC  by  adding  some  cogency  to  the  development  of  creative  ap- 
proachs  by  subgovemmental  units. 

A  social  critic  inclined  to  sounding  jeremiads  might  prophesy  that  units  of 
society,  whose  functions  are  passed  to  the  next  higher  level  by  default,  will  atrophy 
so  that  they  no  longer  can  do  what  they  once  could  do,  should  have  done,  but 
did  not  do. 


From 

THE  DIRECTOR  LOOKS  AT  HIS  JOB* 

By  Courtney  C.  Brown  and  E.  Everett  Smith  ( eds Jt 


[Editors’  Note:  The  material  in  this  abstract  is  drawn  from  a  symposium  in  which 
the  participants  were  directors  of  leading  American  corporations.] 

A  director  may  be  either  “inside,”  in  the  sense  of  having  come  up  through  the 
company  and  of  being  identified  with  its  management,  or  outside,  in  the  sense 
of  a  person  who  has  been  unconnected  with  the  business  and  has  no  operating 
familiarity  with  it.  Directors  may  also  be  part-time  or  full-time,  depending  on 
whether  they  devote  the  whole  of  their  attention  to  their  director’s  job  or  only  some 
portion  of  their  time. 

***** 

The  Inside  Full-Time  Director.  Such  a  person  is  exemplified  in  the  board  of 
Standard  Oil  Company  (New  Jersey)  and  by  the  executive  committee  of  the  du 
Pont  board.  In  these  and  other  such  cases  men  who  have  spent  years  in  the 
service  of  the  company,  having  occupied  responsible  operating  positions,  have 
been  made  directors.  But,  in  contrast  to  the  inside  part-time  director,  they  have 
been  released  from  all  operating  responsibilities.  .  .  . 

***** 

_ The  board  in  a  sense  is  legally  conceived,  isn’t  it,  to  protect  the  stockholders’ 

interest?  It  is  a  representative  of  the  stockholder,  if  you  will. 

_ Yes. 

_ There’s  the  implication  there  that  there  might  be  a  difference  between  the 

*  Reproduced  by  permission  of  Columbia  University  Press,  New  York,  1957  (pp.  38-39, 
77-78,  81-83,  85-86,  89,  91-93). 

t  Courtney  C.  Brown  is  Dean  Emeritus  of  the  Graduate  School  of  Business,  Columbia 
University.  E.  Everett  Smith  is  Director,  McKinsey  and  Company. 
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interest  of  the  management  and  that  of  the  stockholder,  and  the  board  is  there 
to  see  that  its  properly  cared  for.  The  implication  of  the  inside  board  .  .  is  that 

tbera's"°  dlstinction  between  the  interest  of  the  management  and  that  of  the 
stockholder. 

-I  don’t  follow  your  conclusion  that  there  is  no  difference  in  interest;  obviously 
there  is  an  adverse  interest  any  way  you  look  at  it— by  adverse  I  don’t  mean  hostile 
interest. 

— No. 

.  ,Z!heomT  management  takes  for  itself  the  less  ^ere  is  available  for  stock¬ 
holders.  So  there  is  that  basic  conflict  of  interest. 

—Is  the  inside  full-time  board  as  likely  to  be  as  perceptive  to  the  political 

requirements  of  a  corporation  as  some  of  the  outside  people  might? 

***** 

„arThlp  aiIIhetreaSOn  W®  have  outside  aud'tors  is  because  even  honest  and 
capable  accounting  executives  recognize  the  need  for  an  independent  check  on 

their  judgment;  and  isn’t  there  a  need  for  some  kind  of  external  check  and  isn’t 
it  likely  to  be  welcomed  even  by  capable  people? 

-Well,  are  you  going  to  get  that  through  an  outside  part-time  director? 

As  one  possibility,  not  the  only  one. 

—I  think  that  you’d  get  it  a  lot  better  through  education  of  full-time  directors. 

— As  behveen  the  strong  board,  which  is  a  full-time  payroll  board  concerned 
only  with  this  company,  and  the  board  of  the  kind  I  described  for  our  company 
we  prefer  the  latter  on  the  premise  of  the  danger  of  getting  ingrown-itTeems 
to  us  to  be  too  real  the  other  way,  the  danger  of  overcentralizing  too  great  the 

CiiCCC  haVe  COme  t0  a  full'time  board  Position  through  talent  and 

thbe  neoniptrnnt9heXeCUtlVeS  'nside  the  company  carry  that  symbolism  in  front  of 
the  people  in  the  organization  into  their  new  full-time  directorate  job-  they  are 

their  Up^ d°  ^ ,hinR  th3t  brings  the  independence  on 
chC  th  ap  ty  for  takin9  an  objective  view  on  their  part,  or  the  relation- 

2 yt  2  9XS“#Ve  "* 0Pe,,#nS  setup'  ,he °"»r  h*"d. 

*  *  *  *  * 

h  ~ V  1  d?n  t  think  there’s  the  slightest  doubt  in  my  mind  that  a  qreat  many 
shareholders  have  a  feeling  of  satisfaction  when  they  see  the  names  ofCome  verJ 

“  fopls  pn  ,helr  ^  ***».  1 •>«» «  Wing  SZ  2  pS 

a  great  deal  more  confidence  in  the  contribution  the  big  name  people  make  to 

ttheTwouW  like  tosC^C  B?  Certainly  haV®  3  feeling  of  satisfaction  about 
t  they  would  hke  to  see,  oh,  President  Eisenhower  on  the  board  It  just  makes 

them  feel  good  to  have  those  kinds  of  people 

of  directors  °f  *ockholders  rather  ***  outside  part-time  boards 

ahil  fS  y  b  °aUSe  they  re  used  t0  if but  1  think  they’re  more  comfort¬ 
able  about  the  operation  of  the  company.  ...  y 

***** 

market' whiC  a  nT"™  that  th®re  is  3  gradual  diminution  in  the  share  of  the 
market  which  a  company  is  getting,  or  a  part  of  a  company.  It  qoes  on  for  let’s 

thyf-Ve  years‘  Now  how  d0  you- with  an  internal  board,  a  full-time  board  measure 
Cm  d®C  ine  'n  Part|cipation  of  market,  and  how  quickly  can  an  inside  board  do 
something  about  it,  rather  than  an  outside  board? 

-I  think  I  can  answer  that  with  a  great  deal  of  assurance.  I  think  that  our  board 
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would  bo  much  more  sensitive  to  the  development  of  that  kind  of  a  situation  than 
the  outside  or  part-time  director  would  be.  I’m  positive  of  that,  because  we  look 
at  the  thing  all  the  time,  we  live  with  it  all  the  time. 

I’m  also  sure  that  we  would  be  able  to  evaluate  the  basic  factors,  the  reasons 
that  are  behind  that  decline,  much  more  quickly  and  much  more  readily  than 
part-time  directors  would,  and  institute  some  kind  of  action,  if  action  is  indicated, 
much  more  readily  than  a  person  who  is  not  close  to  the  business. 

♦  *  ♦  *  $ 

— .  .  .  I  think  one  of  the  things  that  might  be  argued  in  favor  of  getting,  in  this 
case,  outside  directors  into  the  picture,  rather  than  those  that  are  being  brought 
up  through  the  ranks  of  the  company,  is  the  fact  that  you  will  put  on  the  board 
a  completely  now  viewpoint,  because  they  haven’t  got  a  heritage  or  any  back¬ 
ground  of  tradition  or  procoptorship  that  has  been  drilled  into  them  through  many 
years  of  association  with  the  organization. 

So  I  think  that  Is  on®  of  the  arguments  for  at  least  a  leavening  of  that  type  of 
addition  to  a  full-time  board, 

$  $  $  !§8 

In  summary,  the  philosophy  behind  the  advocacy  of  the  full-time  director  is  that 
the  meaningful  discharge  of  a  director's  responsibilities  requires  a  more  extensive 
knowledge  of  corporate  operations  than  can  be  acquired  through  part-time  con¬ 
tact.  P  specially  in  the  large  corporation,  some  of  the  panel  felt,  directing  is  a 
full  time  job.  inquiring  substantial  work  on  the  part  of  individual  directors  between 
board  mootings,  to  understand  the  full  range  of  the  business’  affairs.  Moreover, 
if  the  one  overriding  function  of  the  board  is  to  select  the  management  and  to 
continue  to  evaluate  it.  this  requires  a  more  continuous  contact  with  management 
than  is  possible  through  oven  monthly  board  meetings.  Appraisal  of  management 
must  include  more  than  simple  inspection  of  results  as  they  appear  in  certain 
operating  statements,  if  costly  mistakes  arc  to  be  avoided. 

\  ho  responsibility  of  the  board  is  a  group  responsibility,  and  it  is  difficult  to  make 
this  operationally  meaningful  when  tho  members  of  the  board  assemble  only 
briefly  and  at  intervals.  Moreover,  tho  danger  of  a  board’s  becoming  ingrown 
through  too  much  reliance  on  homo-grown  talent  is  reduced  when  its  members 
can  be  released  from  all  operational  responsibilities,  even  if  they  come  from  the 
inside  (that  is.  have  been  brought  up  through  the  ranks).  Finally,  the  fear  that  inside 
board  members  will  subordinate  Independent  judgment  to  the  will  of  the  chief 
executive  is  partly  removed  since  any  who  have  come  up  through  the  ranks  shed 
their  administrative  or  executive  functions  upon  assuming  the  directorial  function. 
I  heir  job  specifications  change  in  a  more  complete  and  thorough  way  than  is 
possible  when  they  continue  to  servo  dual  functions. 

there  are,  however,  serious  practical  problems  in  the  full-time  arrangement, 
t  he  questions  of  cost  and  availability  of  personnel  were  raised.  .  .  . 

f  tie  inside  outside  blueprint  had  evoked  a  favorable  response  because 
it  emphasized  the  independent  character  of  the  board  and  appeared  to  sharpen 
the  distinction  between  the  functions  of  the  board  and  those  of  management.  At 
the  same  time,  the  conception  of  a  full  time  board  had  the  attractive  quality  of 
providing  a  knowledgeable  group  in  whoso  judgment  management  might  have 
greater  confidence,  on  whom  it  might  rely  to  a  greater  extent  because  of  its 
familiarity  with  the  firm’s  operations,  even  though  the  actual  organizational  ar¬ 
rangements  might  tend  to  blur  somewhat  the  lines  dividing  directional  from  man¬ 
agement  functions 
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WHY  THIS  CASE  IS  INCLUDED 

thJstudenST86^  “  ^  PlaCe  °f  a  t0p  executive  in  General  Motors 

wuSS3i?SE!S£S?Ual;ted  ^  tW°  °r  three  d6Cision  ™tho*s 

in  the  k7nd  of  nrii£  make  more  reasonable  or  rational  decisions 
or  w  w  -  problem  *at  1S  Part  economic  in  nature  and  part  “social” 

mally  the  issue  of  managerial  responsibility  is  exDlored  Rhm.iri 
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DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 

1.  Why  do  you  think  General  Motors’  top  management  chose  the  cite 
at  Fifth  Avenue  and  Fifty-Ninth  Street  for  the  new  building?  What  bene¬ 
fits  did  they  have  in  mind? 

Read:  *Friedman,  “A  Friedman  Doctrine— The  Social  Responsibility 
of  Business  Is  to  Increase  Its  Profits.” 

2.  If  General  Motors  could  invest  its  money  in  more  facilities  for  mak¬ 
ing  automobiles,  or  in  some  other  business  venture,  and  realize  8  percent 
return  after  taxes  from  this  alternative  venture,  what  would  be  the  cost 
over  the  next  ten  years  of  capital  tied  up  in  the  land  and  building? 
Remember  that  General  Motors  would  probably  put  up  50  percent  of  the 
capital. 

Read:  *Bierman  and  Smidt,  The  Capital  Budgeting  Decision,  pp. 
112-13. 

3.  If  the  real  estate  man  quoted  in  the  case  is  correct,  what  would  be 
the  incremental  cost  to  General  Motors  in  yearly  rental  of  floor  space  per 
year  over  the  next  ten  years?  (Recall  the  opportunity  cost  reading  above.) 

4.  Assume  that  the  Savoy  Corporation  will  make  a  profit  of  $2  before 
taxes  on  each  of  the  750,000  square  feet  rented  to  the  public  (tenants 
other  than  General  Motors).  Assume  further  that  General  Motors’  profit 
after  taxes  from  this  source  would  be  $.50  per  foot.  What  profit  will 
General  Motors  derive  over  the  next  ten  years  by  going  into  the  real  estate 
business? 

5.  One  financial  investment  planning  device  used  by  large  businesses, 
government  bureaus,  or  hospitals  is  cost-benefit  analysis.  In  this  method, 
a  company  considers  a  total  project,  listing  the  total  costs  they  will  incur 
and  the  total  benefits  they  will  derive.  Combine  the  answers  to  Questions 
1  to  4  for  the  next  ten-year  period. 

6.  Why  were  the  “save  the  landmarks”  committee  concerned  about 
the  new  building?  Weren’t  there  “thousands”  of  other  landmarks  availa¬ 
ble? 

Read:  *Turvey,  “Side  Effects  of  Resource  Use.  *“America’s  Everyday 
Dreariness.”  *Leopold,  “Landscape  Esthetics.” 

7.  From  the  standpoint  of  the  president  of  General  Motors,  what  is  the 
ethical  responsibility  of  a  corporate  management?  Is  the  building  fulfill¬ 
ing  this  responsibility  or  not? 

Read:  *  Friedman  (Question  1  above).  *Turvey  (Question  6  above). 
Berle,  “The  Corporation  in  a  Democratic  Society.”  Clark,  Alter¬ 
native  to  Serfdom,  pp.  4-7.  Drucker,  The  Future  of  Industrial 
Man,  pp.  32-38. 

POLICY  QUESTIONS 

8.  Considering  the  high  cost  ($33-40  million)  of  land  for  the  new 
building,  what  alternatives  are  there  for  General  Motors  management 
to  attain  their  objectives? 

Note:  Those  who  wish  a  discussion  of  business  moving  to  the  suburbs 
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may  see  “When  Companies  Go  Suburban,”  Business  H'<rA\  Deccmfier 
12,  1970,  pp.  58-60. 

9.  Draw  a  line  down  the  middle  of  a  sheet  of  paper.  Label  the  left  side 
“costs  to  General  Motors  and  its’  management"  and  the  right  side  “bene¬ 
fits  to  General  Motors  and  its’  management."  Utilize  the  answers  from 
Question  5  to  start  your  listing.  This  will  approximate  the  costs  and 
benefits  to  the  corporation.  Then  expand  the  cost-benefit  analysis  to  in¬ 
clude  benefits  or  costs  to  society  (Questions  ti  ami  71  as  added  factors 
View  the  effect  on  General  Motor’s  management’s  own  ethical  standards 
(Question  8).  Arrive  at  a  total  summary  judgment  as  to  whether  you,  as 
president  of  the  corporation,  would  proceed  with  the  new  building. 
Note:  Cost-benefit  analysis  has  been  used  as  a  means  of  judging 
proposals  for  public  or  semipublic  investment  projects.  According  to 
the  authorities  referred  to  below,  it  is  “a  practical  wav  of  assessing  the 
desirability  of  projects  where  it  is  important  to  take  a  long  view  i  look¬ 
ing  at  repercussions  in  the  further,  as  well  as  the  nearer  future*  and 
a  wide  view  (in  the  sense  of  allowing  for  side  effects  of  many  kinds 
on  persons,  industries,  regions).”  Those  who  wish  mav  read  of  the 
method  m  P.  K.  Else  and  M.  Howe,  “Cost-Benefit  Analysis  and  the 
Withdrawal  of  Railway  Services,”  Journal  of  'transport  tomtom tt  % 
Policy,  Vol.  1,  No.  2  (May  1969).  (Not  included  in  this  volume  < 
10.  Can  the  conflict  between  General  Motors  management  and  the 
other  parties  be  viewed  as  a  constructive  conflict  one  m  which  ev  ervuue 
might  wm.  If  so,  list  the  real  objectives  of  the  management  and  the  real 
objectives  of  the  other  groups.  Address  a  letter  to  the  Genera!  Motors 
president  recommending  how  he  might  proceed  to  work  out  a  solution 
which  is  “constructive”  for  both  sides. 

Read:  Follett,  “Constructive  Conflict." 


andSpolIcyFOR  0RIGINAL  student  work  in  analysis 

education^vp^ fleeting  on  case  facts,  what  additional  theories  from  prior 
SorSa3  A  Tf*  T  ?  “what  is  ««”  Amoral  Motors 

12  Sther^  £  ;h?'^  be  PmikU‘d  m  the  future* 

matic  wavs  can  vnnT  uy  ?U€Stions  M  »*«•  -“‘^ors,  what  prag 

executWes  in  the  case’  “  ^  I****"  Uy 
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Case  Text* 


On  August  20,  1964,  British  Commercial  Property  Investments,  Ltd., 
a  subsidiary  of  a  large  London  investment  trust,  announced  that  one  of 
its  properties,  the  Savoy  Plaza  Hotel,  on  Fifth  Avenue  and  59th  Street  in 
New  York  City,  would  be  razed  to  make  way  for  a  40-story  office  building. 
It  was  later  announced  that  British  Commercial  had  formed  a  subsidiary 
corporation,  the  Savoy  Fifth  Avenue  Corporation,  with  General  Motors 
Corporation.  Each  parent  company  owns  50  percent  of  Savoy  Fifth  Ave¬ 
nue.  The  latter  company’s  principal  business  is  to  own  the  land  and 
construct  a  new  building  on  the  hotel  site.  General  Motors  will  also  be 
the  principal  tenant,  occupying  about  750,000  square  feet  out  of  a  total 
floor  space  of  1.5  million  square  feet.  The  new  building  will  be  named 
the  General  Motors  Building. 

According  to  The  New  York  Times,  no  estimate  of  the  cost  of  the  new 
building  was  given  by  any  of  the  principals.  However,  one  official  of  the 
London  company  said  that  it  wrould  probably  be  comparable  in  cost  to 
the  recently  constructed  Pan  American  Building.  That  building,  the 
Times  went  on,  is  generally  regarded  as  having  a  total  cost  of  $100  mil¬ 
lion. 

In  an  interview  with  the  case  writer  at  the  time  this  case  was  being 
written  (March  1965),  an  executive  of  one  of  the  largest  real  estate  firms 
in  New  York  stated: 

A  prime,  80,000-square-foot  block  similar  to  the  Savoy  location  would 
sell  at  a  price  somewhere  between  $33  million  and  $40  million.  These 
are  prices  for  blocks  termed  “best  available,”  of  which  there  are  no 
more  than  three  in  the  city,  one  of  which  GM  bought.  After  all,  Fifth 
and  Park  Avenues  are  prime,  with  Madison  and  Lexington  Avenues 
a  close  second,  in  terms  of  prestige  desirability.  GM  is  simply  willing 
to  pay  much  more  in  investment  and  in  rental  for  this  prestige  loca¬ 
tion.  I  estimate  that  the  space  in  the  new  building  will  rent  between 
$6.50  and  $8.50  a  square  foot,  whereas  rent  in  the  area  of  their  old 
building  would  be  somewhere  around  $4.50  a  square  foot. 

General  Motors’  net  income  for  1964  amounted  to  $1.7  billion. 


THE  GRAND  ARMY  PLAZA  AREA 

One  of  the  unique  features  of  Manhattan  Island  is  that  a  walk  of  a  few 
blocks  can  transport  a  person  from  one  entirely  different  atmosphere  to 
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another.  The  ten-minute  walk  from  the  present  General  Motors  Building 
at  Broadway  and  57th  Street,  to  the  Grand  Army  Plaza  at  Fifth  Avenue 
and  59th  Street  is  an  example.  The  first  location  is  characterized  by 
heavy,  fast-moving  traffic,  many  trucks,  automobile  dealer  displays,  and 
neon  advertisements.  On  the  other  hand,  the  second  location  is  vastly 
different.  No  commercial  trucks  are  allowed  on  Fifth  Avenue.  1'he  pedes¬ 
trians  are  expensively  dressed,  and  the  buildings  house  either  luxury 
hotels  (the  Plaza,  the  St.  Regis,  the  Pierre)  or  New  York's  most  sophis¬ 
ticated  stores  (Bergdorf  Goodman,  Bonwit  Teller,  Van  Cleef  tk  Arpels, 
Tiffany  &  Co.,  and  Cartier).  Limousines  line  the  side  streets,  watting  for 
owners  to  return  from  shopping,  or  from  lunch  in  elegant  hotels  or  res¬ 
taurants. 

Across  the  Grand  Army  Plaza  from  the  Plaza  Hotel  is  the  UMMl  room 
Savoy  Plaza  Hotel.  The  two  photographs  in  Kxhthit  l  show  the  front  of 
the  Savoy  as  viewed  looking  east  across  Fifth  Avenue,  through  the  trees 
and  past  the  Pulitzer  Fountain  located  in  Grand  Army  Plaza.  The  hotel 
was  built  in  the  20s  from  plans  by  the  architects  McKim,  Mead,  and 
White,  generally  accepted  as  the  leading  firm  of  the  era.  Particularly  well 
known  and  one  of  the  best  know  architects  in  the  nation  was  Stanford 
White,  who  was  later  murdered  while  dining  at  the  roof  restaurant  of 
Madison  Square  Garden. 


VARIOUS  REACTIONS  TO  THE  MOVE 

Shortly  after  the  announcement  of  the  building  in  August,  there  was 
considerable  attention  given  to  the  project  from  a  number  of  different 
people  and  groups. 

The  Fifth  Avenue  Association,  composed  of  executives  of  stores  and 
hotels  located  on  Fifth  Avenue,  immediately  retained  a  panel  of  ar 
chitects  who  it  was  hoped,  would  be  given  a  voice  in  the  plans  for  the 
building.  Walter  Hoving,  chairman  of  Tiffany  and  Company,  said  that 
ne  project  could  not  help  hurting  the  area,  while  Andrew  Goodman, 
chairman  of  Bergdorf  Goodman,  said,  “It  will  bring  a  lot  of  purchasing 
power  into  the  area  and  should  increase  the  value  of  our  property  These 
views  are  presented  in  Exhibit  2. 

The  New  Y°rk  Times  itself,  in  an  editorial,  expressed  “fear  at  a  dts 
S  '  ‘  t°wnrd  architectural  mediocrity,”  and  held  that 

e  tragedy,  of  course,  is  that  New  York,  unlike  Paris  or  Washington, 

D  KatesevicrnrS?a  °?  ?a»n  aTOnuWi  or  <  KxhUnt  :} ,  Arnold 

in  aktter tnthe *!?-?  °1  th?  1  ark  Association  of  New  York,  responded 

honed  ?  that  he  Was  f,U‘ascd  wi‘h  'I**'  that  he 

if  not  “this  wilfarn1oLThCprnt<iAWCHll<i  its  admonitions,  anti  that, 

agencie  witTwh  1 ^  Af  °ciatkm  New  York  and  the  ,  ,v  M 

agencies  with  which  it  cooperates. 

npn«-aMr  0  vini January  and  Februarv  of  IMS.  a  group  of  sot  otllv  piomi 

of^iMlrrnH  fo:med,a  commutt‘<* whuh 

The  activities  of  tMl°dUCtS  Un  C‘SN  th<‘  buildin«  Projts  t  w.is  abandoned 
CtlVlties  ofthls  c°mmrnee  are  reported  in  F.xhihits  J  ,1(1d 


Looking  north  on  Fifth  Avenue.  To  the  left  is  entrance  to  Bergdorf  Goodman. 


View  of  entrance  taken  from  front  door  of  Plaza  Hotel  at  lunchtime.  Fountain  at  right  is  in  the  Grand  Army  Plaza  (park) 
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Prominent  architects  of  the  current  era  also  joined  in  tin1  public  con¬ 
troversy.  On  September  2,  Robert  Weinberg  warned  that  "if  the  area's 
solid  core  of  hotel,  restaurant,  and  distinguished  shopping  character  is 
breached,  the  resulting  change  in  the  nature  of  the  open  space  we  call 
the  Plaza  may  affect  New  York’s  prestige  more  than  the  facade  of  a  single 
building.”  Mr.  Weinberg  went  on  to  say  that  the  selection  of  a  "name” 
architect  is  not  enough  to  insure  good  design  •  that  unless  the  oieners 
“adopt  a  publicly  announced  policy”  of  esthetics,  and  unless  the  architect 
is  “backed  up  by  the  owners,”  there  is  danger  of  damage  to  the  area 
(Exhibit  6).  Joseph  Watterson,  editor  of  the  Journal  oj'  the  Amerieun 
Institute  of  Architects,  went  one  step  further.  He  wrote  the  Times  on 
October  3  that  government  review  or  control  is  rieeessarv  if  the  esthetic 
values  of  the  city  are  to  be  maintained  (Exhibit  7). 

One  architect,  William  Lescaze,  wrote  to  the  Times  on  September  17 
in  support  of  the  new  building: 


.  .  .  since  when  do  we  not  welcome  new  and  fresh  sources  of  invest- 

o?eie’taudAfresh  adventures  in  building  and  design?  I  fail  to  see  why 
the  fifth  Avenue  Association  should  become  so  disturbed  that  a  new 
and  modern  building  would  be  built  on  that  site.  In  mv  opinton.  this 

whoJei>  Ww  bC  g°°d  n0t  °nly  for  our  Fifth  Avenue,  but  also  for  our 
We  cannotaSsume  that  the  British-Canadian  sponsors  are 
motivated  solely  by  the  revenue  and  profit  factors. 

Throughout  this  period,  the  General  Motors  Corporation  offered  no 

oPr“on  °"  **  reaS°nS  f°r  1.-4-., .'ri  « ,  ,1,  1  i,  . 

"e"  by  mT  cSlf 'n  ,h*'  l'rl'ss  wen-  m.ul,’.  lum 

ever,  by  Mrs.  Cecilia  Benatter,  secretary-treasurer  of  the  Sivov  fifth 

~urrniwh°Uy  own<f sutei<ii"”  " 

panada),  Ltd.  Mrs.  Benattar  stated  in  the  Attgust  21  Times-  that  r.» 

ful  b2ldSgbXe wh Td  bUt  thrat  “We  arw  «oin«  10  imiM  «  ™llv  beaut, 

aim  °f  0Ursdws  «"<*  *  <:->er.d  Motors  is  to 

Stone’s  qualifications,  appeal  as Si|5  »  t'T:  """""''‘"'W  ""  Mr 

had  »*■  »i,i  ..lio  y;.». 

isting  zoning  laws.  T 

the  FiS  Znue  SocfaS  » . be  ... 

and  models  of  the  building  in  «* V*  *1  }?\  Preliminary 

their  endorsement  to  the  building, 

known  of  the  unique  way  in  which  archim  ,  e  ^  K  *  t,n,v,°“NU 
Plaza  in  front  of  the  buildimr  “muL  »i  *  1*  VVHS  fo  ‘b’sign  the 

Promenade  for  sightseers  and  shippers  "a/U  W‘  ’*  d‘-h«htf,i3 
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Apparently  cmu'^rm'il  about  the  “tougher  jab  of  preserving  landmarks 
in  big  cities  as  realty  values  climb,"  The  Wall  Street  Journal  surveyed 
the  national  situation  t  Kxhihit  10),  “Unless  the  landmarks  advocates  can 
fuul  new  uses  for  old  buildings,  the  wrecking  is  likely  to  continue.  Al¬ 
ready  alxnit  2.000  of  the  10,000  structures  (in  the  United  States)  recorded 
since  the  Id.ltfs  itt  the  Government’s  Historic  American  Buildings  survey 
have  been  torn  down," 

EXHIBIT  2 

Merchants  Scan  Savoy  Plaxa  Plan  (Panel  of  architects  named  to  urge  that  new 

building  uphold  Sth  Ave.  Dignity) 

By  Thomas  Barkley 


The  fifth  Aten  tie  Association  urged  yesterday  that  tke  40-story 
office  huiidtm /  that  tail  replace  the  Sumy  Plaza  Hotel  “ conform  to  the 
charm  ter  and  dignity''  of  the  area. 

frank  f  ( daunt,  president  of  the  association,  appointed  a  commit¬ 
tee  of  three  architects  to  confer  teith  the  company  that  plans  to  build 
the  skyscraper  and  with  the  General  Motors  Corporation  which  will 
he  the  principal  tenant 

♦  *  *  ♦  ♦ 

Although  an  o (lit  nil  of  the  Canadian  concern  said  that  “a  really 
beautiful  building"  would  he  erected  on  the  site,  real  estate  leaders 
here  said  then  doubted  that  it  would  he  economically  possible  to  con¬ 
struct  a  shoo  place  such  us  the  Seay  rum  Building  or  Lever  House. 

Hun  etei.  at  least  out'  leading  merchant,  Andrew  Goodman,  chair¬ 
man  of  Beigdorf  Goodman,  said  he  favored  the  project 

”lt  u  ill  bring  a  lot  of  part  basing  power  into  the  area,"  he  said,  " and 
should  ttu  tease  the  value  of  our  own  property. "  . 

Waltei  Ho  ring,  the  chairman  of  Tiffany  i)  Co.,  said  demolition  of 
the  Sot  on  Pla. -a  could  not  help  hurting  the  area,  which  for  many 
yea  is  has  been  noted  for  fine  shops  and  hotels,  and  he  expressed  doubt 
that  it  uould  tut  reuse  tratle 

"/  view  with  a  i  ertutn  amount  of  sadness  the  reduction  of  high- 
grade  residential  fat  ill  ties, “  he  said. 


Looking  at  toss  the  street  at  the  SB  story  gray-brick  and  limestone 
Savoy  Pla.ui.  a  Good  Humor  man  tending  his  wagon  at  the  edge  of 
Central  Path  said,  "lean  think  of  at  least  1,000  buildings  they  could 
tear  dun  n  before  then  tear  down  that  one. 

Paul  Wilson,  driver  of  one  of  the  carriages  that  stand  along  the 
tda.-u,  said  "It'll  spoil  the  area.  This  whole  section  is  strictly  like  the 
Bit  lent,  <  ifirs  in  fat  rope,  where  you've  got  fine  hotels  and  stores,  but 


no  offu  e  buildings  “  ,  ,  ,  .  . 

Mr  Wilson,  a  slender,  elegant  figure  with  a  hairline  mustache 

neatly  brushed  topper  and  hhwh  silk  jacket,  went  am  "Now  you vego  t 
shops  m  the  Savoy  it  s  a  pleasure.  Jewels,  perfume,  flowers  at  Max 
.V  filing  s  So  along  t  o meson  office  building  and  what  ve  you  got!  A 
bank  am  the  %  treat  fUme*“ 


*»  *  *  no  ******  *•>*'#*  *V.  1W4 


776  The  Managerial  Mind:  Science  and  Theory  in  Policy  Decisions 

EXHIBIT  3 

Down  with  the  Savoy  Plaza 

The  news  that  New  York  is  to  have  another  blockbuster  like  the  Pan 
Am  Building  and  that  it  is  to  be  built  on  the  city’s  most  urbane  and 
gracious  midtown  plaza  stirs  fear  of  a  dismaying  new  plunge  in  the 

city  s  unrelenting  postwar  movement  toward  architectural  medioc- 
rity. . 

A  large  British  investment  trust  plans  to  raze  the  Savoy  Plaza  Hotel 
and  erect  a  metropolitan  headquarters  for  General  Motors  on  the  site. 
It  promises  to  be,  in  the  trust’s  words,  “one  of  the  most  important 
construction-projects  of  its  kind  in  the  world.  ’’It  also  promises  to  be 
a  concrete  threat  to  one  of  the  city’s  few  genuine  claims  to  urban 
elegance  the  handsome  open  square  at  Fifty-ninth  Street  and  Fifth 

co^T  ,?  fef0°j  °l  CeUtral  PUrk’  Where  General  Sherman  rides 
thfl^  fu  *a,Steful  luxuries  °f  Bergdorf  Goodman  and 

the  last  of  the  grand  hotels  surround  a  landscaped  fountain  offerina 
the  waters  of  Abundance  to  grateful  New  Yorkers.  J  9 

^N°tthat*he  new  ^Uding  can’t  be  a  good  one,  or  a  suitable  one  in 
fj Seagra™  has  Proved  that  corporate  palaces  may  be  splen- 
tiifddtTlt0  theuct*y’f  theme-  General  Motors,  when  it  built  for 
TnJj1  MlC,!l9.an’kad  thi late  Eero  Saarinen  design  a  commercial 
complex  acclaimed  as  an  “industrial  Versailles  99 

9?  tflis  c^l’ central  New  York  site  anything  but  the  best  will 
spell  catastrophe.  This  will  be  the  first  sizeable  breach  by  large  com¬ 
mercial  construction  of  a  rare  area  of  Old  World  style  and  distinction; 
there  is  too  much  danger  it  could  be  the  beginning  of  the  end. 

The  tragedy,  of  course,  is  that  New  York,  unlike  Paris  or  Washing- 
t°n,has  no  review  rights  on  its  main  avenues  or  plazas.  It  is  now  up 
e  conscience,  capabilities  and  sense  of  public  responsibility  of  a 
group  of  private  investors  with  no  direct  ties  to  New  York  to  make 

°lik?ZnhA  C1u  SJaCe'  yew/°rk  needs  ™  ™<>re cut-rate  monuments 
lZJ  i  Ifrke  rGSUltS  °fthis  9i9antic  undertaking  are  of  less  than 

landmark  quality  it  will  be  an  urban  disaster. 

Source:  An  Editorial  from  The  New  York  Times,  August  24,  1 964. 

EXHIBIT  4 

Women  Score  G.M.  on  Building  Plan 
(group  threatens  a  boycott  if 
‘tombstone’  is  erected  on 
site  of  Savoy  Plaza 
landmark  ruin  feared 
Fannie  Hurst  and  daughter 
of  Alfred  E.  Smith  among 
supporters  of  move) 

By  Thomas  W.  Ennis 

A  group  of  socially  prominent  New  York  women  are  threatening 
to  organize  a  nationwide  boycott  of  General  Motors  cars  and  home 
appliances. 
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They  say  they  would  do  so  if  the  company  proceeded  with  plans 
to  participate  in  the  construction  of  a  48-story  skyscraper  on  the  site 
of  the  Savoy  Plaza  Hotel  The  hotel  occupies  the  blockfront  on  Fifth 
Avenue  between  58th  and  59th  Streets  opposite  the  Grand  Army  Plaza 
at  Central  Park. 

Some  of  the  women  own  General  Motors  stock  and  it  is  understood 
that  they  will  put  pressure  on  other  women  shareholders  in  the  giant 
industrial  concern  to  join  the  boycott 

The  women  have  formed  a  committee  called  Save  our  Landmarks. 
—Save  the  Plaza  Square.  The  committee,  which  is  still  information , 
has  about  32  members.  Several  men  have  joined  it. 

Fannie  Hurst,  the  novelist,  is  honorary  chairman  of  the  committee. 
The  chairman  and  spokesman  is  Mrs.  Helen  M.  Clark,  a,  lawyer  active 
in  New  York  civic  affairs.  Among  the  committee  members  listed  in 
the  Social  Register  is  Mrs.  John  A.  Warner,  the  former  Emily  Smith, 
daughter  of  the  late  Gov.  Alfred  E.  Smith. 

*  *  *  *  * 

In  an  interview  yesterday  Mrs.  Clark,  a  middle-aged  woman  with 
soft,  cultivated,  yet  firm,  voice,  said  if  General  Motors  was  “only  inter¬ 
ested  in  the  dollar  sign  at  the  expense  of  ruining  our  landmarks .  .  . 
we  are  not  interested  in  buying  their  cars.  ”  The  boycott,  she  declared, 
would  be  concentrated  on.  General  Motors  automobiles,  the  com¬ 
pany’s  principal  product,  but  would  include  its  several  lines  of  home 
appliances. 

“We  don’t  care,” Mrs.  Clark  said,  “if  General  Motors  wants  to  put 
up  another  tombstone;  that’s  all  right,  but  don’t  build  on  the  Grand 
Army  Plaza.  ” 

***** 

“The  Plaza  Square,  ”  she  declared,  “is  an  internationally  known 
landmark,  and  is  the  ony  part  of  New  York  where  visitors,  particu¬ 
larly  from  abroad,  wish  to  stay.  ”  Other  luxury  hotels  in  the  vicinity 
of  the  Savoy  Plaza  are  the  Pierre,  the  Sherry-Netherland  and  the 
Plaza. 

***** 

Her  indignation  increased  when  she  recalled  that  the  Federal  Gov¬ 
ernment  had  contributed  $12  million  to  the  United  Arab  Republic  last 
"October  to  help  save  the  3,000-year-old  Abu  Simbel  temples  in  Egypt. 
The  temples,  on  the  banks  of  the  Nile,  were  threatened  by  the  con¬ 
struction  on  the  Aswan  High  Dam. 

***** 

A  General  Motors  spokesman  said  yesterday  the  company  ys  officials 
would  refrain  from  comment  “at  this  time.  A  spokesman  for  Savoy 
Fifth  Avenue  seemed  surprised  at  the  committee  s  opposition,  re¬ 
marking  that  the  Savoy  Plaza  was  not  an  “architectural  gem”  and 
that  the  company  did  not  know  the  committee  was  in  existence. 

***** 

One  member  of  the  committee  that  proposes  a  General  Motors  boy¬ 
cott  is  Mrs.  Frederick  E  C.  Roelker,  secretary  of  the  group.  She  said 
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the  committee  was  formed  because  its  members  "got  tired  of  seeing 
office  buildings  going  up  one  after  the  other ;  every  pretty  spot  in  the 
city  deteriorate  and  the  human  element  disappear,  " 

Mrs.  Roelker  is  the  wife  of  a  retired  lawyer. 

'  Other  members  of  the  committee  are  Miss  Rosalie  A  rmistead  Hitp 
gins,  Mrs.  Raymond  Seabrook,  Mrs.  Albert  Best  wick,  Mrs,  Louis  /  dr 
G.  de  Milhau,  Mrs.  C.  Hendry  Mellon,  Mrs.  Cutting  Wilmerding,  Mrs 
James  McVickar,  Mrs.  George  Harris,  Mrs,  Harold  T  Pulsifen  Mrs 
R.  B.  Montgomery,  Mrs.  George  McMurtry,  Mrs,  Nathaniel  Hill  Sfiss 
Jane  Ashley,  Mrs.  William  Morris  and  Mrs,  Edward  Wineapph: 

Source:  From  The  New  York  Times,  January  20,  1 965, 


EXHIBIT  5 

Staunch  Defenders  of  the  Savoy  Plaza 

By  Ann  Geracimos 


a  efJ°  Prevent  General  Motors  from  putting  up  an  office 

ittf  °f  the  Savoy  Plaza  Hotd  ™ntinues  over  tele 

phones  and  behind  locked  doors, 

Helen  MnIrTTniSt  *  V*0**’  ^y-haired  lawyer  named  Mrs, 
Helen  M.  Clark,  chairman  of  Save  Our  Landmarks/  Sure  the  f‘/a  -a 

TmttTe'  Ske  V°WS  U  stTU99le  to  the  death  he  fa  re  ane  of  the 

slfdd^Ta  C0Trati0nS  beyins  demolition  of  the  hotel 
scheduled  the  day  after  the  World’s  Fair  closes 

S“is-  numb" 

ZT  its 


”■■■  vinio  nan 


Hm, y,  r"r/""-  »r  wo, ran 

August,  five  months  before  Mrs  Clarh'^^ '*  th  Awnur  1  ‘<,rP  tost 

50  percent  of  the  '>«»» 

48-story  building  designed  by  Edward  frJre  fill  *  th<' 

with  Emery  Roth  &  Sons  on  Fifth  Ant,  l  ^  '^tone,  t»  eo  operation 
opposite  the  Plaza  Hotel  The  nffit-t,  AW"  !>etmvn  5Htf‘  tmd  Mtth  Sts , 
the  Fifth  Ave.  Assn.  £  <^m,ttee  of 

dorsed  the  preliminary  design  *******  W  W„/*  ,/ 

Mrs,  Clark  raouUn, qualify  herst„ngth  „  ^  ^  ^ 
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number  of  shares  owned  by  any  one  member.  (The  boycott  plan  in¬ 
cludes  giving  up  G.M.  stock.)  Thepetitons  read:  “We,  the  Undersigned, 
Support  the  Preservation  of  Our  Landmarks.  "  Nowhere  is  mention 
made  of  General  Motors. 

Neither  side  has  spoken  directly  to  the  other.  G.M.  recently  issued 
a  statement  from  Mr.  Stone  pleading  for  “patience  andforebearance.  " 

“Fifth  Avenue  has  always  been  a  nostalgic,  esthetic  battleground,  " 
the  statement  reads.  “When  the  old  gothic  Vanderbilt  Mansions  be¬ 
tween  57th  and  58th  gave  way  to  commercial  structures,  when  the  old 
Waldorf-Astoria  was  replaced  by  the  Empire  State  Building,  and 
when  Rockefeller  Center  went  up,  the  hue  and  cry  was  heard  across 
the  land.  " 

To  Be  Prepared 

The  statement  was  prepared  “just  to  be  ready  for  any  inquiry,  " 
according  to  Mr.  Carlson.  “There's  no  reason  to  get  people  stirred  up. 
There  always  are  a  handful  of  cranky  shareholders  who  write  in  and 
ask  when  something  happens.  " General  Motors  has  nearly  1.2  million 
shares  outstanding.  Recently  announced  the  largest  profits  ever  made 
by  a  U.S.  company  in  a  year. 

Mrs.  Clark  doesn't  intend  to  argue  the  building's  design,  only  its 
location  on  the  Grand  Army  Plaza. 

“The  area  is  more  or  less  a  residential  center  for  people  from  all 
over  the  world,  "she  said.  “Now  they're  trying  to  make  it  commercial. 
I  don't  care  if  they  want  to  put  it  some  place  else. "  She  suggested  a 
site  on  110th  St.  and  Fifth  Ave. 

Mr.  Carlson,  who  refers  to  the  committee  as  “Fannie  Hurst's  group, " 
said  he  would  consider  inviting  them  to  view  a  seven-foot  model  when 
it  is  ready,  in  about  a  month's  time.  Miss  Hurst  is  honorary  chairman 
of  the  committee. 

Miss  Hurst,  who  says  she  is  “utterly  free  of  the  delights  of  General 
Motors  ownership,  "admits  their  effort  is  like  “attempting  to  fight  the 
Grand  Canyon. " 

But,  “if  we  let  such  things  go  on,  we  will  have  no  past, "  she  tells 
interview  audiences.  “I  don't  consider  the  Savoy  Plaza  the  most 
beautiful  building,  but  it  is  a  lively  and  healthy  monument  of  what 
we  have  been. " 

It  appears  there  are  people  from  as  far  away  as  California  and 
Quebec  whose  stomachs  turn  upside  down  at  the  thought  of  a  general 
office  building  with  a  ground-floor  automobile  showroom,  replacing 
the  elegant  Savoy,  the  somber  Madison  Hotel,  Lanvin  perfume  dis¬ 
plays,  Mayflower  Coffee  House  and  a  host  of  little  businesses. 

A  woman  in  Orlando,  Fla.,  said  she  would  sell  her  400  shares  of  G.M. 
stock  because  she  doesn't  approve  of  “greedy  buildings.  "An  owner  of 
three  automobile  outlets  in  California  pledged  to  stop  selling  G.M. 
cars.  A  woman  with  200  shares  said  she  would  sell  these  and  cancel 
the  family's  order  for  a  G.M.  car. 
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Mrs.  Clark’s  office  is  a  third-floor  suite  in  the  Greyhur  Building*  tit 
420  Lexington  Ave.,  with  rooms  for  a  receptionist,  secretary  and  ike 
lawyers  who  work  for  her. 

Prominent  on  the  coffee  table  in  the  large  conference  mom  icm  m 
copy  of  FACT  magazine  headlined,  'American  Cars  A  re  Deathtraps, 

A  tiny  room  with  a  portable  bar  contained  a  carton  of  paperback 
books  about  the  Krebiozen  drug  case.  She  is  a  counsel /or  earner  ptc 
tients  in  the  government’s  case  againt  Dr,  Andrew  Imr  the  inventor 
of  Krebiozen. 

Source:  From  the  New  York  Herald-  Tribune,  February  17,  1965. 


EXHIBIT  6 

Letter  from  Robert  C.  Weinberg  to  The  New  York  Times  September  1964 

To  the  Editor: 

There  are  two  things  to  be  added  to  the  excellent  editiorial  that 
appeared,  in  The  Times  of  Aug.  24  regarding  the  proposal  to  replace 
the  Savoy  Plaza  by  an  office  building. 

First,  if  such  a  building  must  be  built,  the  selection  of  a  "name" 
a™hf, 18  n0t  enou9Jh  tot  insure  good  design.  The  owners  must  adopt 
a  publicly  announced  policy  program  which  would  establish  that  the 
tuThJr-1  measu:e^P  esthetically  to  the  standards  so  welt  set  forth 
by  The  Times,  and  the  architect  will  be  backed  up  by  the  owner  'when 

nature of 2eT  dharacter  *  breached>  the  resulting  ehanye  in  the 

the  atmosphere  that  has  mad*  it  A  .  °$Ce  wor^rs  unit  obliterate 
true  center  of  swank  ’  9  *hepaSt  Centur«-  N<'“'  » >rk  V 

»<-  /*.■  W 

position  to  take  action  in  such  a  rZft  ll^  ™ltk  P^reers  is  in  a 
sion.  Without  offi^al  restrain,!  «»y  *U'<  * 

public  opinion.  J  auarn9s  rest  in  the  pressure  t»f 

in™LfTwo0fners  ^efhZZdonf^f9  ** 

siderations  I  have  outlined  They  multh  °mbmatlon  °f  th<'  <“  <>  <  on 
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outset  that ,  to  maintain  the  present  characteristic  usage  of  the  great 
open  space  on  which  their  building  will  face,  no  ground  floor  space 
will  be  leased  to — much  less  designed  for — banks,  airlines  or  other 
occupancies  creating  dead  sidewalk  activity,  especially  at  night 

Frontage  on  the  Plaza  must  be  specifically  developed  for  restau¬ 
rants,  cafes  and  specialty  shops,  perhaps  with  arcaded  sidewalks.  Ul¬ 
traluxury  hotel  suites  could  occupy  certain  parts  of  the  new  building, 
entering  from  Fifth  Avenue,  while  access  to  the  office  spaces  would  be 
firmly  restricted  to  Madison  Avenue  or  the  side  streets.  In  this  way 
New  Yorkers  and  the  building  investors  could  actually  have  their 
cake  and  eat  it,  too. 

EXHIBIT  7 

Letter  from  Joseph  Watterson,  Editior  of  the  Journal  61  the  F.AJ.A.  to  The  New 
York  Times,  October  3,  1964 

To  the  Editor: 

Robert  C.  Weinberg  in  his  letter  published  Sept.  21  made  some 
important  points  regdrditig  the  disaster  that  is  threa tening  the  Plaza 
area. 

He  is  right  when  he  says  that  a  “name”  architect  is  not  necessary 
to  insure  good  design  for  the  building  proposed  for  the  site  of  the 
Savoy  Plaza.  However,  the  architect  must  be  a  “good”  architect — 
whatever  that  means. 

lean  tell  you  what  it  means  to  me:  It  means  an  architect,  big  name 
or  unknown,  who  is  sensitive  to  the  spirit  of  the  place. 

The  Plaza  has  a  very  special  character  which  stands  alone  now  in 
the  entire  area  of  New  York  City,  and  Mr.  Weinberg  defines  it  very 
well.  The  Plaza  is  the  one  spot  in  the  city  where  elan  and  true  sophisti¬ 
cation  have  survived,  and  the  u nsoph is tica ted  love  it!  The  new  build¬ 
ing  must  preserve  the  flavor  that  now  exists  in  this  little  enclave. 

When  the  building  housing  Bergdorf  Goodman’s  was  built  years 
ago,  many  of  us  groaned,  for  surely  it  could  not  equal  the  quality  of 
the  great  French  Renaissance  mansion  which  stood  on  the  site.  It 
didn’t,  but  in  scale  and  character  it  turned  out  all  right.  When  the 
Savoy  Plaza  was  built,  we  groaned  again — despite  its  name  architects. 
But  it  too  turned  out  all  right  Now  what?  It  must  turn  out  all  right! 

Quality,  character,  scale,  atmosphere — these  are  the  most  impor¬ 
tant  attributes  of  urban  architecture.  Their  adherence  to  prevailing 
standards  of  “good  design”  is  secondary.  The  quality  of  urban  neigh¬ 
borhoods  depends  more  upon  the  neighborly  sympathy  and  harmony 
of  its  buildings  than  upon  their  pronouncement  of  a  new  break¬ 
through  in  architectural  design.  Possibly  we’ve  had  enough  of  .that  for 
a  while. 

There  is  one  great  step  that  must  be  taken  by  all  cities  sooner  or 
later,  and  the  sooner  they  face  it  the  less  damage  they  will  have  to 
undo  later.  This  idea  is  not  my  own,  for  it  is  put  forth  in  “Pittsburgh 
Perceived,  ”a  study  of  the  visual  possibilities  of  that  city  prepared  last 
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missionPatriCk  H°TSbru9h’  at  the  behest  °f  the  City  Planning  Com- 

citu^t  Lt  Wlth™  obtain  areas— all  the  downtown  portion  of  the 
andtL  arr^°r  ^tn0  permit  should  be  ^ued  until  the  owner 
detiatlZfnrTn  °fthep;operty  Evolved  have  appeared  with  their 

commission  and  convinced  them  that  the 
proposed  building  would  be  an  asset  to  and  an  enhancement  of  its 
environment,  not  just  economically,  but  visually.  * 

ew  or  ,  and  all  cities,  have  taken  too  many  steps  backward 
ZtZ"  any  huddiny  neuter  than  the  ana  it  repiaZdZ  coZiZfd 

It  is  inescapable  that  old  buildings  must  be  torn  down  sometimes 

lean,"  TfTfff'f'  them  shouU  ^  poorer  archi- 

ZZtaSfa  3.Z  nM  be>UT ""S' »»»  one  it 

ts  replacing  it  has  no  justification  whatever 

befirl  iheTZZZZLtfZ^me  ff"  * 

destnZf  fb“ld  ml1  deTld  “P°n  C'"“wl  »’-f the'faUtp  of  the 
design  of  its  buildings  and  the  spaces  which  they  enclose. 

EXHIBIT  8 


From:  Wolcott  &  Associates,  Inc. 

777  Third  Avenue 
New  York,  New  York  10017 
Contact:  Harry  Carlson 
PLaza  5-5530 

For:  Savoy  Fifth  Avenue  Corporation 


For  Release 

Wednesday,  Dec.  16,  1964 


Emery  Roth  appointJnent  of  Edward  Durell  Stone  and 

tLmery  Roth  &  Sons  as  associated  architects  for  the  48-storv  Fifth 

Avenue  office  building  in  which  General  Motors  CorporatSwTbe 

a™30' rtenantwasannouncedtod“ybys*voyFm^^^ 

frlmFim^oZldiZ0*0!8  BuildingwiU  occupy  the  entire  city  block 
n™ii\  MadlS0n  Avenues  and  between  58th  and  59th  Streets. 
It  will  contain  in  excess  of  1,500,000  square  feet  of  space. 

The  site  is  now  occupied  by  the  33-story  Savoy  Plaza  Hotel  the 
iS-story  Madison  Hotel  and  the  four-story  Emmet  Arcade  fSdZZa. 

of  7hl  fflZld  M  t0  begil  lf“ Va,t  “f'965-  Construction 
of  the  new  building  is  expected  to  be  completed  in  1968. 

7aTfJfSZifZ  **  -  reLZZflZ 
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“In  effect ,  this  will  create  additional  park-like  space,  with  sunken 
courtyards  and  gardens,”  they  said.  “Naturally,  we  wish  to  bring 
more  beauty,  not  less,  to  the  neighborhood.  ” 

Mr.  Stone,  considered  by  many  as  the  foremost  living  American 
architect,  said  he  has  set  out  “to  create  a  building  that  will  salute  the 
skyline  and  enhance  one  of  New  York's  finest  neighborhoods.” 

“We  have  sought  the  quality  of  permanence  and  have  designed  for 
the  future  as  well  as  the  present  and  the  past.  That  is  to  say,  we  have 
also  considered  that  in  its  particular  location,  this  building  should 
harmonize  with  the  neighboring  buildings  which  are  primarily  built 
of  masonry.  ” 

A  typical  office  floor  in  the  new  building  will  contain  approxi¬ 
mately  32,000  square  feet.  The  main  landscaped  plazh  on  Fifth  Ave¬ 
nue  plus  one  facing  Madison  Avenue  will  cover  an  area  in  excess  of 
one-half  acre. 

Shops  will  be  located  in  arcades  around  the  perimeter  of  the 
sunken  plaza  and  at  street  level  along  portions  of  the  58th  and  59th 
Street  fron  tages. 

Parking  facilities  for  tenants  will  be  provided  in  an  underground 
garage. 

Mr.  Stone  has  designed  buildings  of  architectural  distinction 
throughout  the  world,  including  the  United  States  Embassy  in  New 
Delhi  and  the  United  States  Pavilion  at  the  Brussels  World's  Fair.  In 
the  United  States,  his  designs  include  those  for  the  Stanford  Medical 
Center  in  Palo  Alto,  California,  the  State  University  of  New  York  in 
Albany,  the  National  Geographic  Building  and  the  John  Fitzgerald 
Kennedy  Center  for  the  Performing  Arts,  both  in  Washington,  D.C. 

In  New  York  City,  he  has  designed  the  Museum  of  Modern  Art,  the 
Huntington  Hartford  Gallery  of  Modern  Art,  and  is  one  of  the  ar¬ 
chitects  on  the  proposed  Civic  Center  in  lower  Manhattan. 

Emery  Roth  &Sons  is  headed  by  brothers  Richard  and  Julian  Roth, 
sons  of  the  firm's  founder.  Since  World  War  II  their  firm  has  been  very 
active  in  Manhattan  and  has  been  responsible  for  numerous  office 
buildings,  including  The  Chemcial  New  York  Trust  Company  Build¬ 
ing,  The  Burroughs  Building,  and  The  Sperry  Rand  Building.  They 
were  recently  awarded  the  Fifth  Avenue  Association  prize  for  The 
Bankers  Trust  Company  Building  and  the  Regency  Hotel 

Completion  of  the  new  building  will  enable  General  Motors  to  con¬ 
solidate  all  of  its  present  operations  in  New  York  City  in  a  single 
location.  It  is  expected  that  General  Motors  will  occupy  about  one- 
half  of  the  new  building. 

General  Motors  currently  employs  approximately  3,300  persons 
headquartered  in  midtown  Manhattan,  most  of  whom  are  in  the  25- 
story  General  Motors  Building  at  1775  Broadway. 
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EXHIBIT  10 
Preserving  Landmarks 

St  Becomes  Tougher  Job  in  Big  Cities  as  Realty  Values  Climb 
By  Laurence  G.  O’Donnell 

New  York— How  can  American  cities  preserve  historically  impor¬ 
tant  buildings  in  the  face  of  mounting  economic  pressures  for  op¬ 
timum  usage  of  land  and  space  ? 

Here  in  the  nations  largest  city,  an  emotionally  charged  campaign 
to  save  worthy  old  buildings  seems  on  the  verge  of  a  significant  vic¬ 
tory:  The  chances  are  New  York  soon  will  become  the  70th  city  in  the 
nation  to  pass  legislation  aimed  at  preserving  its  landmarks.  Yet  talk 
to  proponents  of  such  legislation  and  they  give  the  impression  of 
being  at  the  door  of  defeat  The  difficulties  they  cite  are  common  to 
most  other  cities  and  point  up  the  problem  of  saving  old  buildings 
even  when  nearly  everyone  agrees  it's  a  good  idea. 

No  one  expects  the  New  York  City  bill  to  totally  halt  the  wrecking 
boom  that  is  removing  many  of  Manhattan's  landmarks.  Advocates 
of  preservation  already  are  fretting  privately  that  the  bill,  like  those 
in  most  other  cities,  will  have  “no  teeth"— that  is,  it  probably  won  t 
empower  a  city  landmarks  commission  to  buy  buildings  it  deems 
worthy  of  saving  or  to  prevent  permanently  their  destruction. 

At  best,  leaders  of  the  preservation  movement  hope  the  New  York 
bill  will  do  what  most  others  do:  Buy  time  by  delaying  demolition  or 
alteration  while  city  officials  or  others  work  behind  the  scenes  to  save 
the  landmarks  with  private  funds. 

Economic  Justifications 

In  fact,  there  is  a  growing  awareness  among  experts  in  the  field  of 
saving  old  buildings  that  victories  are  scored  only  when  arguments 
of  economics,  not  aesthetics,  are  brought  to  bear.  “In  areas  where 
preservation  has  been  spectacular,  it  has  been  done  by  private 
money,  "  mainly  putting  deteriorating  residential  property  back  into 
use,  says  an  official  of  the  National  Trust  for  Historic  Preservation, 
a  Washington,  D.C.,  clearinghouse  for  such  movements. 

In  cities  such  as  Charleston,  S.C.,  New  Orleans  and  San  Juan,  resto¬ 
ration  efforts  have  received  a  push  from  business  interests,  eager  to 
promote  historic  districts  as  tourist  attractions.  “In  a  sense,  "says  one 
landmarks  authority,  “for  the  drive  to  be  successful  there  has  to  be 
an  economic  justification.  Aesthetic  reasons  unfortunately  aren  t 

enough. "  ...» 

But  in  many  major  cities,  and  here  in  New  York  City  in  particular, 
the  economic  justifications  are  becoming  increasingly  hard  to  come 
by.  In  Manhattan,  skyscraper  builders  long  since  have  used  up  all  the 
prime  sites  so  they've  triggered  a  wrecking  boom  in  their  search  for 
new  places  to  build.  A  few  weeks  ago,  the  Bowery  Savings  Bank  paid 
$5  million  an  acre  for  an  old  bus  terminal  site  on  which  it  plans  to 
place  a  48-story  skyscraper. 
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EXHIBIT  10  (continued) 

“Now  anything  under  12  stories  in  the  center  of  Manhattan  is 
going  to  be  torn  down  because  of  the  value  of  the  real  estate  under 
it,  enthuses  one  wrecker.  “ In  other  words,  taller  buildings  are  replac- 
ing  smaller  ones  because  of  the  land  value.  ” 

For  the  last  year  and  a  half  architects,  historians  and  other  citi - 
zens  have  been  protesting  that  increasingly  these  smaller  buildings 
include  structures  the  city  ought  to  save.  When  wreckers  arrived  at 
ennsylvania  Station  in  mid-1963,  they  were  greeted  by  pickets  who 
argued  the  54-year-old  superstructure  with  its  ornate,  high-ceiling 
waiting  room  and  columned  facade  should  be  preserved. 

The  pickets  lost  the  Penn  Station  battle.  Many  of  its  columns  now 
he  discarded  in  a  New  Jersey  swamp.  And  wreckers  are  busy  prepar- 
ing  the  site  for  a  sports  arena  and  office  building  slated  to  rise  over 
trie  underground  tracks  and  waiting  rooms. 

But  the  Penn  Station  defeat  fueled  a  campaign  that  has  been  on 
the  front  pages  of  New  York  newspapers  ever  since.  The  movement 
has  gained  wide  support  During  a  seven-hour  public  hearing  re¬ 
cently  on  proposed  landmarks  legislation,  84  speakers  argued  in  favor 
while  only  Jive,  mainly  representing  real  estate  and  building  inter¬ 
ests,  opposed  the  bill. 

Yet  many  advocates  realize  that  despite  lopsided  support  for  the 
bill  city  councilmen  were  paying  careful  attention  to  the  objections 

Or  n'lJ'il.npTG  rmsl  'Timm**.**.  a j  „  _ 


As  in  many  other  cities,  New  York  counts  heavily  on  real  estate 
taxes  to  pay  the  mounting  costs  of  the  services  its  taxpayers  demand 
Bigger  buiMings  raise  assessments  and  produce  increased  revenues 
so  the  city  has  a  vital  stake  in  continuing  the  building  boom. 

In  a  city  like  New  York  where  prime  building  sites  are  scarce,  the 
cost  squeeze  on  the  city  raises  the  question  of  whether  the  city  can 
afford  to  save  its  landmarks.  “I  certainly  think  this  is  something  we 
five  to  consider  says  David  Ross,  majority  leader  on  New  York’s 
City  Council.  He  believes  the  city  could  be  hurt  by  a  landmarks  bill 
that  stifles  improvements  and  shrinks  the  amount  of  building  sites. 

We  would  assume  most  people  agree  landmarks  ought  to  be  pre¬ 
served  says  Mr.  Ross.  “The  problem  is  how  you  do  it.  We  will  have 
o  see  to  it  that  the  bill  is  good  and  sound,  considering  aesthetics, 
economics  and  city  finances.  ” 

The  city  council’s  special  committee  on  codes  is  now  at  work  ham¬ 
mering  out  a  bill.  Some  officials  are  already  bristling  about  the  pres¬ 
sure  to  produce  some  sort  of  bill  that  the  landmarks  campaign  has 


Off  the  Tax  Rolls 

They  also  view  as  a  mixed  blessing  one  result  the  campaign  re¬ 
cently  brought  about.  Two  Park  Avenue  mansions,  considered  to  be 
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EXHIBIT  10  (concluded) 

'V/  mo  ng  the  finest  in  the  country  of  their  period  and  type,  ”  were  saved 
from  demolition  after  wreckers  had  already  started  their  work.  A 
granddaughter  of  John  D.  Rockefeller,  Jr.,  paid  an  estimated  $2  mil¬ 
lion  to  buy  the  buildings  and  now  reportedly  plans  to  give  them  to 
the  city  jor  cultural  use.  One  city  offical  observes  the  proposed  gift, 
besides  giving  the  city  two  buildings  it  hadn't  sought,  will  remove 
valuable  property  from  the  tax  rolls. 

Advocates  of  preservation  are  sensitive  to  such  criticism.  Recently 
one  group  of  socially  prominent  New  York  women  decided  to  take 
their  fight  to  the  doorstep  of  the  builder  rather  than  to  city  hall.  The 
builder  happened  to  he  General  Motors  Corp . 

The  women  said  they  would  organize  a  campaign  to  boycott  Gen¬ 
eral  Motors  products— including  presumably  its  Cadillacs — if  the 
auto  giant  and  its  British  partner  went  ahead  with  plans  to  tear  down 
the  stately  STstory  Savoy  Plaza  hotel  and  replace  it  with  a  48-story 
"tombstone f  housing  General  Motors  headquarters  here.  The  sky¬ 
scraper,  they  suggested,  would  besmirch  the  quaint  plaza  onto  which 
the  hotel  now  faces. 

Whether  such  tactics  will  dent  the  auto  giant's  plans  seems  doubt¬ 
ful ,  In  fact,  unless  landmarks  advocates  can  find  new  uses  for  old 
buildings ,  the  wrecking  boom  is  likely  to  continue  unabated.  Already 
about  l{tSOO  of  the  10,000  structures  recorded  since  the  1930s  in  the 
Government's  Historic  American  Buildings  Survey  have  been  torn 
down,  mainly  to  make  way  for  new  buildings. 

Ironically,  as  cities  get  older,  and  passing  time  produces  more  land¬ 
marks,  the* pressures  will  increase  to  remove  them.  Growing  slums, 
the  cost  of  city  services  and  spiraling  urban  land  costs-— all  these 
factors  are  conspiring  against  preserving  buildings  that  help  new 
t fenerations  retain  their  ties  with  the  past 

"Our  best  chance,  "according  to  one  veteran  in  the  landmarks  field, 
"is  by  making  these  buildings  useful  and  continuing  them  on  the  tax 
rolls,  Buildings  saved  as  museums  are  the  hardest  to  justify.  ” Despite 
the  trend  toward  more  landmarks  legislation,  he  adds,  the  job  of  actu¬ 
ally  saving  old  buildings  is  getting  tougher . 

******  I  mro  Urn  Stfmt  Journal,  March  11,  IMS. 
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From 

A  FRIEDMAN  DOCTRINE:  THE  SOCIAL 
RESPONSIBILITY  OF  BUSINESS  IS  TO 
INCREASE  ITS  PROFITS* 


By  Milton  Friedman  t 


When  I  hear  businessmen  speak  eloquently  about  the  “social  responsibilities 
of  business  in  a  free-enterprise  system,”  I  am  reminded  of  the  wonderful  line  about 

t^Fr??Chman  Wh0  discovered  at  the  age  of  70  that  he  had  been  speaking  prose 
all  his  life.  The  businessmen  believe  that  they  are  defending  free  enterprise  when 
they  declaim  that  business  is  not  concerned  “merely”  with  profit  but  also  with 
promoting  desirable  “social”  ends;  that  business  has  a  “social  conscience”  and 
takes  seriously  its  responsibilities  for  providing  employment,  eliminating  discrimi¬ 
nation,  avoiding  pollution  and  whatever  else  may  be  the  catchwords  of  the  contem¬ 
porary  crop  of  reformers.  In  fact  they  are-or  would  be  if  they  or  anyone  else  took 
them  seriously-preaching  pure  and  unadulterated  socialism.  Businessmen  who 
talk  this  way  are  unwitting  puppets  of  the  intellectual  forces  that  have  been  under¬ 
mining  the  basis  of  a  free  society  these  past  decades. 

The  discussions  of  the  “social  responsibilities  of  business”  are  notable  for  their 
analytical  looseness  and  lack  of  rigor.  What  does  it  mean  to  say  that  “business” 
hasresponsibmtie^Omy  people  can  have  responsibilities.  A  corporation  is  an 
artificial  person  and  in  this  sense  may  have  artificial  responsibilities,  but  “busi¬ 
ness  as  a  whole  cannot  be  said  to  have  responsibilities,  even  in  this  vaque 
sense.  ...  ® 

Presumably,  the  individuals  who  are  to  be  responsible  are  businessmen,  which 
means  individual  proprietors  or  corporate  executives.  Most  of  the  discussion  of 
social  responsibility  is  directed  at  corporations,  so  in  what  follows  I  shall  mostly 
neglect  the  individual  proprietor  and  speak  of  corporate  executives 

In  a  free-enterprise,  private-property  system,  a  corporate  executive  is  an  em¬ 
ployee  of  the  owners  of  the  business.  He  has  direct  responsibility  to  his  employers. 
That  responsibility  is  to  conduct  the  business  in  accordance  with  their  desires 
which  generally  will  be  to  make  as  much  money  as  possible  while  conforming  to 
the  basic  rules  of  the  society,  both  those  embodied  in  law  and  those  embodied 


*  J!?nJ^eWrI0rk  Times  Magazine,  September  13, 1970.  (Excerpts  from  pp  32-33- 122 

et.  seq.)  ©  1970  by  The  New  York  Times  Company.  Reprinted  by  permission! 
t  The  author  is  Professor  of  Economics  at  the  University  of  Chicago. 
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in  ethical  custom.  Of  course,  in  some  cases  his  employers  may  have  a  different 
objective.  A  group  of  persons  might  establish  a  corporation  for  an  eleemosynary 
purpose— for  example,  a  hospital  or  a  school.  The  manager  of  such  a  corporation 
will  not  have  money  profit  as  his  objective  but  the  rendering  of  certain  services. 

In  either  case,  the  key  point  is  that,  in  his  capacity  as  a  corporate  executive, 
the  manager  is  the  agent  of  the  individuals  who  own  the  corporation  or  establish 
the  eleemosynary  institution,  and  his  primary  responsibility  is  to  them. 

Needless  to  say,  this  does  not  mean  that  it  is.  easy  to  judge  how  well  he  is 
performing  his  task.  But  at  least  the  criterion  of  performance  is  straightforward, 
and  the  persons  among  whom  a  voluntary  contractual  arrangement  exists  are 
clearly  defined. 

Of  course,  the  corporate  executive  is  also  a  person  in  his  own  right.  As  a  person, 
he  may  have  many  other  responsibilities  that  he  recognizes  or  assumes  volun¬ 
tarily— to  his  family,  his  conscience,  his  feelings  of  charity,  his  church,  his  clubs, 
his  city,  his  country.  He  may  feel  impelled  by  these  responsibilities  to  devote  part 
of  his  income  to  causes  he  regards  as  worthy,  to  refuse*  to  work  for  particular 
corporations,  even  to  leave  his  job,  for  example,  to  join  his  country’s  armed  forces. 
If  we  wish,  we  may  refer  to  some  of  these  responsibilities  as  “social  responsibili¬ 
ties.”  But  in  these  respects  he  is  acting  as  a  principal,  not  an  agent;  he  is  spending 
his  own  money  or  time  or  energy,  not  the  money  of  his  employers  or  the  time  or 
energy  he  has  contracted  to  devote  to  their  purposes.  If  these  are  “social  respon¬ 
sibilities,”  they  are  the  social  responsibilities  of  individuals,  not  of  business. 

What  does  it  mean  to  say  that  the  corporate  executive  has  a  “social  responsibil¬ 
ity”  in  his  capacity  as  businessman?  If  this  statement  is  not  pure  rhetoric,  it  must 
mean  that  he  is  to  act  in  some  way  that  is  not  in  the  interest  of  his  employers. 
For  example,  that  he  is  to  refrain  from  increasing  the  price  of  the  product  in  order 
to  contribute  to  the  social  objective  of  preventing  inflation,  even  though  a  price 
increase  would  be  in  the  best  interest  of  the  corporation.  Or  that  he  is  to  make 
expenditures  on  reducing  pollution  beyond  the  amount  that  is  in  the  best  interests 
of  the  corporation  or  that  is  required  by  law  in  order  to  contribute  to  the  social 
objective  of  improving  the  environment.  Or  that,  at  the  expense  of  corporate 
profits,  he  is  to  hire  “hard-core”  unemployed  instead  of  better-qualified  available 
workmen  to  contribute  to  the  social  objective  of  reducing  poverty. 

In  each  of  these  cases,  the  corporate  executive  would  be  spending  someone 
else’s  money  for  a  general  social  interest.  Insofar  as  his  actions  in  accord  with 
his  “social  responsibility”  reduce  returns  to  stockholders,  he  is  spending  their 
money.  Insofar  as  his  actions  raise  the  price  to  customers,  he  is  spending  the 
customers’  money.  Insofar  as  his  actions  lower  the  wages  of  some  employees, 
he  is  spending  their  money. 

The  stockholders  or  the  customers  or  the  employees  could  separately  spend 
their  own  money  on  the  particular  action  if  they  wished  to  do  so.  The  executive 
is  exercising  a  distinct  “social  responsibility,”  rather  than  serving  as  an  agent  of 
the  stockholders  or  the  customers  of  the  employees,  only  if  he  spends  the  money 
in  a  different  way  than  they  would  have  spent  it. 

But  if  he  does  this,  he  is  in  effect  imposing  taxes,  on  the  one  hand,  and  deciding 
how  the  tax  proceeds  shall  be  spent,  on  the  other. 

This  process  raises  political  questions  on  two  levels:  principle  and  conse¬ 
quences.  On  the  level  of  political  principle,  the  imposition  of  taxes  and  the  expendi¬ 
ture  of  tax  proceeds  are  governmental  functions.  We  have  established  elaborate 
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constitutional,  parliamentary  and  judicial  provisions  to  control  these  functions  to 
assure  that  taxes  are  imposed  so  far  as  possible  in  accordance  with  the  prefer- 

nn?nf  thf  h6«res  °f  th?  Public-after  all>  “taxation  without  representation”  was 
one  of  the  battle  cries  of  the  American  Revolution.  We  have  a  system  of  checks 
and  balances  to  separate  the  legislative  function  of  imposing  taxes  and  enacting 
expenditures  from  the  executive  function  of  collecting  taxes  and  administering 

Secreting  the°?awmS  ^  ^  **  JUdiCia'  fUnCti°n  °f  mediati"9  disPutes  a"d 

.  H,®re.  ,the  businessman— self-selected  or  appointed  directly  or  indirectly  by 
stockholders— is  to  be  simultaneously  legislator,  executive  and  jurist.  He  is  to 
decide  whom  to  tax  by  how  much  and  for  what  purpose  and  he  is  to  spend  the 
process— ail  this  guided  only  by  general  exhortations  from  on  high  to  restrain 
inflation,  improve  the  environment,  fight  poverty  and  so  on  and  on. 

***** 

This  is  the  basic  reason  why  the  doctrine  of  “social  responsibility”  involves  the 
acceptance  of  the  socialist  view  that  political  mechanisms,  not  market  mech¬ 
anisms,  are  the  appropriate  way  to  determine  the  allocation  of  scarce  resources 
to  alternative  uses. 

***** 

tr,  cnfn^  a/eader '  ■  ■  may  be  temPted  t0  remonstrate  that  it  is  all  well  and  good 
IvSnH  t  0f9°vernme/lt’s  havin9 the  responsibility  to  impose  taxes  and  determine 
S  rnr«reS  0r  PurPoses  as  controlling  pollution  or  training  the 

hard-core  unemployed,  but  that  the  problems  are  too  urgent  to  wait  on  the  slow 
course  of  political  processes,  that  the  exercise  of  social  responsibility  by  business¬ 
men  is  a  quicker  and  surer  way  to  solve  pressing  current  problems 

frnm'„:hL!lIar®Adarn  S/n|th’s  skePticism  about  the  benefits  that  can  be  expected 
SLh  wh0  affected  to  trade  for  the  public  good”— this  argument  must  be 

E  ?ho T  9  f  °f  P"nCiple- What  *  amounts  t0  is  an  assertion  that  those  who 
S  th  th?  ,  ?nd  exPendltures  in  question  have  failed  to  persuade  a  majority 
of  their  fellow  citizens  to  be  of  like  mind  and  that  they  are  seeking  to  attain  by 

proc®du.re3  what  they  cannot  attain  by  democratic  procedures.  \n 
tnnt  a  ty’lt  ls  hard  for  “9°od”  Pe°P|e  to  do  “good,”  but  that  is  a  small  price 

ToS  isl'S  e*  d  for ^  to  d0  ^  ™n'8 

***** 

Of  course  in  practice  the  doctrine  of  social  responsibility  is  frequently  a  cloak 
actions.0"3  *  “8  Ju8Bfled  °n  °ther  9rou"ds  rather  a  reason  for  those 

mJ°^Sn!rate’ may  wal1  be  in  long-run  interest  of  a  corporation  that  is  a 
tn  h!f  P  yer  a  Sma  COmmunity  t0  devote  resources  to  providing  amenities 
*°tfla/,C°mmhL!nity  or,to  ^Proving  its  government.  That  may  make  it  easier  to 

!pl!  f  ehe(rnP  °VeeS’ *  may  reduce  the  wage  biN  or  lessen  tosses  from 
pilferage  and  sabotage  or  have  other  worthwhile  effects.  Or  it  may  be  that  given 

®  “  ab°ut  the  deductibility  of  corporate  charitable  contributions,  the  stock- 

th  J  oift  Sn°h  HbUte  Tu t0  Chariti6S  th6y  faWr  by  havin9 the  corporation  make 
the  gift  than  by  doing  it  themselves,  since  they  can  in  that  way  contribute  an 

amount  that  would  otherwise  have  been  paid  as  corporate  taxes 

ratinnfS1*?  thesa-and  many  similar— cases,  there  is  a  strong  temptation  to 
onalize  these  actions  as  an  exercise  of  “social  responsibility.”  In  the  present 
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climate  of  opinion,  with  its  widespread  aversion  to  “capitalism,”  “profits,  the 
“soulless  corporation”  and  so  on,  this  is  one  way  for  a  corporation  to  generate 
goodwill  as  a  by-product  of  expenditures  that  are  entirely  justified  in  its  own  self- 

interest.  . 

It  would  be  inconsistent  of  me  to  call  on  corporate  executives  to  refrain  trom 
this  hypocritical  window-dressing  because  it  harms  the  foundations  of  a  free  so- 
ciety.  That  would  be  to  call  on  them  to  exercise  a  social  responsibility  !  If  our 
institutions,  and  the  attitudes  of  the  public  make  it  in  their  self-interest  to  cloak 
their  actions  in  this  way,  I  cannot  summon  much  indignation  to  denounce  them. 
At  the  same  time,  I  can  express  admiration  for  those  individual  proprietors  or 
owners  of  closely  held  corporations  or  stockholders  of  more  broadly  held  corpora¬ 
tions  who  disdain  such  tactics  as  approaching  fraud. 

The  political  principle  that  underlies  the  market  mechanism  is  unanimity.  In  an 
ideal  free  market  resting  on  private  property,  no  individual  can  coerce  any  other, 
all  cooperation  is  voluntary,  all  parties  to  such  cooperation  benefit  or  they  need 
not  participate.  There  are  no  “social”  values,  no  “social”  responsibilities  in  any 
sense  other  than  the  shared  values  and  responsibilities  of  individuals.  Society  is 
a  collection  of  individuals  and  of  the  various  groups  they  voluntarily  form. 

The  political  principle  that  underlies  the  political  mechanism  is  conformity.  The 
individual  must  serve  a  more  general  social  interest — whether  that  be  determined 
by  a  church  or  a  dictator  or  a  majority.  The  individual  may  have  a  vote  and  a  say 
in  what  is  to  be  done,  but  if  he  is  overruled,  he  must  conform.  It  is  appropriate  for 
some  to  require  others  to  contribute  to  a  general  social  purpose  whether  they  wish 
to  or  not. 

Unfortunately,  unanimity  is  not  always  feasible.  There  are  some  respects  in 
which  conformity  appears  unavoidable,  so  I  do  not  see  how  one  can  avoid  the 
use  of  the  political  mechanism  altogether. 

But  the  doctrine  of  “social  responsibility”  taken  seriously  would  extend  the 
scope  of  the  political  mechanism  to  every  human  activity.  It  does  not  differ  in 
philosophy  from  the  most  explicitly  collectivist  doctrine.  It  differs  only  by  professing 
to  believe  that  collectivist  ends  can  be  attained  without  collectivist  means.  That 
is  why,  in  my  book  “Capitalism  and  Freedom,”  I  have  called  it  a  “fundamentally 
subversive  doctrine”  in  a  free  society,  and  have  said  that  in  such  a  society,  “there 
is  one  and  only  one  social  responsibility  of  business — to  use  its  resources  and 
engage  in  activities  designed  to  increase  its  profits  so  long  as  it  stays  within  the 
rules  of  the  game,  which  is  to  say,  engages  in  open  and  free  competition  without 
deception  or  fraud.” 
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THE  CAPITAL  BUDGETING  DECISION* 

By  Harold  Bierman,  Jr.,  and  Seymour  SmidH 


Opportunity  Costs 

Usually  the  cash  outlays  included  in  the  computation  of  net  cash  flows  are  the 
outlays  incurred  because  of  the  investment  that  would  not  be  incurred  otherwise 
Outlays  that  would  be  incurred  by  the  firm  whether  or  not  the  investment  is  ac¬ 
cepted  should  not  be  charged  to  a  particular  investment  project.  Thus  the  practise 
of  allocating  a  share  of  general  overhead  to  a  new  project  on  the  basis  of  some 
arbitrary  measure,  such  as  direct  labor  hours  or  a  fraction  of  net  sales  is  not 
recommended  unless  it  is  expected  that  general  overhead  will  actually  increase 
if  the  project  is  accepted. 

On  the  other  hand,  in  some  instances  an  investment  project  may  require  the 
use  of  some  scarce  resource  available  to  the  firm,  although  the  explicit  cash 
outlays  associated  with  using  that  resource  may  be  nonexistent  or  may  not  ade¬ 
quately  reflect  the  value  of  the  resource  to  the  firm.  Examples  are  projects  that 
require  a  heavy  drain  on  the  time  of  key  executive  personnel  or  that  use  valuable 
floor  space  in  a  plant  or  store  already  owned  by  the  business.  The  costs  of  usinq 
such  resources  are  called  opportunity  costs,  and  they  are  measured  by  estimating 
how  much  the  resource  (the  executives’  time  or  the  floor  space)  would  earn  for 
the  company  if  the  investments  under  consideration  were  rejected. 

It  may  appear  that  the  practice  of  charging  opportunity  costs  against  an  invest¬ 
ment  project  when  no  corresponding  cash  outlay  can  be  identified  is  a  violation 
of,  or  exception  to,  the  procedure  of  evaluating  investments  in  terms  of  actual  cash 
flows.  Actually,  including  opportunity  costs  is  not  so  much  an  exception  to  the  cash 
low  procedure  as  an  extension  of  it.  The  opportunity  cost  charged  should  measure 
net  cash  flows  that  could  have  been  earned  if  the  project  under  discussion  had 
been  rejected.  Suppose  one  floor  of  a  factory  building  owned  by  a  business  could 
either  be  rented  out  at  $1 ,200  per  month  or  used  to  produce  a  new  product.  After 

equipmeunt’ the  new  Product  could  produce  an  absolute  net  cash 
nflow  of  $2,000  per  month  after  taxes  but  before  an  allowance  has  been  made 
for  use  of  the  factory  space.  The  figure  of  $2,000  per  month  overstates  the  benefits 
to  be  derived  from  the  new  product,  because  the  space  required  could  otherwise 
be  used  to  earn  $1 ,200  per  month.  By  charging  a  rental  opportunity  cost  of  $1  200 
per  month  against  the  new  product,  a  more  meaningful  measure  of  its  actual  value 
to  the  company  is  obtained.  An  alternative  procedure  would  be  to  estimate  the 
relative  cash  flow  from  the  new  product  compared  with  that  produced  by  rentinq 
the  extra  space  and  not  producing  the  new  product. 

In  some  instances  it  will  be  extremely  difficult  to  estimate  opportunity  costs. 

tiUtonPb? The  Mfmill“  ComPany  from  The  Capital  Budgeting 
197!  by  The  Macmillan"  Company.^Exce^s  from  ®  196°’  1966’ 
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The  temptation  then  is  to  use  some  other,  more  easily  identifiable  basis  of  charging 
for  the  use  of  such  things  as  floor  space  or  the  time  of  key  executives.  This 
temptation  must  be  viewed  with  some  skepticism.  The  pro  rata  share  of  the  costs 
of  owning  a  building  may  be  much  higher  or  much  lower  than  the  true  opportunity 
costs  of  using  that  space.  When  there  is  really  no  basis  for  estimating  the  oppor¬ 
tunity  costs  associated  with  the  use  of  a  factor,  such  as  the  time  of  certain  key 
executives,  it  may  be  preferable  to  note  merely  that  the  proposed  project  is  likely 
to  require  considerably  more  or  considerably  less  than  the  usual  amount  of  atten¬ 
tion  from  such  key  executives. 

The  only  valid  justification  for  the  pro-rating  of  the  actual  costs  to  the  proposed 
project  would  be  if  the  actual  costs  are  a  reasonable  basis  for  estimating  the 
opportunity  cost. 


From 

SIDE  EFFECTS  OF  RESOURCE  USE* 

By  Ralph  Turveyf 

Many  of  the  problems ...  [of  environmental  quality]  involve  some  sort  of  failure 
of  the  market  mechanism  as  it  now  functions.  The  failure  arises  because  decisions 
concerning  the  use  of  natural  resources  do  not  always  take  into  account  all  the 
effects  of  that  use.  The  neglected  or  side  effects  on  the  quality  of  the  environment 
can,  however,  be  very  important,  and  thus  need  examination. 

...  I  have  endeavored  to  distill  from  it  the  main  ideas  that  are  relevant .  .  . 
and  to  present  them  in  practical  terms.  Although  I  shall  try  to  minimize  the  amount 
of  jargon,  I  had  better  begin  by  stating  that  the  technical  terms  used  include 
“side-use  effects,”  “spillovers,”  “externalities”  or  “external  economies  and 
diseconomies.”  These  can  be  roughly  and  generally  defined  as  the  impacts  of  the 
activities  of  households,  public  agencies,  or  enterprises  upon  the  activities  of  other 
households,  public  agencies,  or  enterprises  which  are  exerted  otherwise  than 
through  the  market.  They  are,  in  other  words,  relationships  other  than  those 
between  buyer  and  seller. 

To  make  this  notion  clearer  it  is  best  to  proceed  directly  to  the  examples  that 
I  shall  use.  All  seven  of  them  are  significant  in  practice.  But  it  is  important  to  note 
that  they  are  used  only  as  illustrations  and  that  I  do  not  pretend  to  deal  fully  with 
any  of  them. 

Fisheries  constitute  the  first  example.  In  some  kinds  of  fisheries,  once  a  certain 
intensity  of  fishing  is  reached,  the  stock  of  fish  is  reduced  with  the  result  that  fishing 
is  made  more  difficult  and  costly.  This  means  that  each  fisherman,  by  taking  fish, 
is  adding  to  the  costs  of  all  the  other  fishermen.  What  is  more,  not  only  the  scale 


*  From  Environmental  Quality  in  a  Growing  Economy:  Essays  from  the  Sixth  Resources 
for  the  Future  Forum,  Henry  Jarrett,  editor.  Published  for  Resources  for  the  Future,  Inc.  by 
The  Johns  Hopkins  Press,  1966.  (Excerpts  from  pp.  47-52.) 

t  The  author  is  Chief  Economist  of  Britain’s  Electricity  Council. 
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of  the  activity,  as  measured  by  the  weight  of  fish  caught,  but  also  its  nature  is 
relevant,  since  (in  a  trawl  fishery)  the  mesh  size  of  the  nets  used  also  affects  the 
stock.  An  increase  in  mesh  size,  by  raising  the  minimum  size  of  fish  caught  would 
in  some  fisheries  ultimately  result  in  an  increase  in  the  stock,  so  making  fishinq 
easier.  Thus  by  using  a  smaller  mesh  instead  of  a  larger  one,  each  fisherman  is 
raising  the  costs  of  all  the  other  fishermen. 

In  this  example  the  impact  of  each  fisherman’s  activity  upon  that  of  others  is 
reciprocal.  .  .  . 

***** 

Continuing,  then,  by  enumerating  real  examples,  my  other  cases  are  unidirec¬ 
tional.  The  [second]  is  the  adverse  effect  upon  households  living  round  an  airport 
of  the  noise  of  jets  landing  and  taking  off;  the  [third]  is  river  pollution  by  the 
discharge  of  industrial  effluents, i  and  the  [fourth]  is  the  destruction  of  visual 

amenity  involved  in  placing  overhead  power  transmission  lines  in  areas  of  scenic 
D©auty. 

Fifth],  and  last,  is  cattle  poisoning  by  the  emission  of  fluorine  in  the  smoke  from 
brickworks.  Fluorosis  causes  cows’  teeth  to  mottle  and  wear  faster  than  normal 
The'r  bones  grow  deformed  and  brittle  and  may  break.  The  consequence  is  that 
milk  yields  and  the  values  of  the  animals  drop  considerably;  cows  may  even  have 
to  be  slaughtered. 

We  can  now  use  our  examples  to  show  that  where  side  effects— external- 
ities-are  involved  in  resource  use,  the  market  mechanism,  i.e.,  buyer-seller  rela- 
t'onships  alone  may  not  produce  the  best  possible  allocation  of  resources  Some 
additional  mechanism  may  produce  a  better  allocation  of  resources  by  causinq 
households  or  firms  to  alter  the  scales  or  the  nature  of  their  activities 

.  .  .  We  should  never  aim  to  get  rid  of  absolutely  all  external  effects  of  one 

activity  upon  another,  since  the  net  gain  from  doing  so  would  be  negative _ 

The  question  is  not  one  of  abolishing  adverse  unfavorable  effects,  but  is  one  of 

reducing  them  in  some  cases  where  investigation  shows  that  on  balance  such  a 
reduction  is  worthwhile. 

Let  us  now  list  the  main  activity  adjustments  that  are  possible  in  the  [fivel 
examples.  First,  fishing.  Here  a  reduction  in  the  amount  of  fishing  effort  and  an 
--r  In.  ™sh  Slfe  wiN  first  lower  the  catch  and  then  raise  it  and/or  make 
f^c  fn®  3  ,fu.rther  reduct'on  in  the  amount  of  fishing  effort.  Thus  there  is  an  initial 
loss  m  that  fewer  fish  are  caught,  followed  by  a  continuing  gain,  in  that  the  catch 

In  ..ho!™”6  0,fe"  !ess’  t*lan  the  "umber  o'  boats  and  menengaged  in  the 
with  ^  CaS6’  C°St  P6r  t0n  °f  flSh  CaU9ht  W'"  ®nd  Up  l0wer  than  was  t0  start 

***** 

r.lraft  n°iSe‘  ln  unidirectional  cases,  such  as  this,  there  is  usually 
*  crea}0'  of  the  adverse  external  effect  and  the  sufferer  from 

cavalierly  in  this  paper.  '  1  Justified  m  treating  this  particular  example  fairly 
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and  angle  of  ascent — all  at  a  cost.  The  households  around  the  airport,  on  the  other 
hand,  can  install  sound-proofing  or  move. 

[Third],  the  emission  of  effluent  into  rivers.  The  enterprise  or  sewerage  authority 
can  treat  the  effluent  before  discharging  it  and  possibly  install  storage  facilities 
in  order  to  reduce  the  rate  of  discharge  at  times  when  the  river  is  low.  In  some 
cases  an  enterprise  can  also  alter  its  production  process  in  order  to  reduce  the 
noxiousness  of  its  effluent  or  it  can  even  shift  its  location.  Those  enterprises  or 
public  authorities  downstream  can  also  spend  money  on  treating  the  polluted  river 
water  in  order  to  reduce  the  adverse  consequences  of  the  pollution  and 
households  can  move. 

[Fourth],  power  lines.  These  can  be  sited  differently  or  put  underground. 

[Fifth],  brickworks.  Smoke  filtering  is  possible  and  so  is  change  of  location— two 
very  expensive  alternatives.  Farmers,  on  the  other  hand,  can  shift  from  dairy 
farming  to  poultry  or  arable  farming. 

This  review  of  the  examples  shows  that  there  are  frequently  several  possible 
ways  in  which  the  nature  or  scale  of  activities  can  be  modified  in  order  to  reduce 
the  adverse  consequences  of  external  effects.  In  most  actual  cases,  therefore, 
the  problem  is  a  multidimensional  one:  who  should  do  what  how  much? 

An  economic  criterion  can  be  used  in  answering  this  question.  It  is  simply  that 
the  present  value  of  the  monetray  measure  of  all  gains  from  modifying  activities 
less  the  present  value  of  the  monetary  measure  of  all  losses  from  these  modifica¬ 
tions  be  maximized.  Unfortunately,  this  test  is  rarely  sufficient  in  itself  to  provide 
an  answer,  and  often  cannot  be  applied  in  practice. 

Nobody  is  going  to  quarrel  with  this  criterion  as  a  principle;  it  is  like  being  against 
sinl  But  it  is  able  to  give  an  answer  only  when  all  gains  and  losses  can  be 
satisfactorily  measured  and  expressed  in  terms  of  a  common  denominator,  dollars. 
Gains  and  losses  occurring  at  different  times  are  rendered  comparable  by  using 
a  discount  rate  which  expresses  one’s  evaluation  of  futurity  to  turn  them  into  their 
equivalent  gains  and  losses  at  a  common  reference  date.  Given  satisfactory  mea¬ 
surement,  given  expression  in  dollar  terms  and  given  an  agreed  discount  rate,  to 
apply  the  criterion  is  to  choose  the  best. 

The  beauty  of  this  criterion,  in  the  eyes  of  some  economists,  is  that  whenever 
its  application  indicates  that  some  course  of  action  is  desirable — gains  exceed 
losses — the  gainers  can  fully  compensate  the  losers  and  still  remain  better  off. 
Thus  nobody  loses  on  balance  and  at  least  some  of  the  parties  end  up  better  off. 
What  can  be  fairer  than  that? 

The  answer  is  that  payment  of  compensation  by  gainers  to  losers  is  not  always 
considered  fair,  so  that  even  if  it  were  always  practicable  it  would  not  always  be 
done.  Yet  the  idea  which  lies  at  the  root  of  the  criterion  (namely,  that  a  course 
of  action  can  be  regarded  unequivocally  as  desirable  if  it  makes  some  people 
better  off  and  nobody  worse  off)  requires  that  compensation  actually  be  paid. 

The  brickworks  example  can  be  used  to  illustrate  this,  if  we  take  it  that  all  that 
matters  are  brick  costs  and  farming  costs  and  sales,  all  of  them  measurable  in 
monetary  terms.  Suppose  (though  it  is  probably  not  true  at  present)  that  application 
of  the  criterion  showed  the  best  course  of  action  to  be  cleansing  brickwork 
smoke.3  This  would  mean  that  the  gain  to  farmers  from  an  improvement  in  the 

3  According  to  a  report  in  The  Times  of  London  (May  5,  1965),  a  scheme  for  cleansing 
brickwork  smoke  which  uses  a  wet  scrubber  and  heat  exchanger  would  put  up  the  cost  of 
bricks  by  25  per  cent. 
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health  of  any  cows  they  keep  would  exceed  the  cost  to  the  brickworks  of  cleansing 
the  smoke,  so  that  farmers  could  fully  compensate  the  brickworks  and  yet  remain 
net  gainers.  My  point  is  that  many  people  would  not  regard  it  as  fair  to  make  the 
farmers  compensate  the  brickworks;  on  the  contrary,  they  would  claim  that  fair¬ 
ness  requires  the  brickworks  to  meet  the  cost  of  cleansing  the  smoke  since  the 
brickworks  is  responsible  for  the  damage. 

Let  us  accept  this  judgment.  Then  the  introduction  of  smoke  cleansing  will  not 
make  some  people  better  off  and  nobody  worse  off;  instead  it  will  harm  the 
bnctao'ks  and  benefit  the  fanners.  Thus,  in  deciding  whether  or  not  the  ^ 

al9  »  c  5®  ?anSe^’  T  are  not  just  comParin9  total  gains  with  total  losses;  we 
ewt°dheC,din9  w.hether  or  not  11  ls  fair  t0  impose  a  loss  on  the  brickworks. 
moachat!hlS  ®xamP|e  shows.  then,  is  that  even  when  all  gains  and  losses  can  be 
measured  and  rendered  comparable  by  expressing  them  in  dollar  terms,  the  eco- 

nf  by  ltS6lf  'S  n0t  3lways  sufficient  for  choosing  the  right  course 

th  !  nuh!!  r  ?farneSS  may  alS0  be  relevant- ln  a  democratic  country 
this  means  that  the  problem  may  have  a  political  aspect. 

,ho^re  °:the  9a'nS  and  l0SS6S  cannot  be  exPressed  in  dollar  terms,  the 
fn  °  C®  0  *he  ngbt  c°urse  of  action  always  has  a  political  aspect,  for  it  always 
involves  Judgments  about  fairness  as  well  as  mere  calculation.  The  airport  example 
illustrates  this  The  cost  to  airlines  of  reducing  noise  and  the  cost  to  householders 

But  the  nPain°/n  S  Can  "°  d°ubt  be  calculated  in  monetary  terms, 

whit  miJ  (  h°!derS  from  a  reduction  in  noise  cannot.  Hence  deciding 
what  measures,  if  any,  should  be  taken  involves:  y 

ascertaining  the  cheapest  way  of  achieving  various  reductions  in  noise  levels- 
choosing  the  reduction  to  aim  at; 
deciding  who  should  bear  the  cost; 

and  the  two  latter  issues,  which  are  interdependent,  both  involve  judgments  of 
fairness  or  what  I  am  here  calling  political  considerations. 

II  this  goes  to  show,  then,  that  who  should  do  what  how  much  is  often  a 

calculatior'poliST01  b®  deCided  0n  a  pure|y  technical  basis  by  an  economic 
rrqui^red^This^s  thl  <x'^s|derat'ons  judgments  of  what  is  equitable-are  also 

hand  therl  ll  ifa  9!  f°r  economists  and  technologists.  On  the  other 

*  nhh  message  for  administrators  and  politicians;  namely,  that  even 

1  wJl  baanJS°Hn0m'C  Ca'?Ulati0n  0f  9ains  and  losses  is  often  not  sufficient  to  reach 
a  well  based  decision,  it  is  nearly  always  an  essential  preliminary. 


From 

AMERICA’S  EVERYDAY  DREARINESS* 


me  most  demaining  evidence  of  American  environmental  failure  is  the  sheer 

2“r  TnerlT and  *he  COntempt  for  natural  beautV  tha?character- 
muCh  of  our  *andscape.  This  general  shabbiness  is  particularly  ignoble 


*  Reprinted  from  the  February  1970 
1970  Time  Inc.,  p.  110. 


issue  of  Fortune  Magazine  by  special  permission;  © 
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because  it  arises  out  of  negligence,  could  easily  be  avoided,  and  even  now  would 
be  readily  correctable  if  the  public  awareness  of  it  were  more  acute. 

Dirty  air  and  polluted  water  and  jammed  highways,  after  all,  require  complex 
remedies.  But  the  depressing  visage  of  our  towns  and  cities — the  needlessly  brutal 
public-housing  project,  the  jumbled  resort  town,  the  suburban  terrain  bulldozed 
beyond  recognition  by  housing  developers — is  caused  mainly  by  a  lack  of  care 
and  forethought.  The  result,  a  manmade  landscape  that  is  makeshift  and  unkempt, 
damages  our  economy.  But  it  damages  the  human  psyche  far  more. 

The  omnipresent  ugliness  and  drabness  cannot  be  blamed  on  a  lack  of  money. 
In  certain  “poorer”  industrial  countries,  cities  spread  across  the  landscape  more 
cohesively  and  gracefully  than  they  do  here.  Nor  does  the  newness  of  our  civiliza¬ 
tion  explain  our  failures:  other  new  countries  have  avoided  our  grosser  mistakes. 

Instead,  our  failures  track  back  to  natural  wealth  rather  than  poverty.  Until 
recently,  the  supply  of  land  has  seemed  inexhaustible  in  the  U.S.,  even  on  the 
fringes  of  great  cities;  if  a  town  got  too  messed  up,  plenty  of  virgin  land  remained 
to  move  to.  As  a  result,  business,  government,  and  ordinary  citizen  have  given  little 
consideration  to  the  fact  that  the  environment  can  be  readily  destroyed  by  mere 
neglect. 

The  eventual  improvement  of  our  “throwaway”  environment  will  require  more 
than  negative  protest  against  obvious  dangers  like  pollution.  It  will  require  a  public 
aspiration  to  put  something  better  where  banality  stands. 


From 

LANDSCAPE  ESTHETICS* 

By  Luna  B.  Leopold 


There  are  an  increasing  number  of  bills  before  Congress  that  in  one  way  or 
another  affect  the  landscape  or  the  environment.  Each  of  these  requires  seemingly 
endless  numbers  of  congressional  hearings,  which  are  recorded  upon  endless 
reams  of  paper. 

And  if,  for  some  reason,  you  happen  to  read  the  voluminous  testimony  sur¬ 
rounding  one  of  these  environment-affecting  proposals,  you  will  generally  find  a 
marked  contrast  between  the  volume  and  kind  of  information  presented  by  those 
who  are  pressing  for  technical  development — building  a  dam,  constructing  a  high¬ 
way,  installing  a  nuclear  power  plant — and  the  testimony  of  those  who  either 
oppose  the  development  or  wish  to  alter  it  in  some  way.  The  developer  usually 
employs  numerical  arguments,  which  tend  to  show  that  there  is  an  economic 
benefit  to  be  obtained  by  constructing  something — whatever  that  something  may 
be.  The  argument  is  usually  expressed  in  terms  of  a  “cost-benefit  ratio.”  It  is 
typically  argued,  for  instance,  that  the  construction  cost  of  a  given  project  will  be 
repaid  over  a  period  of  time  and  will  yield  a  profit  or  a  benefit  in  excess  of  the 
development  costs  by  a  ratio  of,  let  us  say,  1.2  to  1 .  The  argument  is  further 
supported  with  great  numbers  of  charts,  graphs,  tables,  and  additional  figures. 

*  Reprinted  with  permission  from  Natural  History  (October  1969),  p.  37.  Copyright  ©  by 
The  American  Museum  of  Natural  History. 
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In  marked  contrast,  those  who  favor  protection  of  the  environment  aaainst 
development  are  fewer  in  number,  their  statements  are  based  on  emotton  5 
Wreonal  feelm98,  and  they  usually  lack  numerical  information,  quantitativl  data 
and  detailed  computations.  Perhaps  this  is  the  reason  why  this  latter  qrouD  seems 
to  be  continually  fighting  rearguard  actions-losing  battle  after  battle 

prelented  bv  T™"1 0f  the  environmentalist  might  best  be 

and  h  seP.aratin9  facts  from  emotions  in  relation  to  the  environment 

to  t  k  ahn?t  th?|9  h"1  W'  trnS  °f  QUantifyin9  his  arguments:  using  numbers 
to  talk  about  the  landscape.  While  to  some  of  us  this  may  be  a  little  like  usina  a 

a?Tsolrtfn?eSCribe  Shak®sPeare- ft  seems  that  society  still  has  the  right  to  have 

as  poSbTe  ^  Pr°P0S  development  Presented  in  a  way  that  is  as  objective 


22.  F.  A.  WEBER  COMPANY, 
INCORPORATED 


Case  Introduction 


SYNOPSIS 

The  president  of  a  medium-sized  manufacturing  firm  is  stimulated 
by  a  conference  on  business  ethics  to  take  a  long  look  at  the  process  of 
resource  allocation  in  our  economic  system.  He  addresses  himself  to  the 
chairman  of  the  Business  Ethics  Advisory  Council  of  the  Department  of 
Commerce  in  a  letter  which  cites  concrete  instances  of  some  alleged 
misallocations  and  malfunctions  of  the  price  system. 


WHY  THIS  CASE  !S  INCLUDED 

This  case  raises  the  issue  of  the  adequacy  of  the  price  system  in  our 
economy  in  the  matters  of  resource  allocation  and  the  satisfaction  of 
human  need  through  the  distribution  of  the  output  of  our  productive 
system.  There  is  opportunity  to  examine  the  working  of  comparative 
economic  systems  and  test  the  applicability  of  conflicting  conceptual 
schemes  of  economic  philosophers. 

DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 

1.  From  the  viewpoint  of  economic  theory,  how  do  we  account  for  the 
allocation  of  enough  national  resources  for  the  production  of  over  $360 
million  in  dbg  food  in  1961?  Trace  the  chain  of  influences  which  deter¬ 
mines  that  the  average  migratory  farm  worker  receives  about  $200  for 
a  summer’s  labor. 

Read:  *Weiler  and  Martin,  The  American  Economic  System,  pp. 

47-51,  73-77.  Smith,  The  Wealth  of  Nations,  pp.  423,  508. 

(Additional  reading,  not  in  this  volume:  Paul  A.  Samuelson, 
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Economics  [5th  ed.,  New  York:  McGraw-Hill  Book  Co.,  Inc., 
1961],  pp.  40-44.) 

2.  From  what  you  know  of  comparative  economic  systems,  how  would 
resources  be  allocated  to  dog  food  production  under  government  planned 
or  “mixed”  economic  systems?  Compare  these  with  the  resource  alloca¬ 
tion  mechanism  identified  in  Question  1. 

Read:  *Loucks,  Comparative  Economic  Systems,  pp.  542-43.  (Those 
interested  in  following  up  this  point  will  want  to  read  more 
extensively  in  Loucks  and  consult  his  bibliographic  refer¬ 
ences.)  Berle.  The  20th  Century  Capitalistic  Revolution,  pp. 
164-69,  171-73,  182-88.  Veblen,  The  Engineers  and  the  Price 
System,  Chapter  v.  *Dimock,  Business  and  Government,  pp.  6, 
807. 

3.  Looking  now  at  the  motivation  of  entrepreneurs,  do  you  think  the 
producers  of  Cadillac  Dog  Food  operate  their  business  for  the  same  mo¬ 
tives  as  Mr.  Weber  operates  his  machine  tool  plant? 

Read:  Smith,  Wealth  of  Nations,  pp.  423,  508.  Berle,  The  20th  Cen¬ 
tury  Capitalistic  Revolution,  pp.  164-69, 171-73, 182-88.  *Cop- 
pock,  Economics  of  the  Business  Firm,  pp.  5-6,  21-22. 
(Additional  reading,  not  in  this  volume:  Robert  N.  Anthony, 
“The  Trouble  with  Profit  Maximization,”  Harvard  Business 
Review,  December  1960.) 

4.  The  dog  food  advertisement  on  the  radio,  the  picture  of  the  pam¬ 
pered  poodle  in  the  .newspaper,  and  the  squib  from  the  economics  text¬ 
book  made  Mr.  Weber  wonder  “where  our  system  is  headed.”  How  would 
you  formulate  Mr.  Weber’s  concern  in  terms  of  economic  philosophy?  Is 
Mr.  Weber  really  indicting  the  market  system  or  just  some  businessmen 
who  operate  in  the  system? 

Read:  *Berle,  “The  Corporation  in  a  Democratic  Society.”  *von 
Mises,  Planning  for  Freedom,  pp.  7-9,  14-17,  44-17,  44-46. 
*Hazard,  “Our  National  Goals — The  Hard  Choices.”  *Hayek, 
“The  Corporation  in  a  Democratic  Society:  In  Whose  Interest 
Ought  It  and  Will  It  Be  Run?” 

POLICY  QUESTIONS 

5.  If  you  were  the  president  of  the  Cadillac  Dog  Food  Company,  how 
would  you  respond  to  Mr.  Weber’s  inferences  that  resources  were  being 
wasted  on  pampering  dogs  while  humans  suffered  for  lack  of  food, 
clothes,  and  shelter?  (See  Questions  1,  3,  and  4  above.) 

6.  Mr.  Weber  professes  to  use  Article  IX  of  the  Chamber  of  Com¬ 
merce’s  “Principles  of  Business  Practices”  as  a  guide  to  his  policies  on 
resource  allocation:  “Waste  in  any  form — of  capital,  labor,  services, 
materials  or  natural  resources— -is  intolerable  and  constant  effort  will  be 
made  toward  its  elimination.”  If  you  were  the  butcher  pictured  in  the 
newspaper  feeding  the  poodle  a  wad  of  chopped  beef,  or  if  you  were  the 
president  of  the  Cadillac  Dog  Food  Company,  would  the  article  be  a 
relevant  guide  for  your  policies  on  resource  allocation?  Why?  Or,  why 
not?  (See  Questions  1,  2,  3,  4  and  the  attached  readings.) 

7.  If  you  were  Mr.  Weber,  would  you  send  the  letter?  If  your  answer 
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is  yes,  would  you  send  it  on  the  company  letterhead  and  sign  as  company 
president,  or  not?  Give  your  reasons. 

QUESTIONS  FOR  ORIGINAL  STUDENT  WORK  IN  ANALYSIS 
AND  POLICY 

8.  While  reflecting  on  case  facts,  what  additional  theories  from  prior 
education  give  you  insights  as  to  “what  is  going  on”  in  F.  A.  Weber 
Company,  Inc.?  As  to  what  might  be  predicted  to  happen  in  the  future? 

9.  Other  than  the  policy  questions  asked  by  the  authors,  what  prag¬ 
matic  ways  can  you  think  of  to  state  the  practical  problems  faced  by 
executives  in  the  case? 


Case  Text* 


Frank  A.  Weber  is  president  of  F.  A.  Weber  Company,  Inc.,  a  medium¬ 
sized  machine  parts  manufacturing  firm  in  Westboro,  New  Jersey.  Mr. 
Weber  has  headed  the  36-year-old  firm  since  1951  when  his  father  died. 
The  bulk  of  Weber’s  $12  million  sales  volume  comes  from  standard  and 
custom-made  chucks  for  lathes.  Overseas  shipments  account  for  16  per¬ 
cent  of  sales  and  21  percent  of  profits. 

In  the  late  spring  of  1962  Mr.  Weber  attended  a  business  conference 
in  New  York  City  at  whicii  Mr.  William  C.  Decker,  chairman  of  Corning 
Glass  Works,  spoke  in  behalf  of  the  Commerce  Department’s  Business 
Ethics  Advisory  Council.  The  council,  set  up  in  May  1961  by  Commerce 
Secretary  Luther  H.  Hodges,  was  to  explore  some  approaches  to  the  de¬ 
velopment  of  ethical  guidelines  so  as  to  renew  public  faith  in  the  ethical 
ideal  of  management.  Prominent  businessmen,  educators,  clergymen, 
and  journalists  comprised  the  37-member  council  which  in  1962  was 
actively  advising  the  business  community.  Mr.  Decker’s  remarks  and  the 
lively  discussion  after  the  talk  prompted  Mr.  Weber  to  compose  the  letter 
shown  in  Exhibit  1. 

At  the  July  meeting  of  the  board  Mr.  Weber  brought  up  the  matter  of 
the  letter  before  sending  it  to  the  Commerce  Department  on  the  company 
stationery.  Bob  Doyle,  insurance  company  vice-president,  summed  up 
the  views  of  the  board  when  he  advised  Mr.  Weber  to  “.  .  .  send  the  letter 
as  a  citizen  without  involving  the  company  name.  It  would  be  unwise  to 
do  otherwise  in  a  project  or  controversy  which  serves  no  useful  purpose 
to  the  F.  A.  Weber  Company.”  Ed  Mead,  president  of  Westboro  National 
Bank,  went  further.  “Frank,  with  all  the  nuts  and  bolts  business  decisions 
on  our  agenda,  I  honestly  can’t  see  how  you  can  afford  the  time  to  get 
involved  in  this  big  picture  stuff.”  The  matter  was  dropped.  Mr.  Weber 
was  undecided  what  to  do  about  the  letter. 

*  Copyright  1973  by  J.  J.  O’Connell  and  Charles  E.  Summer. 
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EXHIBIT  1 

F.  A.  Weber  Company,  Inc.  Westboro,  New  Jersey 

June  29,  1992 

Mr.  William  C.  Decker,  Chairman 
Business  Ethics  Advisory  Council 
U.S.  Department  of  Commerce 
Washington  25,  D.C. 

Dear  Mr.  Decker: 


I  heard  you  speak  recently,  Sir,  at  a  business  conference  in  New 
York  City.  At  that  time  you  explained  the  work  of  the  Business  Ethics 
Advisory  Council  and  encouraged  us  to  examine  our  men  standards 
and  performance  in  the  light  of  the  series  of  specific  questions  posed 
by  the  council. 

Frankly,  I  came  away  from  the  conference  disappointed  that  some 
fundamental  issues  of  business  responsibili ty  went  unnoticed. 
Specifically  I  refer  to  the  situation,  both  here  and  overseas,  where  din* 
human  want  exists  side  by  side  with  the  production  and  marketing 
of  goods  which  not  only  make  scant  (if  any)  social  contribution,  but 
also  vainly  sap  valuable  resources. 

I  have  been  unable  to  forget  the  Life  magazine  story  of  a  year  ago 
about  the  12-year-old  Brazilian  boy  from  the  slums  of  Bio  de  faneim 
You  may  remember  this  picture  story  of  the  boy,  Flu  via,  the  oldest  of 
eight  children.  Here  is  an  excerpt: 

b  ‘^ose^kts  father)  is  a  nordestino,  a  refugee  from  dirt  poor  nort  konst 
mzu  He  was  a  construction  worker  until  an  accident  injured  his 
,af  he/uells  ke™sene  and  bleach  in  a  tiny  boxlike  stall  which 

he  and  Nan  (his  wife)  built-as  they  did  their  tiny  shack  from  tin 

cans,  roken  orange  crates  and  stolen  pieces  of  lumber.  To  get  $5  more 
to  buy  food.  Non.  about  to  have  her  ninth  child,  washes  clothes  in  the 
only  available  water— from,  a  spigot  at  the  foot  of  the  hill.  The  eh  if 

In  ,h“’^t  worn  ,,/th, ■;■/„„ * 

Ofthe/alay  {  WMe 

bed,  the  other  two  in  the  crih  FlZT  ”  children  are  ,n  one 

M  F”  th™  <*■  tod**-,  the  Zt  ?,  w* 

we^fZZ!fh:ZZ\thZZndwaZth  andc,m: whh" 

write.  .  .  .  But  at  12  hp  ic  nir  u  *7J  *  *.  ^  avw  can  neither  read  nut 

closed  world  of  the  shack,  assZlZdbfhZneZdZanf1  lhr 

sisters  and  brothers  who  are  alwamaUtolu  “""Plamts  of  hts 

battle  against  savagery  and  disorder  The  fnZrZZ'  a  losing 
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EXHIBIT  1  ( continued ) 


Maria  it  is  Flavio  who  breaks  it  up  and  metes  out  the  punishment - 

“It  would  be  nice  to  believe  that  this  labor  of  love  and  courage  will 
triumph.  But  it  won't  Disease  threatens  constantly  in  the  “favela.  ** 
(Last  year  in  Rio ,  some  10,000  children  died  of  dysentery  alone.)  And 
disease  has  touched  Flavio.  Wasted  by  bronchial  asthma  and  malnu¬ 
trition  he  is  fighting  another  losing  battle — against  death.  ...  7  rrz 
not  afraid  of  death,  but  what  will  they  do  after?' " 

We  can't  sit  back  and  be  smug  about  such  conditions  and  say ; 
“That's  Brazil.  "How  about  the  migrant  workers  close  by  in  the  state 
of  New  York.  Another  magazine  article  (Newsweek,  June  5,  1961)  I 
saved  gave  some  embarrassing  details  under  the  headline,  “9  Cents 
an  Hour": 

“Migratory  farm  laborers  move  restlessly  over  the  face  of  the  land . 
They  neither  belong  to  the  land,  nor  does  the  land  belong  to  them.  .  .  . 
They  are  the  children  of  misfortune.  Today ...  a  million  native  and 
foreign  born  children  of  misfortune  still  wander  across  the  U.S.,  in 
bedraggled  caravans,  from  one  ill-paid  job  to  another .  .  .  prompting? 
Labor  Secretary  Arthur  J.  Goldberg  to  call  the  problem  ‘a  long  fester¬ 
ing  sore  in  our  society  and  in  our  economy. ' .  .  .  They  (the  migrant 
laborers)  are  protected  by  Federal  wage  and  child  labor  laws  or  wel¬ 
fare  regulations. 

“Betty  Jean  Johnson,  52,  migrated  from  Virginia  to  work  18  hours 
a  day,  six  days  a  week,  on  a  potato  farm  in  Riverhead,  N.  Y.  for  $16 
(a  week)  at  the  most.  .  .  .  Her  crew  leader  charged  her  $3  a  week  for 
rent  and  $10  a  week  for  food. " 

My  brother-in-law,  who  has  some  apple  orchards  here  in  Jersey „ 
showed  me  some  data  from  the  Monthly  Labor  Review  (April  1961 J 
on  migratory  laborers  in  four  counties  of  the  Utica,  New  York,  areci- 
During  an  average  stay  of  11  weeks  in  the  summer  months,  a  worker 
would  get  an  average  of  48  days '  work.  Transportation  for  the  families 
was  customarily  free  both  coming  from  and  returning  to  the  South. 
Where  lodging  was  not  provided  free,  the  charges  ran  from  $1.00  to 
$3.00  per  person  per  week.  Usually  each  person  was  charged  $10  to  $1JB 
for  20  meals.  Take  a  look  at  some  statistics  of  their  earnings: 


Number  of  Workers .  1 ,803 

Percent .  100.0 

Average  Daily  Earnings 

in  Dollars  % 

Under  2 .  1*9 

2  but  less  than  3 .  11.1 

3  but  less  than  4 .  25.7 

4  but  less  than  5 .  24.9 

5  but  less  than  6 .  1 6.7 

6  but  less  than  7 .  8.2 

7  but  less  than  8 .  5.5 

8  but  less  than  9 .  2.2 

9  but  less  than  10 .  1.5 

1 0  but  less  than  12 .  1.2 

12  and  over .  1.1 


Number  of  Workers .  67 1 

Percent .  100.0 

Total  Dollar  Earnings 

for  the  Summer  % 

Under  100 .  ®.6 

1 00  but  less  than  1 50 .  17.1 

150  but  less  than  200 .  22.8 

200  but  less  than  250  .  20.7 

250  but  less  than  300  .  11  .8 

300  but  less  than  350 .  10.4- 

350  but  less  than  400  .  3.7 

400  but  less  than  450  .  3.9 

450  but  less  than  500  .  1  -5 

500  and  over .  1-5 
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My  point,  Mr.  Decker,  is  not  to  grovel  in  sentimentality.  Iam  con¬ 
cerned,  knowing  that  such  circumstances  as  described  above  actually 
e™S’whenJ  0Ven  the  evening  paper-as  I  did  tonight-to  read  a 
headline,  Business  Is  Going  to  the  Dogs;  Shopkeepers  Cater  to  Pam- 
pered  Pooches  A  picture  accompanying  the  story  showed  a  French 
poodle,  unth  its  front  paws  up  on  the  meat  case,  reaching  for  a  “wad 
°f  c^0PPed  beef  in  the  butcher’s  hand.  *  When  I  hear  the  radio  adver¬ 
tisements  for  Cadillac  Dog  Food  (see  attached  copy)  I  can’t  kelp  won¬ 
dering  about  where  our  system  is  keaded. 

Believe  me,  I  get  no  assurance  when  I  read  from  my  son’s  colleae 

"'1  jh  d°S  ’»•'«  “hZfa 


7  , - 7"  ™  Because  mey  are  doing  what  they  are  designed 

to  do-putting  goods  in  the  hands  of  those  who  can  pay  the  most  who 
have  the  money  votes.  ”i  ’ 

our  business  we  have  tried  to  uphold  the  “Principles  of  Business 
Practices  issued  years  ago  by  the  Chamber  of  Commerce.  I  respect- 

nwBusiZl  °fnhiS  C°de  rBCeiVe  Cl0Se  oonsideration  by 

ihe  Business  Ethics  Advisory  Council  in  its  own  deliberations  and  in 

to™  %eSS  C°nf.er.e^ces  **  oonducts.  Article  IX  reads. ■  “ Waste  in  any 
l  °r’  services>  materials,  or  natural  resources-is 
intolerable  and  constant  effort  will  be  made  toward  its  elimination.  ” 

Yours  truly, 

Frank  A.  Weber,  President 
F.  A.  Weber  Company,  Inc. 

Ena 

Radio  Advertisement  for  Cadillac  Dog  Food 

Heavyweight  Champ  Collie  Flower  Was  Matched  with  Husky  Hay- 
makerin  a  Fifteen-Round  Dog  Fight  but  the  Fix  Was  in. 

1  he  Adventures  of  Conway  Cadillac’’ 

(private  eye  dog  for  Cadillac  beef  liver  for  dogs) 

I  don’t  get  it  Conway,  I  don’t  have  the  old  punch. 

You  "ve  been  training  on  Cadillac  beef  liver  right  ? 

Sure  I  eat  liver  all  the  time. 

Not  any  liver,  I  said  Cadillac  liver.  Others  are  loaded  with  fatty  ce¬ 
reals  and  fillers.  Cadillac  beef  liver  is  iron  rich.  Inspected  nourishing 

nChin  buildin9  proteins,  ground  and  cooked  right 

in  the  can  sealing  in  the  natural  goodness  and  flavor. 

With  Cadillac  beef  liver  in  underdog  Collie  Flower’s  corner  Husky 
Haymaker  went  down  for  the  count  ^ 


New  York  World  Telegram  &  Sun,  June  29,  1 962. 

42.  t  Paul  A.  Samuelson,  Economics,  on  Introductory  Analysis  m  ed.  New  York:  McGraw-Hill  Book  Co.,  Inc.,  1958),  pp. 
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EXHIBIT  1  (concluded) 

For  a  more,  lustrous  coat ,  sparkling  eyes ,  energy  to  bum  and  no  feed- 
ing  problems  switch  to  Cadillac  beef  liver  for  your  dog.  One  of  eight 
great  varieties.  It  costs  no  more.  Cadillac  dog  food  is  canned  first  then 
cooked  sealing  in  the  meaty  goodness.  Treat  your  dog  to  Cadillac  dog 
food.  * 

*  Advertisement  presented  on  Station  WNEW  (New  York  City)  11:00  a.m.,  June  20,  1962. 


Selected  Readings 


From 

THE  AMERICAN  ECONOMIC  SYSTEM* 

By  E  T.  Weiler  and  W.  H.  Martini 

[Editors’  Note:  The  authors  explain  the  workings  on  the  free,  uninhibited  price 
system  in  allocating  resources  and  income.] 


Although  it  is  extremely  elementary,  it  is  also  most  helpful  to  represent  such 
an  economy  by  means  of  a  diagram.  In  Figure  1,  productive  services  can  be 
thought  of  as  moving  away  from  the  rectangle  representing  households  and  to¬ 
ward  the  rectangle  representing  business.  And  economic  products  can  be  thought 
of  as  flowing  to  households  from  business  in  exchange  for  products  and  also  from 
businesses  to  households  in  exchange  for  productive  services.  Thus,  economic 
activity  is  essentially  a  two-way  circular  flow.  In  the  one  direction  there  is  a  flow 
of  productive  services  and  products.  But  ours  is  an  exchange  economy  we  do 
not  trade  productive  services  directly  for  products.  Instead,  households  trade 
productive  services  for  money  and  then  trade  the  money  for  the  products  that  they 
want.  And  so,  overlying  the  flow  of  productive  services  and  products  is  the  flow 
of  money  payments  from  households  to  businesses  and  back  again  to  house¬ 
holds.  ... 

For  some  purposes  our  diagram  will  be  more  useful  if  it  portrays  the  fact  that 
households  can  be  conveniently  classified  according  to  the  type  of  productive 
service  which  they  supply,  and  businesses  according  to  the  type  of  product  which 


*  Reprinted  with  permission  of  The  Macmillan  Company  ^om  The  American  Economic 
System  by  E.  T.  Weiler  and  W.  H.  Martin.  Copyright  1955  by  E.  T.  Weiler  and  W.  H.  Martin. 
(Excerpts  from  pp.  47-51,  73-77.) 

t  The  authors  teach  economics  at  Purdue  and  Pennsylvania  State  Universities,  respec¬ 
tively. 
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they  produce.  Each  productive  service  type  is  represented  by  a  small  letter 

cilied  arSS  «r. ^  °C“P®,nal  flr0“P  «  ^  ^ 

FIGURE  1 


Business  firms,  too,  can  be  distinguished  according  to  the  type  of  product  sold 
.  .  .  Each  product  type  is  indicated  by  the  capital  letters  ABC  n  I  ! 
f.ms,n  each  indoshy  „  shown  by  the  «n 

E^5H£=3£=k 

msmm 
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Money  Payments  Guide  and  Direct  the  Flow  of  Productive  Services  and 

Products.  Our  task  is  to  see,  in  a  preliminary  fashion,  how  the  reverse  flow  of 
money  payments,  starting  with  (1)  and  ending  with  (6),  serves  as  a  means  of 
guiding  the  underlying  flow  of  productive  services  and  products  in  an  enterprise 
economy  which  lacks  control  by  central  authority.  This  will  be  done  by  examining, 
at  each  of  the  numbered  points  on  the  circular-flow  diagram,  the  nature  of  the 
exchange  transactions  represented  and  the  decisions  underlying  these  transac¬ 
tions. 

1 .  Households  receive  money  income  from  the  sale  of  productive  services. 
Households,  having  sold  productive  services  and  having  received  money  pay¬ 
ments,  are  now  in  a  position  to  compete  with  other  households  to  obtain  scarce 
products  from  business  firms.  The  distribution  of  money  receipts  among 
households  governs  the  ration  of  products  which  each  household  is  enabled  to 
command.  Those  households  with  the  largest  money  incomes  may  obtain  the 
largest  ration  of  products. 

2.  Households  choose  among  available  products.  With  money  in  hand  and 
confronted  with  a  variety  of  products  available  in  the  different  product  markets, 
households  must  make  choices  about  the  composition  of  their  purchases.  Their 
choices  are  registered  by  their  offers  to  buy  products  at  various  prices.  Consider 
briefly  the  major  factors  underlying  these  choices: 

a.  Each  householder’s  purchases  are  limited  ultimately  by  the  amount  of  his 
money  income.  Although  for  a  time  he  may  borrow  or  draw  on  past  savings, 
he  cannot  in  the  long  run  spend  more  than  his  income. 

b.  Products  all  have  price  tags  on  them.  Money  spent  on  one  product  cannot 
be  spent  oh  another. 

c.  The  householder’s  task  is  to  find  that  combination  of  products  which,  in 
view  of  the  limits  on  his  income  and  the  price  tags  on  products,  will  bring 
him  the  greatest  amount  of  satisfaction.  He  will  want  to  substitute,  as  far 
as  is  feasible,  some  units  of  lower-priced  products  for  higher-priced  prod¬ 
ucts.  But  products  are  imperfect  substitutes  for  each  other  as  bearers  of 
satisfaction.  ... 

3.  Businesses  respond  via  output  decisions.  In  our  kind  of  economy,  business 
presumably  react  in  response  to  profit  possibilities.  Businessmen,  confronted  with 
the  money  demands  of  consumers,  respond  in  such  a  way  as  to  make  the  best 
of  alternative  profit  opportunities.  They  do  this  (a)  by  varying  the  volume  of  output 
of  their  products,  and  (b)  by  shifting  their  operations  from  one  industry  group  to 
another,  withdrawing  when  profit  opportunities  decline  and  entering  those  indus¬ 
tries  where  profits  seem  attractive.  In  both  cases  they  are  guided  by  the  behavior 
of  the  relative  prices  that  prevail  in  the  products  market.  ... 

4.  Businesses  obtain  money  from  the  sale  of  products.  Businesses,  in  selling 
products  and  in  receiving  money  payments  therefrom,  are  in  a  position  to  compete 
with  other  businesses  to  obtain  scarce  productive  services  from  households.  The 
distribution  of  money  receipts  among  businesses  governs  the  ration  of  productive 
services  which  each  business  is  enabled  to  command.  The  business  groups  or 
industries  producing  those  goods  which  are  most  in  demand  by  households  have 
the  largest  money  receipts.  Consequently,  they  are  able  to  obtain  the  largest  ration 
of  productive  services  with  which  to  produce  the  goods  wanted  by  households. 

5.  Businesses  choose  among  available  productive  services.  With  money  in 
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hand  and  confronted  with  a  variety  of  productive  services  available  throughout  the 
markets  for  productive  services,  businesses  must  make  choices  about  the  compo¬ 
sition  of  their  purchases  of  productive  services.  They  must  decide  what  combina¬ 
tions  of  productive  services  to  use.  Their  decisions  are  registered  by  their  offers 
to  buy  productive  services  at  various  prices.  Consider  briefly  the  major  factors 
underlying  these  decisions: 

a.  Each  business  firm’s  purchases  are  limited  by  the  amount  of  its  money 
receipts.  To  be  sure,  the  business  may  borrow  or  draw  on  its  own  previously 
accumulated  money  balances.  But  no  business  is  able  in  the  long  run  to 
spend  more  than  its  gross  income. 

b.  Productive  services  have  price  tags  on  them.  Money  spent  on  one  produc¬ 
tive  service  cannot  be  spent  on  another. 

c.  The  businessman’s  task  is  to  find  that  combination  of  productive  services 
which  will  enable  him  to  produce  the  largest  quantity  of  products  from  a 
given  outlay  of  money.  His  desire  is  to  substitute  the  lower-priced  produc¬ 
tive  services  for  the  higher-priced  productive  services.  But  productive  ser¬ 
vices  are  imperfect  substitutes  for  each  other. 

6.  Households  respond  via  occupational  decisions.  Householders  are  the  own¬ 
ers  of  the  scarce  resources  whose  services  are  required  for  the  production  of 
goods  and  services.  Confronted  with  business  demands  for  productive  services, 
householders  respond  by  choosing  the  disposition  of  their  own  productive  services 
in  such  a  way  as  to  make  the  best  of  their  situation.  Among  the  many  things  which 
influence  their  decisions  are  the  prices  that  prevail  in  the  markets  for  productive 
services,  which  reflect  of  course  the  productive  service  demands  of  business  firms 
.  .  .  There  are,  of  course,  limits  to  such  shifting  of  people  among  occupations. 
There  are  also  limits  to  the  shifting  of  nonhuman  resources  from  one  use  to 
another.  Some  resources,  like  iron  ore  deposits,  are  not  mobile;  they  can  be  used 
for  only  one  purpose.  In  any  case,  these  shifts  have  been  made,  new  prices  and 
quantities  are  established  and  we  start  again  around  the  circular-flow  diagram. 

What  can  we  learn  from  this  brief  preview  of  the  way  a  money-payments 
economy  functions? 

The  Two  Markets  in  a  Money-Payments  Economy  Are  Interrelated.  In  the 

first  place,  it  is  clear  that  the  decisions  and  responses  occurring  in  both  markets 
the  market  for  products  on  the  one  hand  and  the  market  for  productive  services 
on  the  other,  are  interrelated.  The  demands  of  households  for  products  initiate 
certain  responses  on  the  part  of  business  firms.  An  increase  in  the  demand  for 
a  particular  product  will  cause  the  business  to  demand  more  of  the  productive 
services  that  are  required  to  produce  that  product.  In  other  words,  the  demand 
for  productive  services  is  ultimately  a  reflection  of  the  demand  for  products. 

Conversely,  the  demands  of  businesses  for  productive  services  and  the  re¬ 
sponses  of  households  to  these  demands  affect  developments  in  the  products 
market  .  .  It  is  clear  that  in  dealing  with  the  problem  of  resource  allocation  in 

variabtes'reCted  eC°n°my’ W®  ar®  dealing  with  a  set  of  simultaneously  determined 

We  may  appreciate  further  the  interrelation  of  the  two  markets  if  we  recognize 
that  business  firms  and  households  are  linked  to  each  other  through  both  the 
products  market  and  the  market  for  productive  services.  The  business  firm  is  on 
the  one  hand,  a  supplier  of  products,  and  on  the  other,  a  demander  of  productive 
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services.  The  household  is  a  supplier  of  productive  services  and  a  demander  of 
products.  In  this  way  decisions  of  households  regarding  the  products  they  con¬ 
sume  are  related  intimately  to  the  decisions  they  make  as  sellers  of  productive 
services,  which  contribute  in  turn  to  the  supply  of  products.  The  business  firm  is 
the  coordinating  instrument  between  these  two  closely  interrelated  sets  of  deci¬ 
sions  made  by  households. 

Honey  Payments  and  Prices  Serve  as  a  Communications  System  Within 
and  Between  These  Two  Markets.  In  the  second  place,  then,  it  is  clear  that 
money  payments  and  prices  serve  as  a  communications  system  or  as  a  means 
of  transmitting  and  coordinating  the  decisions  of  thousands  of  economic  units 
participating  In  a  decentrally  organized  economy.  Money  payments  and  prices 
serve  as  a  device  by  which  householders,  acting  in  their  capacity  as  consumers, 
tell  others  about  their  preferences  for  different  products  and  for  different  types  of 
productive  services,  it  also  serves  as  a  device  by  which  businesses,  acting  in  their 
capacity  as  producers  of  products,  tell  householders  what  productive  services  are 
wanted  by  the  community  and  how  much  householders  must  give  up  to  obtain  the 
products  that  they  want. 

...  We  can  think  of  householders  as  transmitting  directions  to  businesses 
about  (1)  what  products  they  want,  and  (2)  what  productive  services  they  are 
prepared  to  supply.  When  these  two  bodies  of  information  are  coordinated  by  the 
business  firms  and  considered  in  connection  with  the  schedule  of  available  tech¬ 
niques  for  producing  products,  it  is  possible  for  an  economy  not  having  a  central 
planning  board  to  solvo  the  economizing  problem.  Prices  and  money  payments 
take  tho  placo  of  a  central  authority  in  directing  the  economy,  that  is,  in  allocating 
scarce  resources  among  their  many  alternative  uses. 


From 

COMPARATIVE  ECONOMIC  SYSTEMS* 

By  William  N.  Loucksf 


Economic  planning  in  the  Soviet  economy  neither  implies  a  willingness  to 
accept  tho  totality  of  the  rosults  of  the  decisions  of  separate  economic  units  and 
then  call  this  a  "plan,"  nor  proceeds  by  projecting  existing  trends  into  the  future 
and  then  developing  tho  details  of  the  plan  around  these.  The  former  idea  of 
planning  is  often  held  by  the  promulgator  of  economic  plans  in  a  capitalistic 
economy.  Planners  under  capitalism  sometimes  contend  that  an  economic  bureau 
should  estimate  what  tho  totality  of  the  decisions  of  the  individual  and  competing 
enterprises  in  tho  economy  will  be,  or  what  it  ought  to  be  if  each  enterprise  were 
to  follow  its  profit  interests.  This  then  becomes  the  plan,  either  because  it  is  about 

|’a(  ihVmiv  this  )KM.k  was  written  the  author  was  Professor  of  Economics,  Wharton 
S«  h«*.i.  University  «f  Pennsylvania. 
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what  W//haPPen’  or  because  some  effort  is  made  to get  it  to  happen^  reportina 
lronr,m0mfPrehentIVe  f'nd'n9S  b3Ck  tC)  the  individual  enterprises.  Clearly  ft*  £ 
Nor^Lfr^CaSttn?’  n0t  economic  Plann'n9  in  any  real  sense  of  the  term 

P  nn'n9  C°nSiSt  0f  pushin9  t^nd  lines  into  the  future  and  then 
labeling  them  economic  plans.  Rather,  its  essence  is  the  choosing  of  comprehen 

!'V®  r9°als  (whlch. are  not  mere|y  Projected  trends)  and  the  apportioning9  toie 

Whifp  iH^COn°TIC  Un'tS  °f  the  specific  tasks  involved  in  achieving  these  goals 
While  it  ,s  true,  of  course,  that  the  setting  of  comprehensive  goals  must  be  related 

of  maOh L  98  38  ^  qTtitieS  3nd  qua,iti®s  0f  rea°urces,  amounts  ancTkinds 
t  t  .  ery  passesse(t.  the  status  of  the  technique  of  production  and  the  quan 

?  ,a?°r’  S0Vi6t  Plannin9  ttaSi  nevertheless,  proceed^ by  the 
periodic  adoption  of  goals  which  in  no  sense  are  arbitrary  projections  of  past  trends 
of  production.  The  plan  becomes  the  substitute  for  markets,  and  relatively  frte 

Z.  H°lPntCeS  th6re0n<  35  th6Se  exist  in  a  «ptalbt  economy.  * 
hU9th  ^  ’T’  f,conom/c Pining  denotes  a  restricted  scope  of  plans  this 

for  canita!  T  thetS°V,et  6C°n0my-  adMon  t0  Producer.  SChed 

for  capital  investment,  plans  for  domestic  and  foreign  trade,  financial  plans’  taxa 

t'on  plans’  and  other  strictly  economic  plans,  the  Rve-Yea  Ptens  have  inclS 
programs  for  public  health,  education,  recreation,  and  a  git  variety  of 

“soria?aro  10  S°C'a  a"d  CUltUral  phases  °f  the  nation’s  We-  Hence  the  express^ 
tha  ^  M?0rn,CoPlannin9”  rather  than  mere|y  “economic  planning”  isied  in 
the  Soviet  Union.  Since  all  cultural,  educational,  health,  and  similar  activities  both 

prrron  and  partially  determine 

t'  '  y  w°rk®rs’  th®y  hav®  a  d0UDle  relatl0n  to  economic  planninq  To  neolect 
them  would  be  to  disregard  sectors  of  the  nation’s  life  within  which  unplanned 
developments  we"  might  throw  planned  portions  of  the  e^^tlS 
balance.  It is  clear,  of  course,  that  defense  facilities,  space  exploration  projects 

forcTehfullviUfLltCi?hiPlf,?nio9  ^  S°Viet  Union  has  been  summarized 
si  t  t’  S°Viet  ec°nomic  p,an  is  a  gigantic,  comprehen- 

ii0USSRithnothnd  inStitutio"®in 

136.' Harry  Schwartz’  Soviet  Economy,  Prentice-Hall,  Englewood  Cliffs,  N.J.,  1958,  p. 
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BUSINESS  AND  GOVERNMENT* 

By  Marshall  £.  Olmockf 


Can  the  economy  remain  stable  and  yet  move  forward  under  a  democratic  form 
of  government?  The  liberal-democratic  viewpoint  asserts  that  this  is  possible  but 
dots  not  minimize  the  intelligence  and  good  will  that  are  required  to  effect  the 
bftlftoce.  Can  government  and  the  Big  Three  of  industry,  labor,  and  agriculture 
team  to  concentrate  on  long-range  as  contrasted  with  immediate  advantages,  and 
can  national  economic  goals  be  democratically  attained?  .  .  . 

♦  *  *  #  * 

Tho  two  large  questions  involved  in  the  determination  of  broad  objectives  are 
what  to  do  and  how  to  do  it.  The  most  important  aspect  of  the  matter,  however, 
is  who  is  to  make  tho  decisions,  and  the  answer,  of  course,  is  that  they  must  be 
made  cooperatively.  Society  is  already  organized  into  major  groupings,  as  has 
repeatedly  been  shown,  and  these  are  ready-made  for  the  task  at  hand.  Of  these, 
business  and  government  are  the  two  largest  and  their  effective  collaboration  is 
tho  major  element  involved.  But  the  economy  can  also  be  broken  down  into 
consumers,  farmers,  workers,  and  industrialists;  and  each  of  these  groups,  in  turn, 
can  bo  still  further  subdivided.  The  problem  is  to  secure  the  maximum  of  voluntary 
cooperation  consonant  with  effective  operation  and  continuous  accomplishment. 

No  one  segment  of  the  economy  by  itself  has  either  the  right  or  the  ability  to 
make  nationally  applicable  determinations.  No  one  segment  has  the  organization, 
tho  skill,  or  tho  representative  character  needed  to  make  decisions  affecting 
everybody,  Range  of  vision  is  necessarily  limited  rather  than  comprehensive.  Thus 
government,  speaking  for  everybody  and  so  far  as  possible  reconciling  every  point 
of  view,  is  tho  only  agent  oven  partially  qualified  for  such  a  task.  Government  is 
host  fitted  to  achieve  tho  goals  of  the  economy  because  it  is  influenced  by  and 
speaks  (potentially,  at  least)  for  all  members  of  the  community,  has  a  national  and 
international  viewpoint,  and  the  authority  and  prestige  to  act  as  a  catalytic  agent 
among  all  groups,  Nevertheless,  government  alone  suffices  only  a  little  better  than 
a  particular  economic  grouping  because  unilateral  governmental  responsibility 
breeds  a  degree  of  authority  indistinguishable  from  total  and  autocratic  rule.  There 
is  no  escape,  therefore,  from  the  conclusion  that  cooperation— difficult  and  cum¬ 
bersome  as  it  sometimes  is— offers  the  desirable  formula. 

*  *  *  *  * 


Psychologically,  it  seems  more  characteristic  of  people  identified  with  power 
blocs  to  emphasize  team  spirit  within  their  own  group  and  competition  with  other 
power  blocs  than  to  seek  a  higher  level  on  which  national  goals  transcend  group 
objectives,  tho  situation  is  aggravated  by  the  fact  that  as  such  institutional  group¬ 
ings  become  larger  and  more  powerful,  the  difficulties  of  rising  above  class  loyal¬ 
ties  apparently  become  oven  more  acute.  Thus  as  shown  in  the  c  ap  ers  on 


*  tm.trn  k  K ,  ttwkintwi end (kwtrnment, copyright  (c>  1949,  l®5^> i,957’  196l-Holt- 
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r  At  Otr  *»«'*  tie,  i«mk  was  written  the  ‘‘^"islutuTand  Lnsukint  to"ht  federal 
y.*rk  t  :mv-.,itv.  .t  termer  representative  in  a  state  temslature,  and  consultant 
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2  In  ?  concentration  of  corporate  power,  both  economic  and  political 
influence  seem  to  gravitate  to  fewer  and  more  powerful  managers  and  financiers- 
as  shown  m  he  chapters  on  organized  labor,  industrial  unions  operating  through 
national  amalgams,  result  in  class  consciousness  and  power  politics;  and  a  simitar 
situation  appears  in  the  agricultural  segment  of  the  economy  where  farmers  have 
become  well  organized,  class  conscious,  and  politically  highly  effective 

Dower^n  5”  **  **  nati°n’ therefore’  is  a  9rowi"9  concentration  of 

power  in  the  hands  of  one  or  more  of  the  major  power  blocs  which  comprise  the 

Dolitica7LrCflCOmPafni^  by  3  Partial  °r  perhaps  even  a  complete  eclipse  of  the 
political  influence  of  other  power  blocs.  For  example,  if  the  antitrust  laws  cannot 

com7Xnm°re  e.?!!CtiVe  instruments  in  Preventing  concentration  and  enforcing 
competition,  small  business,  which  is  middle  class,  may  be  progressively  reduced 
m  economic  and  political  influence.  Or  present  attempts  to  work  ott  a  peaceful 
accord  between  tabor  and  management  may  prove  so  slow  and  unrewarding  that 

OS6™  ^  75T  Wi"  be  tempt6d  *°  ^ the  <*«""»  ^  ooSSSSd  ite 

illhe  expense  of  opponent,  in  which  case  the  support  ofthe 
arm  bloc  would  become  a  pnze  to  be  sought  as  a  major  ally  by  both  sides. 

*  *  *  *  * 

Pr°9ram  t0  determine  common  goals,  far  greater  difficulty  is  likely  to  be 
od!  nf7tred  T  Secunn9. cooperative  leadership  than  in  devising  workableTneth- 
anrimi  1  ma  Orfnizatlon-  Statesmanship  will  be  required  in  industry,  labor  and 
,0  ^7  38  Wt  “  'n  Washington,  and  this  quality  is  everywhere  scarce.  Only 
JIhLni  yearSbaI6  economic  leaders  begun  to  be  broadly  trained,  and  even 

tion  ahShT'  Ith6  dUtlSS  °f  rUnn'n9  8  business.  a  trade  union,  or  a  farm  organiza¬ 
tion  absorb  so  large  a  part  of  the  executive’s  total  time  and  energy  that  it  is  hard 

for  h,m  to  his  mind  to  matteis  which  horde,  on  hie  hoeing  murS  S 

Thta  ta  maJ°r  P?  °f  h'S  attention  on  na«onal  and  international  problems. 

This  is  a  chief  reason  that  no  pressure  group,  no  matter  how  broad  its  clientele 

®  equipped  to  define  goals  for  the  economy  as  a  whole.  And  yet  the  difficulty  must 

,n  °T‘ "r^r?'3  ***  «  »  >»  "to*  if  «»  Me-RrTs' 5S 

regimentation  A  "T°9e,her  slan1’  anC  6  voluntary  cooperation  is  to  forestall 

.  '"lerr"s  of  the  organization  of  business,  it  seems  clear  that  leaders  who  will 

t0  ,matterS  °f  nati0nal  0r  even  international  concern 
economy  P°S' tl0nS  0f  authority  in  their  respective  segments  of  the 
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ECONOMICS  OF  THE  BUSINESS  FIRM* 

By  Joseph  D.  Coppock\ 


.  .  .  Sometimes  it  is  suggested  that  money-making  is  just  one  of  the  firm’s 
aims,  even  a  minor  one.  It  is  contended  fairly  frequently  that  the  firm  is  striving 
primarily  to  provide  service,  progress,  good  working  conditions,  the  material  requi¬ 
sites  of  culture,  human  freedom,  national  defense,  etc. 

Even  though  the  activities  of  the  firm  may  contribute  importantly  to  these  goals, 
it  may  be  questioned  whether  in  fact  the  firm  is  actually  pursuing  such  goals. 
Occasional  actions  apparently  having  no  immediate  influence  on  profits  can  often 
be  correctly  interpreted  as  intended  contributions  toward  future  profits,  or  as 
lapses  in  the  pursuit  of  profits.  Managers  and  owners  might  be  ever  so  philan¬ 
thropic,  public-spirited  or  religious  as  private  citizens,  but  their  role  in  the  business 
firm  would  seem  to  be  that  of  profit-seekers.  Undoubtedly  individuals  are  not 
always  able,  or  do  not  wish,  to  keep  their  roles  distinct.  It  seems  correct,  as  a 
general  proposition  .  .  .  that  not  only  is  the  business  firm  the  dominant  profit- 
seeking  organization  in  capitalist  society  but  also  that  it  is  dominantly  a  profit- 
seeking  organization. 

By  its  drive  for  profits  the  firm  plays  its  part  in  the  capitalist  economy.  The  drive 
for  profits  promotes  the  efficient  use  of  resources.  Profit-seeking  means  striving 
for  a  net  income — a  net  revenue  above  costs — regardless  of  how  the  revenues 
or  costs  are  calculated  in  particular  instances.  In  a  money-exchange  economy, 
the  effort  to  secure  command  over  scarce  goods  and  services  consists,  in  the 
main,  of  a  drive  for  net  income,  i.e.,  profits  in  the  case  of  the  business  firm. 
Profit-seeking  is  the  motive  force,  the  sine  qua  non,  of  the  free  enterprise  eco¬ 
nomic  system.  It  is  the  counterpart  of  coercive  power  in  the  authoritarian  economy, 
or  of  the  love  of  one’s  fellow  man  in  the  utopian  cooperative  commonwealth.  .  .  . 

***** 

...  If  people’s  competitive  instincts  as  well  as  their  cooperative  inclinations 
can  be  harnessed,  without  significant  personal  or  social  losses,  so  as  to  put  things 
and  people’s  efforts  to  uses  which  will  cause  the  total  of  want-satisfying  goods 
and  services  to  be  increased,  people  as  consumers  will  be  better  off. 

.  Since  it  seems  that  many  people  are  inclined  to  struggle  for  superiority 
over  their  fellows  in  one  way  or  another,  as  well  as  to  cooperate  with  them,  it  is 
highly  important  that  both  of  these  dispositions  be  directed  into  channels  which 
are  widely  considered  constructive  rather  than  destructive.  A  combination  of  per¬ 
suasion  and  compulsion  seems  to  be  required.  The  competitive,  free  enterprise 
economic  system,  which  relies  upon  the  pricing  mechanism  to  provide  rewards, 
and  which,  when  combined  with  strong  but  limited  government,  makes  the  rewards 
generally  unobtainable  by  unsocial  means,  enables  those  who  perform  highly 
desirable  services  to  obtain,  temporarily  at  least,  somewhat  more  than  average 


*  By  permission  from  Economics  of  the  Business  Firm ,  by  Joseph  D.  Coppock.  Copyright 
1959.  McGraw-Hill  Book  Company,  Inc.  (Excerpts  from  pp.  5-6,  21-22.) 

t  At  the  time  this  book  was  written  the  author  was  Professor  of  Economics  in  Earlham 

College-  runt  library 
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rewards  and  encourages  the  influx  of  factors  into  these  lines.  It  makes  extremes 

",an  a',e'a9e  ra"a,ds  by  ,hosa  ’,ho  do  nM  rendsr 

The  business  firm,  operating  within  the  free  enterprise  framework  provides  verv 
<°\*»*  «***"«.  even  combative.  indhrtto^Sn?^ 
mnc^r  S“'allV  ''alua6te  ”ays' The  '"S’31  ™™l  bodes  of  a™ oiSy ie 

Lum  the!.'™1'9"?63 ™  thS  ,0rms  of  nvalrv  and  determine  in  considerable  mea- 
p  pects  of  having  a  successful  free  enterprise  or  capitalist  system. 


From 

THE  CORPORATION  IN  A 
DEMOCRATIC  SOCIETY* 

By  Adolf  A.  Ber!e\ 


‘  '  ne  conventional  objections  to  reasonable  planninq  (we  can  all  recite 

em  b^heart)  already  have  boiled  down  to  the  residual  platitudinous  dreqs  Dro 

SES IZ0”*0"  P,aSldWS  ^  -  oomLrce  matr^pX 

Ineluctable  fact  here  meets  obsolete  shibboleth.  The  fact  is  that  the  profit 
mot.ve,  organized  through  great  corporations,  can  do  many  things  and  d°  E 

»e  r  S  aBmoLd°eS  n<>,  *  T  aW,“My  5CtS 

are  essential  if  a  modern  economy  (and  business  as  an  essential  Dart  of  ill  is  to 
progress.  The  profit  motive,  like  all  social  devices  has  certain  limits  Specifically 

SE  o,CneePd  “ ,d,,,0U, aPParSn'  “ ca""°* 

rsMbu,ors.2La:rr,;^ 

not  readily  calculalt^uldb?^  of  the+Northwest-  The  indirect  effects,  though 
mo  reaaiiy  calculable,  could  be  very  great,  eventually  impinginq  on  a  larae  sector 

of  the  population.  In  these  contingencies,  we  think  to  be  sure  abou^lnn^ 

fhatnthe 'fluctuations  StT 
Planned  system  are  unbearably  inhuman.  In  extreme,  r^SSZSL^  m 


lumbia  Law  School,  a  corpo^tetewyeVcowate  d^cCanTg°o™  31  ^ 
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worse:  the  unplanned  system  is  inadequate.  That  would  be  the  last  word  in  damna¬ 
tion.  The  unforgivable  sin  of  any  government,  economic  as  well  as  political  is 
inability  to  govern. 

It  follows  that  the  first  brush  in  the  evolving  conception  of  state-corporate 
relations  will  be  on  the  subject  of  planning  for  stability.  As  always,  the  choice  will 
lie  between  taking  the  evolution  as  light — or  as  lightning. 

The  allied  subject  of  this  evolution  will  relate  to  allocation  of  resources.  Already 
it  is  clear  to  economists  and  is  dawning  on  financial  writers  that  mere  “production 
is  not  an  answer.  Production  differs  in  valence.  Creation  of  a  good  housing  devel¬ 
opment  has  a  higher  valence  than  production  of  plastic  toys  or  electric  cocktail 
shakers,  whatever  the  dollar  figures  may  be.  .  .  .  The  economic  cliche  has  always 
been  that  the  public  showed  what  it  wanted  by  what  it  paid  for.  The  fact  is  that 
it  buys  what  it  can,  often  taking  something  it  wants  less  because  it  cannot  get  at 
a  viable  price  certain  goods  or  services  it  wants  far  more.  In  pleasanter  theoretic^ 
terms,  the  unguided  profit  economy  is  showing  a  number  of  air  pockets  in  which 
vivid  wants  go  unfilled,  while  lesser  wants  are  taken  care  of. 

Third  in  this  list  will  be  allocation  of  resources  to  those  human  activities  which 
are  not,  and  perhaps  never  have  been,  carried  on  within  a  private  profit  system. 
Medical  care,  good  teaching,  creation  of  an  adequate  supply  of  public  servants 
who  are  scientists,  doctors,  or  engineers— not  to  mention  reasonable  provision 
of  decent  instead  of  meretricious  drama  and  art — all  fall  within  this  field.  .  .  ■ 

*****  . 

Social  accounting,  a  new  subject  and  a  new  device,  will  be  a  developed  and 
accepted  tool  in  this  future  towards  which  we  are  looking.  Let  us  suppose  the  case 
of  a  company  transferring  a  plant  from,  say,  central  New  York  to  Alabama  (as 
General  Electric  might  do  with  its  Schenectady  plant).  This  operation  leaves  at 
best,  a  trail  of  human  and  community  damage  behind  it.  The  operation  conceivably 
might  yield  the  transferring  company  a  higher  profit— indeed  this  calculation  would 
have  lain  behind  the  transfer.  But  this  does  not  eliminate  the  losses.  It  merely 
means  that  the  social  expenses  are  paid  in  some  other  form  or  by  someone  else. 
The  men  thrown  out  of  work  would  draw  from  unemployment  insurance.  Some 
families  would  draw  relief.  First-rate  managements  endeavor  to  minimize  these 
losses  now — but  they  are  never  wholly  avoidable.  Mortgages  or  other  debt  in  the 
area  would  go  unpaid  or  only  partly  paid;  the  losses  would  be  borne  by  the  banks, 
the  tradesmen,  the  creditors,  the  community  tax  roles,  and  Social  Security  funds. 
Savings  of  some  families  would  be  wiped  out;  they  would  thus  pay  part  of  the 
expense.  If  all  the  bills  thus  paid  were  added  up,  it  might  well  be  discovered  that 
that  transfer,  whatever  its  impact  on  the  financial  account  of  the  company,  on 
balance  worked  out  a  net  loss  to  the  entire  community.  At  this  point,  financial 
planning  enters.  It  might  literally  be  cheaper  to  work  out  tax  relief  or  government 
orders  or  other  form  of  aid  than  to  allow  the  plant  to  move.  A  generation  from  now 
considerations  of  this  kind  will  be  adequately  briefed  and  sufficiently  calculated 
so  that  labor  unions  and  corporations  as  well  as  local,  state,  and  Federal  govern¬ 
ment  units  will  understand  them.  With  understanding  there  should  come  a  measure 
of  capacity  to  handle  forces  and  events  with  greater  efficiency. 

In  all  these  and  similar  operations,  the  state  necessarily  enters.  Meeting  its  own 
assignment— that  of  developing  a  planning  mechanism  insulated  from  conven¬ 
tional  political  influences,  and  of  maintaining  separation  of  the  all  too  compulsive 
state  from  the  private  business  mechanism — will  take  a  good  bit  of  doing.  Yet  the 
outlines  of  the  problem  are  fairly  clear  even  today.  .  .  . 
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PLANNING  FOR  FREEDOM* 

By  Ludwig  von  Mises\ 


of  capitalism  are  **  evidence  of  the  failure 

market.  ...  ^  e  of  alle9edly  social  interference  with  the 

aimed  at.  whether  such  policies  can  really  attain  the  ends 

allyTM^^  factors  that  mutu- 

compulsion,  i.e.,  the  state  certainlv  hac  th  he  social  aPParatus  of  coercion  and 
government  or  agencies  in  which  m'9htt0  Interfere  with  the  market.  The 

indulgence,  has  vested  the  power  to  Mniv^611!’  6'ther  by  le9al  pnvile9e  or  by 
a  position  to  decree  that  certain  market  nh/  V'°  ent  Pressure  with  impunity,  are  in 
do  not  bring  about  the  are  illegal- Butsuch  measures 

not  only  render  wants  *>  attain.  They 

disintegrate  the  market  system  altoaShlr  lh  ^  f°r  th®  lnterferin9  authority.  They 
about  chaos.  X  altogether,  they  paralyze  its  operation,  they  bring 

38  -satisfactory,  one  must 
socialism  is  not  the  suSect  matter  nf  h  '!  What  the  socialists  *">  at.  But 
deal  with  interventionism  L  wfth  var  meet,nfl  8  discussion-  I  was  invited  to 
operation  of  the  market  system  not  ito^iilhTT98  des'9ned  to  improve  the 
is  that  such  measures  must  needs  brinn  Hh°  ?h  '*  alt°9ether-  And  what  I  contend 

of  their  supporters  are  more  undesirable^hanlhf8^ Wh'Ch from  the  P°intof  view 
wanted  to  alter.  noesirable  than  the  previous  state  of  affairs  they 

market  with  its  pliceJlMhJsteerinTme?^0^  d°  fn0t  comprehend  is  that  the 
Flexibility  of  commodity  prices  waae  ratS  TT  ?f  th®  free  enterPrise  system, 
adapting  production  to  the  chanaina  rnnri-f  n  Interest  rates  is  instrumental  in 
in  discarding  Th2 «"« 

brought  about  by  the  interalav  of  tL  fn  J °  ,f  these  adjustments  are  not 
ba  enforced  by'geverS,  ^  "“T’  ,h<* 

— —  o.  mis  means  full  government  control. 

•MD™  bn*.,  Sosa,  Holland.  Ill.  ,952  pp.  7_,.  14_17, 

t  Professor  von  Mi’qpc  ic  *  .  . 

Europe,  South  AnteHca^fS 
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Thoro  is  no  middle  way.  The  attempts  to  keep  commodity  prices  rigid,  to  raise  wage 
ratos  and  to  lower  interest  rates  ad  libitum  only  paralyze  the  system.  They  create 
a  state  of  affairs  which  does  not  satisfy  anybody.  They  must  be  either  abandoned 
by  a  return  to  freedom  of  the  market,  or  they  must  be  completed  by  pure  and 
undisguised  socialism. 

Tho  inequality  of  income  and  fortunes  is  essential  in  capitalism.  .  .  .  Profits  and 
low  withdraw  the  material  factors  of  production  from  the  hands  of  the  inefficient 
and  convey  them  into  the  hands  of  the  more  efficient.  It  is  their  social  function 
to  make  a  man  the  more  influential  in  the  conduct  of  business  the  better  he 
succeeds  in  producing  commodities  for  which  people  scramble. 

.  .  ,  Would  the  consumers  be  better  and  more  cheaply  supplied  if  the  law  were 

to  prevent  the  most  efficient  entrepreneurs  from  expanding  the  sphere  of  their 
activities?  t  he  answer  is  clearly  in  the  negative.  If  the  present  tax  rates  had  been 
in  effect  from  the  beginning  of  our  century,  many  who  are  millionaires  today  would 
live  under  mom  modest  circumstances.  But  all  those  new  branches  of  industry 
which  supply  the  masses  with  articles  unheard  of  before  would  operate,  if  at  all, on 
a  much  smaller  scale,  and  their  products  would  be  beyond  the  reach  of  the 
common  men. 

f  he  market  system  makes  all  men  in  their  capacity  as  producers  responsible 
to  the  consumer  I  fns  dependence  is  direct  with  entrepreneurs,  capitalists,  farm¬ 
ers.  iirul  professional  men,  and  indirect  with  people  working  for  salaries  and 
wages  f  he  economic  system  of  the  division  of  labor,  in  which  everybody  provides 
for  his  own  needs  by  serving  other  people,  cannot  operate  if  there  is  no  factor 
adjusting  the  producers'  efforts  to  the  wishes  of  those  for  whom  they  produce. 
If  dm  market  is  net  allowed  to  stoer  the  whole  economic  apparatus,  the  govern¬ 
ment  must  dn  it 

.  .  .  there  it;  no  other  means  to  attain  full  employment,  rising  real  wage  rates 
and  a  high  standard  of  living  for  the  common  man  than  private  initiative  and  free 
enterprise 

4s  $  $  • 

An  tho  hhK  ntylori  “progressives’ 1  see  things,  the  alternative  is;  automatic 
fi t  “connaouH  planning.”  It  is  obvious,  they  go  on  saying,  that  to  rely  upon 
mitorwito:  m  sheer  stupidity.  No  reasonable  man  can  seriously  recom- 

nwmt  doing  nothing  and  lotting  things  go  without  any  interference  through  purpos- 
t mi  notion  A  plan,  by  the  very  fact  that  it  is  a  display  of  conscious  action,  is 
mmumrMi  mpmm  to  the  absence  of  any  planning.  Laissez  fair©  means:  let 
mil%  \mt  and  do  not  try  to  improve  the  lot  of  mankind  by  reasonable  action. 

thin  m  utterly  fallacious  and  deceptive  talk.  The  argument  advanced  for  pla  - 
nine,  in  derived  entirely  from  an  inadmissible  interpretation  of  a  metaphor,  it  has 
nr*  foundation  other  than  tho  connotations  implied  in  the  .term  automate,  which 
m  customarily  applied  in  a  metaphorical  sense  to  describe  the  market  pro- 


thn  truth  is  that  tho  choice  is  not  between  a  dead  mechanism  and  a  rigid 
automatism  nr.  the  one  hand  and  conscious  planning ' 
alter  mitivo  is  not  plan  or  no  plan.  Tho  question  is:  whose  planning 
member  of  society  filar,  for  himself  or  should  the  Paterf'^ 
tor  air>  Him  issue  is  not  automatism  versus  conscious  action,  rtts 

mdmtkml  versus  the  exclusive  action  of  the  government.  It  is 


ttomfom  versus  government  omnipotence. 


’  ""  «*  .»  Fo*»  De«o„s 

■«  »ir:eirh,anicaL,orces  «•«•■■  > — « 

and  let  them  determine  what  the  entrepreneurs  Thn  f°Cial  dlv,sl0n  of  ,abor 
let  the  government  alone  choose  and  enfr,  S^.0U  d  Produce-  Planning  means- 
coercion  and  compulsion  f°rC6  'tS  ru,in9s  ^  the  apparatus  of 

People  “really”  nleJbuUhose  goods  from  J°0ds  produced  are  not  those  which 
are  expected.  It  is  the  objective  of  planninn  tn  n-Sa  t  °f  Wh'Ch  the  hi9hest  returns 
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OUR  NATIONAL  GOALS— THE 
HARD  CHOICES* 


By  Leland  Hazard\ 


if  they  go  the  other  way,  more  discipline  SwTh  Way’  W®  wi"  have  more  freedom; 
more  automobiles,  more,  education  of  the  n  have. more  hospitals,  more  people, 

retirement— all  of  these  will  be  freedom  of  a  undlscnminatin9  kind,  more 

for  more  theaters  (symbolic  of  all  the  human  t"  P  30 10  utllize  our  resources 

P«.opl.,  more  graceful  urbanism  ^  Sp,Ce 

skills  of  older  persons,  and  more  ^  ;  more  appreciation  for  the 

themselves  for  the  changing  future— if  we  plan  for  y°Un9  equip 

more  discipline.  P  for  these  thin9s,  then  we  must  have 

administer  this  dSiptne^ArnTrai^fsoecteT^-S  th®  term?  And  who  is  to 
who  will  makesure  that  B/other?”  lf  itis  notthat- 

must  ‘do  something”  about  current  tranHc  ■  '  °  Sh°rt’  Who  is  the  somebody  who 
Questions  like  thes^while^erfectlv  snnnri  °Ur  eC°n°my  and  in  our  « 
of  America.  We  tend  to  distrust  lea^ershio  WaT00'71,®  r'9ht  °Ut  of  the  fo,k  thou9ht 

of  leaders  the  responsibility,  the  obligation  aiJnh?10*8"* t0 PlaC® in the hands 
choices.  igation,  and  the  power  to  make  worthwhile 

«• — - 

accepting  one  of  three  concepts  ofPaovemmpnt  °nia  S  'n  America  struggled  over 

racy.  Democracy  won  out-hallomet  TL or  democ- 
dents  of  the  United  States  (I  won’t  name  th  yt*  ^  we  ook  a*  strong  presi- 
we  will  see  more  identity  than  will  usually  be^dmitted  bet  ^  Wh°  th®y  were)' 
men  °fa"  the  a9es— whatever  the  form  of  go Jernment* 360  ^  Str°n9 

.'Sri1 1 

Sautca™:1'  ST***  Jflass.  ^pany,  Vice-Chair- 

rnegie-Mellon  University.  ^  Industrial  Administration  and 


p.  A.  Weber  Company ,  Incorporated  /  Readings  819 

Ask  yourself  what  the  alternative  is  to  leadership.  Must  we  be  constantly  fearful 
of  leadership?  Must  we  believe  that  choices  can  be  made  only  in  the  marketplace, 
only  at  the  polls,  only  in  the  political  process?  If  so,  we  then  run  the  risk  of 
conceding  that  extreme  proposition  about  American  pragmatism  that  the  truth 
is  what  no  one  will  vote  against.  This,  I  think,  can  lead  only  to  a  deadly  mediocnty, 
and  then  on  to  social  failure. 

The  marketplace  is  perfectly  adequate  for  allocating  some  things.  It  can  decide 
styles  of  women’s  hats,  the  length  of  dresses,  or  whether  shoes  should  have 
pointed  or  blunted  toes.  But  the  marketplace  cannot  decide  spiritual  questions. 
The  marketplace  cannot  decide  and  select  and  choose  among  the  truths  or  the 
untruths  by  which  men  live  or  die. 

So  who  is  to  assert  this  leadership?  Does  business  have  a  role  to  play?  Is  our 
choice  that  of  doing  nothing  or  of  having  the  government  take  action? 

My  feeling  is  that  in  other  societies  leadership  in  cultural  matters  does  come 
from  nongovernmental  sources.  The  European  businessman,  for  example,  is  in¬ 
clined  to  think  about  cultural  affairs.  I  do  suspect  that  the  oncoming  generation 
of  American  businessmen— particularly  those  who  have  been  trained  in  the 
schools  which  are  now  stressing  the  arts— will  be  willing  to  make  qualitative  judg¬ 
ments  in  the  fields  of  the  arts.  , 

But  for  now,  government  leadership  is  probably  necessary  to  make  the  hard 
choices  that  we  as  a  people  would  find  difficult  to  make  for  ourselves. .  .  . 

In  itself,  government  leadership  is  not  necessarily  something  to  be.  afraid  of. 
The  U.S.  Land-Grant  Acts  of  1862  and  1890  established  the  federal  land  subsidies 
which  were  the  beginning  of  many  of  our  great  state  universities.  And  yet,  after 
a  hundred  years,  education  in  the  land -grant  colleges  is  as  fr ee  as  it  is  in  the  private 
institutions. 

The  truths  by  which  men  live  have  not  been  developed  on  playing  fields. 
They  have  been  developed  in  theaters,  in  great  debates,  and  in  the  lonely  strug¬ 
gles  of  lonely  thinkers. 


From 

THE  CORPORATION  IN  A  DEMOCRATIC 
SOCIETY:  IN  WHOSE  INTEREST  OUGHT 
IT  AND  WILL  IT  BE  RUN?* 


By  Friedrich  A.  Hayek\ 


My  thesis  will  be  that  if  we  want  effectively  to  limit  the  powers  of  corporations 
to  where  they  are  beneficial,  we  shall  have  to  confine  them  much  more  than  we 
have  yet  done  to  one  specific  goal,  that  of  the  profitable  use  of  the  capital  en- 


*  By  permission  from  Management  and  Corporations  1985,  by  Melvin  Anshen  and  George 
L.  Bach  Copyright  1960.  McGraw-Hill  Book  Company,  Inc.  (Excerpts  from  pp.  100-101, 104-7, 
116-17.) 

f  The  author  is  Professor  of  Economics  at  the  University  of  Chicago. 
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for  Specific  ends  other  than  those  of  a^lonon?™™"0"?' '°  ““  tt>,ir  resour“s 
capital  placed  under  their  control  whth ?f w Tlaximi2atl0n  °f  the  return  on  the 

and  socially  dangerous  powers  and  that  the  fa<ih°  C°h|er  UP°n  them  undesirable 
should  be  guided  by  Sconside Sn5  fash.onable  doctrine  that  their  policy 
results.  7  considerations  is likely  to  produce  most  undesirable 

energy  andresourc^  the  caP®citV  to  direct  the 

not  share.  The  corporation  that  has  [.  alues  wh'ch  those  others  do 

profitable  use  has  no  power Vo bew*9  T  P?'"9  asseta  t0  the  most 
in  the  service  of  the  values  of  others  It  i<s  no  h  °  va  ues’  *  administers  resources 
should  desire  to  be  able  to  pursue  values  which  tLTth-  tural. that  mana9ement 
they  need  little  encouragement  from  nuhiir  J,?h- th  / think  are  imPortant  and  that 
aims.  But  it  is  just  in  thislhat  the  danner  J t°P ?t?n  .t0  lndulge  ln  these  “idealistic” 
lable  power.  .  .  .  |  shall  maintain  therof S  S  r  acciuiring  real  and  uncontrol¬ 
led1  regards  management  as  the  trusteeof  theVtockh1^951110116'1  conception' 
individual  stockholder  the  decision  whether  Inv  of ‘n dera  and  leaves  to  the 
of  the  corporation  are  to  be  used  TthfL  V  ‘heu  Proceeda  of  the  activities 

important  safeguard  against  the  acquisition  n7*t?f  h'9h6r  values’  is  the  most 
powers  by  corporations.  9  °n  °f  arbltrary  and  politically  dangerous 

interest  in  whose  Service3  theTndividilar90*3  f°r  the  position  of  the  dominating 
owners  of  the  equity Td \*e °U9ht  t0  be  conducted  ^ 
those  two  interests  rested  on  the  a«c  9+-’  ’  i  The  traditi°na(  reconciliation  of 
be  given  such  form  that  an  entemriS  rU,6S  0f  law  ca" 

also  serve  the  public  interest  best  ’  ^  9  at  on9'run  maxinr,um  return,  will 

fral  ““  "»  «*•-*»  and 

of  resources  gets  into  the  control  of  th*entert£sV»'l! ““I'  “l0ri9as  eadl  i,9m 
for  it,  it  will,  on  the  whole  also  hi  nllw  T  P  W,ll,n9 10  Pa^ the  highest  price 
to  the  aggregate  product  of  society  This  com*  T"  malle  the  lar9est  contribution 
that  each  firm  will  in  ite  decisionfc^l  °  ?  °n  ,S  baS6d  on  the  assumption 

directly  or  indirectly,  the  value  of  its  asset*  a  effects  as  wil1  influence, 

.*  the  question  Zl  »heS  a 

is  both  necessary  and  right  under  a  renimo  h  w  oc  a  y  beneficial.  ’  I  believe  this 
the  aggregation  of  so  ^1“°"  °f  'ab°r  and  that 

to  the  most  productive  use  is  not  apmoer  smrre  t^P  *  purP°se  of  Putting  them 
to  be  generally  socially  desirable  Si  irh  0  r5f for  exPend‘ture  which  is  thought 
the  voluntaiy  UnSKtS?"  Sh°uld  be  "ayea  *» 
raised  by  taxation.  *  °f  the  r  ,ncome  or  capital  or  out  of  funds 

devote  their  funds  to^uchHpurDoses^fl ^ °'fei7n  faV°r  0f.  allowin9  corporations  to 

erfbTb^ 

existing  circumstances  this  seems  to  be 
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for  what  many  influential  people  regard  as  important  ends.  This,  however,  seems 
to  me  not  to  be  an  adequate  argument  when  we  consider  the  consequences  that 
would  follow  if  it  were  to  become  generally  recognized  that  managements  have 
such  power.  If  the  large  aggregations  of  capital  which  the  corporations  represent 
could,  at  the  discretion  of  the  management,  be  used  for  any  purpose  approvea 
as  morally  or  socially  good,  if  the  opinion  of  the  management  that  a  certain  end 
was  intellectually  or  esthetically,  scientifically  or  artistically  desirable,  were  to  jus¬ 
tify  expenditure  by  the  corporation  for  such  purposes,  this  would  turn  corporations 
from  institutions  serving  the  expressed  needs  of  individual  men  into  institutions 
determining  which  ends  the  efforts  of  individual  men  should  serve.  To  allow  the 
management  to  be  guided  in  the  use  of  funds,  entrusted  to  them  for  the  purpose 
of  putting  them  to  the  materially  most  productive  use,  by  what  they  regard  as  their 
social  responsibility,  would  create  centers  of  uncontrollable  power  never  intended 
by  those  who  provided  the  capital.  It  seems  to  me,  therefore,  clearly  not  desirable 
that  general  higher  education  or  research  should  be  regarded  as  legitimate  pur¬ 
poses  of  corporation  expenditure  because  this  would  not  only  vest  powers  over 
cultural  decisions  in  men  selected  for  capacities  in  an  entirely  different  field,  but 
would  also  establish  a  principle  which,  if  generally  applied,  would  enormously 

enhance  the  actual  powers  of  corporations. 

*  *  *  *  * 

Unless  we  believe  that  the  corporations  serve  the  public  interest  best  by 
devoting  their  resources  to  the  single  aim  of  securing  the  largest  return  in  terms 
of  long-run  profits,  the  case  for  free  enterprise  breaks  down. 

I  cannot  better  sum  up  what  I  have  been  trying  to  say  than  by  quoting  a  brief 
statement  in  which  my  colleague  Professor  Milton  Friedman  expressed  the  chief 
contention  two  years  ago:  “If  anything  is  certain  to  destroy  our  free  society,  to 
undermine  its  very  foundations,  it  would  be  a  wide-spread  acceptance  by  manage¬ 
ment  of  social  responsibilities  in  some  sense  other  than  to  make  as  much  money 
as  possible.  This  is  a  fundamentally  subversive  doctrine.” 


23.  POLAROID  CORPORATION 


SYNOPSIS 

oid^Corporation'^demanded^th^f  pSS|aChvf6ttS  head<Juarters  of  the  Polai 

Africa.  A  multiracial  task  force  from  all  levels  of  J^laroicT688  V*  S°Ut] 
was  established  to  study  the  matter  and  tl™  of  Polar°ld  employmen 
After  sending  a  four-mln  team  to  learn  ,,COm™end  company  policy 
ployed  by  Polaroid’s  Qmn-h  ap  ■  ,.rn  t?le  wis^es  the  blacks  em 
mended  a  one year ^SmemT  the  *«k  force  recom 

materials  as  well  as  sunglasses  wouhiocf  t^hlch  amateur  photographic 
while  strides  would  be  made  in  hla^l-  ntlnue  ta  be  sold  in  South  Africa 
portion  of  profits  earned  in  South  Af  •  agCS  and  traming-  A  significant 

iSSJd  fro^°„Sta”S„£  7  “ij“i“combfS 

WHY  THIS  CASE  IS  INCLUDED 

ci  sr-  ‘t )epe,nden- 

$500  million  company  can  have  its  for,!!’  *1  d  C&n  observe  how  a 

*"«  ‘ >f  other  companies  in 
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DIAGNOSTIC  AND  PREDICTIVE  QUESTIONS 

The  readings  included  with  this  case  are  marked  (*).  The  author  index 
at  the  end  of  this  book  locates  the  other  readings. 

1.  Prior  to  October  1970,  why  was  Polaroid  doing  business  in  South 
Africa?  Among  all  the  organization  forms  Polaroid  might  have  used,  why 
did  it  work  through  a  distributor  for  cameras  and  film  and  through  a 

licensee  for  sunglasses?  cc  ocn 

Read:  *Kolde,  International  Business  Enterprise,  pp.  242-55,  2bu, 
277-78.  *Pessemier,  New  Product  Decisions,  pp.  8-10. 

2.  What  would  have  likely  happened  in  the  camera  and  film  business 
in  South  Africa  if  Polaroid  had  “pulled  out”  as  demanded?  What  would 
have  happened  in  the  sunglasses  business  had  Polaroid  pulled  out  . 

Read:  The  Kolde  reading  assigned  in  the  previous  question  and  re- 
call  what  you  already  know  about  distribution  from  the  field 
of  marketing. 

3.  What  options  are  open  to  an  employee  for  effectively  voicing  protest 
about  some  behavior  of  his  own  firm?  Compare  these  options  with  those 
open  to  an  owner  for  effectively  voicing  protest  (as  in  the  General  Motors 

case  cited  in  the  appendix).  .  . 

4.  Were  Miss  Caroline  Hunter’s  rights  violated — as  she  insisted 

when  she  was  dismissed  from  Polaroid?  „ 

Read:  Evan,  “Organization  Man  and  Due  Process  of  Law. 

5.  What  managerial  style  was  used  by  Polaroid  in  coping  with  the 

issue  raised  by  the  protestors?  . 

Read:  *Eells  and  Walton,  Conceptual  Foundations  of  Business,^  pp. 
360-63.  Follett,  “Constructive  Conflict.”  O’Donnell,  “The 
Source  of  Managerial  Authority.”  Newman  and  Summer,  The 
Process  of  Management,  pp.  439-48.  Drucker,  The  Future  of 
Industrial  Man,  pp.  32-38. 

6.  What  are  the  essential  differences  between  the  position  of  Dr.  Land 
(and  the  Polaroid  Corporation)  and  Mr.  Wates  (and  the  Wates  Construc¬ 
tion  Company — described  in  the  appendix)  vis-a-vis  doing  business  in 
South  Africa?  Why  do  they  differ? 

Review  carefully  the  January  13, 1971,  advertisement  by  Polaroid  and 
the  June  1970  press  release  by  Mr.  Wates.  Consider  the  status  of  each 
company  vis-a-vis  expansion  from  home  country  at  the  time  each 
document  was  written. 

Read:  *Lilienthal,  “The  Multinational  Corporation.  Hayek,  lhe 
Corporation  in  a  Democratic  Society:  In  Whose  Interests  Ought 
It  and  Will  It  Be  Run?” 

7.  In  what  sense  might  an  employer  in  South  Africa  feel  guilty  over 
the  results  of  the  apartheid  system  even  though  he  did  everything  per- 
missable  by  law  for  his  nonwhite  employees? 

Read:  *0’Connell,  “New  Credentials  for  Moralists.” 

8.  Why  is  it  that  Polaroid,  despite  its  public  record  of  social  responsi¬ 
bility,  found  itself  confronted  on  its  marginal  presence  in  South  Africa? 

Read:  *0’Connell,  “The  Tactics  of  Creative  Tension.” 


“  «*»»  ««  »  Po/fc,  Dec/sfo„s 

POLICY  QUESTIONS 

tionary°Mo’JemCTit  “dCTnand^^^c6^  5,  I!olaroid  Workers  Revolu- 

no.  respond  to  the  “deSnds"  buS  *  P°‘ar0id  ‘"Sisted  *«  “  W 
“is  i.  right  to  do 

assigned  your  response  to 
have  dismissed  Miss^unte? Wh^m6  Polaro*d  executive,  would  you 

signed  with  Questions  3  and  4  7  Y  ^  Reread  the  articles  «- 

oid  have  solved  th?  pr^lem^f  dofn^bus^6  and  ^rocess)  might  Polar- 
agree  with  the  Polaroid  approach?  fNnte^V?,80^ * Africa?  Do  Vou 
Polaroid  was  different  from°thtt?  afwaJsl  Sow  ^5  Pr°Cef  at 
managed  the  process?  Review  Question!  H  M  y°U  haVe 

one  outlined  in  its  exp^rimentTbatth ' 3lar°ld  bave  considered  than  the 
distributor)?  Do  you  agree  with  Poland  apartheid  from  within  via  its 
would  you  have  done?  Review  Ouecf  1  ®  choice  of  tactics?  If  not,  what 
tent  of  the  T/  Als°  COmPare  the  «»- 

beginning  of  the  app^ndS  mth  Mr'  Wates  ^ment  at  the 

of  the  yeardo?|  pS^expSmem6  the  CaSe  ab°ut  the  results 

cerning  doing  business  in  SoutZPri^wZ  *  C°n ‘ 

and  employees)  in  Soulh^fri???^  Y°U  PlaCG  &  subsidiary  (investments 
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education  give  you  ins^gh^l^^wh^t  addlti°nal  theories  from  prior 
Corporation?  As  to  what  might  be  \  a  g01,ng  °n”  ln  the  Polaroid 
16.  Other  than  the  polW  o7  et  Predl<Tted  to  haPPen  in  the  future? 
matic  ways  can  you  think  of  to  t°?S  a^ ked  by  the  authors,  what  prag- 
executives  in  the  caSe?  8tate  the  practical  Problems  faced  by 
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oid  - tb*  bulletin  boards  in  the  Polar- 

*  Copyright  1973  by  J.  J.  O’Connell. 
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black  Polaroid  employees,  Mr.  Kenneth  Williams  and  Miss  Caroline 
Hunter,  voiced  the  demands  during  a  noisy  midday  demonstration  out- 
side  Polaroid  headquarters  on  October  7.  They  acted  as  spokesmen  for 
the  Polaroid  Workers  Revolutionary  Movement  (P.W.R.M.)  and  repeated 
demands  for  total  withdrawal  from  South  Africa  even  after  Polaroid 
management  had,  on  October  21,  called  a  halt  to  all  direct  or  indirect 
sales  to  the  government  of  cameras  or  film  which  could  be  used  in  the 
apartheid-inspired  passbook  procedures  for  nonwhites  in  South  Africa. 


THE  POLAROID  CORPORATION 

Polaroid’s  South  African  operations  comprise  only  a  small  fraction  of 
the  $500  million  worldwide  sales  in  1970 — about  $1.5  million.  Polaroid 
has  no  investment  in  South  Africa  and,  technically,  none  of  its  10,000 
employees  is  stationed  in  South  Africa.  Frank  and  Hirch,  Ltd.,  is  the 
distributor  for  Polaroid  cameras  and  film  in  South  Africa.  The  same 
company  employs  some  200  blacks  producing  sunglasses  under  license 
from  Polaroid,  with  lenses  imported  from  Polaroid’s  U.S.  manufacturing 
facilities . 

Polaroid  has  marketing  subsidiaries  in  13  countries  and  manufactur¬ 
ing  subsidiaries  in  Scotland  and  the  Netherlands.  Historical  patterns 
would  seem  to  indicate  that  Polaroid  transforms  distributorships  in  for¬ 
eign  markets  into  marketing  subsidiaries  after  about  $1  million  sales 
volume  has  been  achieved.  In  1970,  two  new  subsidiaries  were  formed, 
one  in  Norway,  and  the  other  in  Austria.  Also  in  1970,  an  International 
Division  was  established,  combining  production,  marketing,  and  finan¬ 
cial  management  of  the  overseas  operations  into  a  single  group.  Foreign 
subsidiaries  outperformed  the  parent  organization  and  its  U.S.  subsidiar¬ 
ies  in  1970  in  both  sales  growth  and  profitability  (see  the  financial  state¬ 
ments  in  Exhibit  1).  Financial  observers  note  that  the  U.S.  market  may 
be  getting  tougher  for  Polaroid  in  spite  of  its  product  innovation  and 
one-step  photographic  technology,  which  is  protected  by  a  patent.  The 
Wall  Street  Journal,  on  June  23,  1970,  hinted  that  the  recent  Polaroid 
stock  price  slide  was  due  to  the  possibility  of  Kodak  entering  the  instant 
photo  field.  Earlier,  Advertising  Age  (May  25,  1970)  noted  that  Polaroid 
buys  negatives  from  Kodak  but,  by  an  agreement  made  in  December 
1969,  Kodak  will  be  permitted  to  manufacture  Polaroid-type  film  for  sale 
by  1976.  Though  Polaroid  was  issued  109  new  patents  in  1970,  increasing 
its  total  to  1,100,  a  number  of  what  are  thought  to  be  key  patents  expire 

in  1984.  .  . 

Almost  10  percent  of  Polaroid’s  U.S.  employment  is  black.  Fifteen 
percent  of  those  applying  for  work  at  Polaroid  in  1969  were  black,  and 
22  percent  of  the  2,383  who  were  hired  were  black.  Thirty  percent  of  the 
black  employees  completed  educational  or  training  courses  in  1969.  Po¬ 
laroid  speaks  proudly  of  its  record  of  corporate  citizenship,  especially  in 
the  Boston  area.  Its  community  relations  group  participated  in  more  than 
100  projects  related  to  urban  problems  in  the  greater  Boston  area.  Its 
wholly  owned  Inner  City  training  center  placed  125  people  in  permanent 
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82  P'rm  n»  i-  those 

wSt™  ^he‘» '^no“ 

and  chairman,  Edwin  H.  Land,  insists^laSs ^eopS?  Pr6Sident 


mt  bOUTH  AFRICAN  SETTING 

Africans.  investmenTof  about  Soo^l V™  d°ing  business  in  South 
14  percent  of  all Tect  1970  reP^ted  about 

Times  of  London  reported  (on  JanuS^l^gyn^1’1.^  Sunday 
investors  are  believed  to  be  lBIVl  Ford  he  blggest  U  S‘ 

Mobil,  Kodak,  First  National  Ci/v  p  d’ Gen®r^Motors-  Chrysler,  Gulf, 

share  of  the  total  has  been  increasinTwh^  th  ^  The  U  S‘ 

percent)  British  share  is  <rraS  hlle  the  S1gmficantly  larger  (57 
ment  by  U.S 

private  investment  abroad  hut  *  barely  1  Perce^t  of  all  U.S.  direct 
2  percent  of  all  the  earnings  S°Uth  MriCa  rePresent 

the  table  below )  S  U‘S' private  “vestment  overseas.1  (See 


OS.  Private  Direct  Investment  and  Average  Rates  , 


Investment  in 
South  Africa 
(millions  of  $) 


Average  Rates 
of  Return  in 
South  Africa  % 

Average  Rates 
of  Return 
Worldwide  % 


1960  1961  1962  1963  1964  1965  1966  1967  1968 
21  47  51  55  49  69  71 


31 


Of  exports  in  tgegandTupplfed  i  y^rCGnt  of  South  Africa’s  $960  million 
ports.2  nd  SUPphed  17  4  Percent  of  its  $1,705  million  of  im- 

The  gross  domestic  product  of  Snm-v,  a  «_•  i 

to  a  6  percent  increase  in  real  terms  owfth*  hasb®en  averaging  close 

eai  terms  over  the  period  1966  to  1970. 


^«yni«NM„„N.„T„M970. 

Economist  Intelligence  Unit,  Londonfi97;L  °Uth  A^nca>  Annual  Supplement  1971,  The 
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Trend  of  Gross  Domestic  Product* 


1966 

1967 

1968 

1969 

1970 

Total  Rand 
(millions)t 

At  Current  Prices 

8,555 

9,459 

10,152 

11,339 

12,404 

At  1 963  Prices 

Real  Increase  (%) 

7,799 

5.0 

8,391 

7.6 

8,712 

3.8 

9,326 

7.0 

9,807 

5.2 

*  Quarterly  Economic  Review.  Republic  of  South  Africa,  Annual  Supplement  1971.  The  Economist  Intelligence 


Unit,  London,  1971. 

tRand  =  1.40  dollars 

During  the  same  period  the  consumer  price  index  has  moved  as  fol- 
lows: 

Consumer  Price  lndex*(1963  =  100) _ _ _ _ _ _ 

‘  1966  1967  1968  1969  1970 

_ 109,1  112.3  113-5  115.9  119-5 

•  Quarterly  Economic  Review:  Republic  of  South  Africa,  Annual  Supplement  1 971 .  The  Economist 
Intelligence  Unit,  London,  1971. 


A  fact  often  noted  about  the  structure  of  economic  life  in  South  Africa 
is  the  disparity  between  the  wages  earned  by  the  ruling  white  and  the 
blacks  who  comprise  almost  75  percent  of  tota 

gap  has  grown  in  secondary  industry  between  1946  and  1969  so  that  the 
Serage  Sack  wage  as  a  percentage  of  the  white  wage  has  dropped  from 
20.3  percent  to  18.6  percent.3  The  table  below  gives  detail  by  broad  i 
dustry  for  the  period  1965-70. 


Wages  and  Employment* 


Total  Wages/Year  in 

Millions  of  Rand 

1965  1970 

Numbers  employed 
1965  1970 

Mining 

Whites . 

Coloureds . 

Asians . 

Africans . 

186.7 

2.8 

93.3 

264.9 

5.3 

121.7 

63,800 

4,500 

440 

538,300 

61,700 

5,500 

300 

573,500 

Manufacturing 

Whites . 

Coloureds . 

Asians . 

Africans . 

545.9 

97.3 

34.6 

220.4 

996.4 

166.6 

66.4 

380.7 

233,900 

150,100 

50,900 

494,600 

277,000 

195,800 

74,200 

617,200 

Construction 

Whites . 

Coloureds . 

Asians . 

Africans . 

83.0 

19.7 

0.9 

49.3 

226.4 

57.5 

7.8 

144.9 

36,600 

21,500 

1,100 

122,300 

59,500 

44,600 

4,500 

247,000 

*  Financial  Times  (London),  Monday,  June  14,  1971,  p.  16. 

1  “South  Africa:  The  Politics  of  Fragmentation,”  Neville  Curtis,  Foreign  Affairs,  Vol.  50, 
No.  2,  January  1972,  p.  288. 
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As  can  be  computed  from  the  table  above,  the  blacks  (Africans)  in  the 
manufacturing  sector  were  earning  about  an  average  of  51  rand  a  month 
in  1970.  The  Johannesburg  Chamber  of  Commerce  estimated  that  a 
family  of  five  in  Soweto  (a  black  living  area  outside  Johannesburg)  re¬ 
quired  76  rand  a  month  for  a  minimum  monthly  budget. 

^  was  in  dns  economic  context  and  in  the  sociopolitical  environment 
of  apartheid  (separation  of  the  races)  that  the  challenge  to  Polaroid’s 
conduct  of  business  in  South  Africa  was  raised. 


onnunuLUur  Oh 


In  1948,  Dr.  Edwin  H.  Land,  chairman  of  Polaroid,  was  offered  the 
°PP°rrity  °  s^n^can^  business  in  South  Africa  at  a.  time  when  Polar- 
f  yet  established  itself  as  a  profitable  growth  company.  Despite 

of  re,USed  because  °f  Ihe 

thmuelT  FranlfTnH  6rS’  P°laii0ld  established  the  sales  distributorship 
through  theTflkmrd  Hirsch’  Ltd”  and  sh°hly  thereafter  established 

production  of  s"nsh—  "i,h 

by  S  t°prevent **«*■■ or  arm,,. 

oy  eoiaroid  to  the  South  African  Government.  During  the  same  vo  ,r  in 
ttro^ha„„Ue”etoaae  P°‘ar°id  “>*«»*« 

gram  taSSng  ^°‘d  Pr<,dUCtS  in  th‘  <“‘ss"“-k  !•"- 

n,anagem.ri?wL  ,oD  P™,eStS  dld  no‘  Produce  “  «>l> 

aware  of  indirect  sales’and  use  Stated  that  they  were  not 

On  October  5  19^  the  Soid  Work  by  the 

began  agitating  against  busing  •  c  or^e^s J^evo^utionary  Movement 
facilities,  then  on  October  7,  1970,  in^he  8^“'  6rSt  ”''hin  l’“1“r,,W 

r-*  “*«•  «- 

investigations  show^t  SSS£SS2?.?S?~ 
als  were  Polaroid  products  purchased  frn^^  f  identification  materi- 
oid  s  distributor,  Frank  and  Hirsch  r  J  a  dealers  supplied  by  Polar- 
well  as  sunglasses,  would and  «« 

the  decision,  Dr.  Land  described  th*  b  d  as  before-  In  announcing 
U.S.  company.  The  use  of  Polaroid’s  ?  precuedent  netting  for  any 
gram  evidently  had  come  as  a  surprise  mrw  m  ,the  Verification  pro- 
of  a  revolutionary”  movement  within  the  m  Land’  aS  had  the  exish‘nc  c 
management  admitted  knowing  aboS  ll  Ct°mpany  ltself'  Others  in  top 
The  sales  vice  president  Mr  ThLoc  lf  trUe  picture  in  South  Africa 

our  Sta  indirectly  “We  rtc,,s,,„,„  ^ 

tnought  that  were  the  issue  that 
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is  on  their  minds.”  Other  Polaroid  executives  were  quick  to  disassociate 
the  new  policy  from  the  P.W.R.M.  demands.  The  senior  vice  president, 
Mr.  Arthur  Barnes,  insisted  that  the  new  policy  had  nothing  to  do  with 
the  protests  by  P.W.R.M.  The  response  to  P.W.R.M  was  sharp.  “De¬ 
mands — that  is  not  the  way  we  operate,”  said  Mr.  Barnes. 

Dr.  Land  emotionally  reinforced  the  management  reaction  to  the  de¬ 
mands  in  an  hour-long  talk  to  the  14-man  task  force  established  to  study 
the  business  in  South  Africa  and  to  recommend  company  action.  He 
decried  the  behavior  of  “a  couple  of  revolutionaries  who  don’t  believe 
we  mean  what  we  say.”  Giving  in  to  their  demands  would  mean  “a  whole 
series  of  new  demands,  and  there  is  no  doubt  that  management  would 
not  meet  them.  I  do  not  want  to  run  a  company  based  on  demands  rather 
than  participation.” 

As  the  14-man  task  force  was  deliberating,  Mr.  Kenneth  Williams 
resigned  his  position  at  Polaroid,  calling  the  new  policy  “an  insult.”  He 
began  organizing  a  coalition  of  blacks  and  white  radicals  to  launch  a 
boycott  of  Polaroid  products  both  in  the  United  States  and  overseas.  Mr. 
Williams  left  behind  him  a  career  which  began  as  a  custodian  and  led 
to  a  creative  position  as  design  photographer. 

As  the  task  force  deliberated,  the  idea  emerged  to  send  a  racially 
mixed  team  to  examine  the  South  African  situation  first  hand.  One  mem¬ 
ber  of  the  task  force,  representing  the  Volunteers  Committee  (an  all¬ 
black  group  formed  in  the  company  to  process  grievances  from  black 
employees)  explained  the  task  force  rationale  as  follows:  “The  proposal 
was  made  that  a  group  of  four  be  sent  to  South  Africa  as  an  inspection 
team  to  review  the  feelings  of  black  South  Africans.  The  point  was 
raised,  and  was  well  taken,  that  as  a  black  in  America  we  have  had 
decisions  made  for  us  by  people  who  feel  that  they  know  what  we  need, 
and  I  think  we  were  repeating  the  same  process  in  our  initial  moves 

here.  .  .  .  I  think  we  should  ask  the  black  South  Africans  what  would  be 

the  effect  of  total  withdrawal,  or  of  continuing  our  present  process,  to  put 
restrictions  on  our  methods  of  sale.” 

The  task  force  did,  in  fact,  send  a  four-man  study  team  to  South  Africa 
for  11  days.  Seemingly  without  government  obstruction,  the  team  (a 
black  engineer,  a  black  electrician,  a  white  draftsman,  and  the  white 
sales  vice  president)  gathered  data  publically  and  privately  sufficient  to 
be  convinced  Polaroid  should  stay  on  in  South  Africa  and  battle  apart¬ 
heid  from  within.  These  views  were  shared  with  the  larger  task  force 
which  then  fashioned  a  one-year  experimental  program  which  was  an¬ 
nounced  in  a  full  page  ad  in  the  New  York  Times  (and  other  major  U.S. 
daily  newspapers  plus  20  black  weeklies)  on  January  13,  1971.  Posturing 
itself  plainly  in  opposition  to  apartheid,  Polaroid  launched  a  three-phase 
experiment: 

1.  Dramatically  improve  black  wages  and  benefits  within  both  the 
distributor  and  supplier  companies  in  South  Africa. 

2.  Oblige  Polaroid  business  associates  in  South  Africa  to  train  non¬ 
whites  for  important  jobs. 

3.  Commit  a  portion  of  profits  earned  in  South  Africa  to  encourage 
black  education  (see  Exhibit  2  for  the  full  text  of  the  ad). 
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towS S"°T  “T  "m  SWift  “d  Sharp-  The  Ob- 

“Polaroid  move  on  apartheTshate  SlS “ T^ri'cV7’  ™h 

lowT„5l™rtom  aeT  ch^melsTu  ae“ot 

T«»SfZSSei^pt±SI^iti0”  f  1116  C“Pe  Arsus  <Ca<* 

conservative  party  in  South  Africa:  ^ the  °PtlCS  °f  the  opposition 

today  in  an 

nently  sensible  and  desirable  in  rh  *  re^OTms  which,  while  emi- 

,or^t~rh^~ 

allow  foreigners  to  intervene  in  U<~  °T'e  amon9  all  South  Africans  to 
have  no  opSZZtlo TntZZe t  "  1°“'  “““  «>on 

deTsTdu°i  f01™  '«™%’"°«coT™rf%r,° suaumb  u  ,he 

to  improve  conditions  for  it*  1  andmxist  move  dramatically 

Africa  wZZttZtoZ ‘°C‘“  AfrtCa^-^  Vantage  to  South 

protest  at  home^^c  Williams^d'af-11*’  u”  predicted'  did  not  still  the 
members  of  P.W  R  M 1  anDearpd  h  Hunter  (the  only  two  public 
Country  Aparth^d^Comnnttee^n^'^mrary  3  S? V'T  ^ 

an  “insult”  Sy  mSISd  th?^  “  i°l°f  Chatl,y."  a  ““<*•”  a»d 
b  rely  and  threatened  to  continue  ihefrT^  tIlat  Polaroid  withdraw  en- 

products  boycotted.  our-month  drive  to  have  Polaroid 

Ap^tet^c;ics%tf.?w\;rTpTves  °f  the  unittd  Biaak 

gift  of  $20,000.  Fearing  that a^r * T&d  Polaroid’s  Precedent-setting 

ing  a  bribe  to  ignore  the  South  African  iss^thev  ^°uld/Ppear  like  «**- 
to  a  South  African  rpvninti^  n  issue,  they  turned  the  money  over 

Cairo.  Illinois  re™hmonary  movement  and  to  another  group  in 

Pol^^pkf^"?"™''^™5  F"—  -  J*  at 

had  been  dismissK?™d^d.,  °”  febrUary  *>•  1971-  •»“  »he 
company.”  After  two  and  a  half  nmental  t0  the  best  interests  of  the 

Polaroid.  At  Polaroid  they  say  that  if  my^riglu  ^hiter^e^with^thehprofits 
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that  they  can  suspend  those  rights,  as  they  did  with  mine.  I  intend  to 
continue  work  on  the  boycott.” 

By  mid-September  1971,  some  action  was  already  evident  within 
Polaroid’s  distributor  in  South  Africa.  Average  pay  of  non  white  workers 
was  raised  22  percent  and  the  minimum  wage  was  raised  to  70  rand  from 
50  rand. 

On  October  27, 1971,  Mr.  Helmut  M.  Hirsch,  the  managing  director  of 
Polaroid’s  distributor,  labeled  Polaroid’s  effort  to  counteract  apartheid 
from  within  the  system  a  “success.”  He  said  it  “has  done  far  more  to  bring 
about  a  civilized  relaxation  of  prejudice  than  withdrawal  would  have 
done.”  Mr.  Hirsch  said  in  a  interview  with  the  New  York  Times  that,  if 
black  employees  were  still  being  paid  considerably  less  than  some  whites 
doing  related  tasks,  this  was  due  to  differences  in  productivity  and  sen¬ 
iority.  “The  company  fully  accepts  the  principle  of  the  rate  for  the  job, 
but  we  will  not  artificially  elevate  men  for  the  sake  of  improving  a  point. 
He  said  that  his  company  would  not  contravene  Government  policy  by 
appointing  blacks  to  positions  of  authority  over  whites  and  that  such  a 
move  would  be  impractical  at  this  stage  in  any  case.  The  same  story  was 
carried  in  the  South  African  newspaper  STAR  on  November  1,  1971, 
under  the  banner  headline:  “Polaroid  Plan  Is  On  Way  to  Success.” 

In  November  1971,  the  South  African  Institute  for  Race  Relations4 
published  a  “Report  on  the  Polaroid  Experiment”  which  offers  the  sum¬ 
mary  conclusion: 

Any  attempt  to  assess  the  impact  of  the  Polaroid  Corporation  s  experi¬ 
ment  on  other  companies  in  South  Africa  is  extremely  difficult  Com¬ 
panies  are  usually  unwilling  to  reveal  information  about  wage  levels 
and  employment  practices ;  nor  is  there  necessarily  any  connection 
between  such  changes  as  have  taken  place  and  the  publicized  actions 
of  Frank  and  Hirsch ,  Polaroid’s  distributors  in  South  Africa.  It  is  also 
almost  impossible  to  discover  whether  whatever  improvements  in 
working  conditions  of  Africans,  Indians,  and  Coloured  people  have 
taken  place  during  1971  are  on  a  larger  scale  than  in  previous  years. 
The  most  that  can  be  said  with  any  degree  of  certainty  is  that  the 
Polaroid  experiment,  with  the  attendant  publicity  and  increased  in¬ 
terest  in  South  Africa  in  black  poverty,  has  caused  more  public  and 
press  attention  to  be  focused  on  black  wage  levels,  working  condi¬ 
tions,  and  employment  practices.  Had  it  not  been  for  the  initiative 
within  Polaroid,  the  South  African  Institute  of  Race  Relations  is  un¬ 
likely  to  have  become  involved  at  the  time  it  did  in  the  question  of 
the  role  of  foreign  investment  in  South  Africa,  and  the  memorandum 
“ United  States  Corporate  Investment  and  Social  Change  in  South 
Africa "  by  Dudley  Horner  would  not  have  been  produced.  .  .  .  This 
greater  concern  is  of  course  a  desirable  development  in  itself,  but  it 
is  no  substitute  for  real  change  within  individual  firms.  The  problems 


4  This  institute  is  a  40-year-old,  interracial  organization  located  in  Johannesburg  with 
4  500  members  in  and  outside  South  Africa.  It  opposes  apartheid  and  works  on  civil  rights 
causes  with  funding  from  membership,  South  African  businessmen,  and  the  Ford  Founda¬ 
tion,  with  a  staff  of  50. 
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welcome  changes.  individual firms  have  not  introduced 

Africa  entirely  unless  the  proaramfh^f  ™°uld  Pul1  out  of  South 
1972.  He  hinted  strongly  tkattkTdefi  S°i!r  r<?swte  by  13January 

Africa  would  depend  in  lorn.  SWU  w*let*ler  to  remain  in  South 

nies,Particular?y  7ieHa aZoZT"  TrT  whHher  °theT  comp- 

of  Polaroid’s  exlfZZnZZn.T antes’f°llowed  Polaroid’s  lead.  Part 
help  African  cultural  organization's^  "Y?C<2”  education  and  to 
laroid’s  example  in  the  field  of  pH  eralfirms  have  followed  Po- 

and  one  other  large  cornua™  h  "  * KjU’UU0  f°r  African  education, 

^ngcondufnffb^^1Sout}Z^fyicaly^m^>rOVe  th*  waaes  and  work- 

as  a  failure.  *  &  k  Afncans  ln  general,  it  must  be  regarded 

wsZ'fuiwe™  rK  sscisr'* w 

suXl XLffiSiS;  cUar  te  <*—  *  ““"s  *  - 

nessmen  based  in  South  Africa  “EiehfTnn™6”^11  &nd  Canadian  busi' 
all  of  them  top  executi veZLlS^IhTs^7y  ^  bus\nessmen 
represented  an  approach  that  was  at  S  h  Afnca  s  racial  Policies 
tion  ’  Eight  percent  •*  ^  a  S°Iu' 

approach,’  six  percent  believed  they  were  ^Ito^r.  65  “  accePtable 
two  percent  believed  the  Republic  was  stable ^ether  incorrect.’  Ninety- 
jeopardy  due  to  racial  or  eennnmip ,  f  , and  not  subject  to  serious 

survey  also  revealed  that  although  m  the  foreseeable  future.’  The 

were  becoming  ^  fa  South  Africa 

that  feelings  ‘at  home’  reeardincr  «n  A*n.Can’  many  of  them  believed 
than  they  were  a  year  ago.”  S  *  Afnca  had  become  less  tolerant 

periodical,  wem  into  more^emil  on^he  Po\’  a  ?°Uth  African  business 
headline:  “Too  Early  To  Judge  ”  *  Polaroid  experiment  under  the 

5S,??/  evidence  so  far  of  success  or  failure1? 

advancement  “IZ™*  °fMrly  ^siderable 

21%  in  a  yearffr^^f^^T/S10011 have3°™  up 
4 10  R90pm- And  minimum  wage  for  those 
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with  one  year’s  experience  at  F  &  H  is  R840  pa,  or  about  R65  per 
month  excluding  annual  bonus. 

More  important  is  the  reduction  in  the  number  of  those  in  the 
lower  group: 

F  &  H  Salaries* 

Earning  group _ _ _ 1970 _ 1971 

R50 — R70 .  98  39 

R70 — R130 . . .  49  91 

R130  plus . . .  11 _ 21_ 

*  Including  annual  bonus 

A  surprising  and  disappointing  feature  is  the  R50-R70  salary 
group .  The  average  salary  in  this  income  group  is  R58.  An  African  F 
&  H  employee  told  the  FM  (in  the  presence  of  managing  director 
Helmut  Hirsch)  that  a  matriculated  21-year-old  had  been  hired  only 
two  months  before  at  R52  per  month . 

This  is  the  minimum  amount  F  &  H  could  legally  pay  him. 

Hirsch  argues  that  most  untrained  beginners  are  not  worth  more 
(“we’d  pay  a  White  the  same  for  the  same  work”).  He  agrees  they  are 
being  paid  well  below  the  Johannesburg  poverty  datum  line  of  R70 
per  month  for  a  family  of  five,  but  says  that  they  are  not  generally 
sole  breadwinners. 

Had  he  checked  whether  they  were  or  not ?  No.  A  couple  of  days 
after  our  first  interview,  however,  he  telephoned  the  FM  and  said  that 
he  had  now  checked  and  was  “delighted  to  have  had  this  brought  to 
my  attention.  ”  I  came  across  a  “junior”  aged  44  I  didn  t  know  of 
before,  earning  R55  per  month. 

He  has  now  introduced  a  system  by  which  new  African  male  em¬ 
ployees  “with  proven  experience”  will  start  at  a  minimum  of  R65. 
Those  without  experience  will  be  put  on  probation  for  three  months, 
with  clerks  continuing  to  start  at  R52  and  others  at  R55.  If  they  prove 
satisfactory,  their  wages  will  then  be  upped  immediately  to  R60  and 
R65,  respectively. 

All  of  these  salaries  are  below  the  PDL  level  for  a  family  of five.  In 
any  case,  shouldn’t  these  moves  have  been  made  months  ago ?  Can  the 
Polaroid  group  justify  itself  to  its  U.S.  detractors  when  its  distributor 
still  pays  some  employees  the  minimum  rate  allowed  by  law? 

On  the  training  side  of  the  F  &  H  program,  there  are  now  nine 
African  supervisors  (receiving  between  R136  and  R195  per  month 
including  annual  bonuses)  compared  to  one  last  year.  Two  African 
storemen  have  been  appointed  for  the  first  time. 

Hirsch  says  Polaroid  is  satisfied  with  the  progress  made  by  F  &  H 
so  far. 

Polaroid  itself  has  played  its  part  in  the  experimental  program 
spending  R45, 000  on  non-  White  bursaries,  and  general  African  educa¬ 
tional  and  cultural  development.  This  is  a  considerable  sum,  perhaps 
a  quarter  of  its  SA  profits. 
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advZ^uf?oh7ofit^JSZ^  PolTid>s  lead?  Have  there  be™ 

so  far  is  inconclusive.  '  ^  ******  here?  The  «*L mce 

1972)  reported*6  ^  °f  ^  year  °f  exPeriment.  Newsweek  (January  10, 

blacks  t^saZl pTyaswM^Y^’  Fra?k  &  Hirsch’  was  diving 
blacks’ salaries  bl  an  averaaeofZ  2  ^  Und  k°d  mised 

'  pensions,  educational  exvprxt/*  n  a  i  c<?72^  and  provided  them  with 
$75,000,  about  half  of  its  annual  South  Afr’  Polarmd  itself  has  given 
educational  groups  and  h^hJlvcftl^T,  P^°M  t0  seve™l  black 
ship  in  Nigeria  All  of  this  w/tq  ^  UP  a  black-owned  distributor - 

government,  in  fact  even  aavr  ,v«.  outh  African  Government.  The 
per  cent  pay  boost.  ’  °Wn  non'white  civil  servants  a  7 

St^TBaZ1,iJeeL^Z,tZPahie^TCh  "  Barc,a»°  Bank- 

for^qual-nork  policSff Zfl *~hV’“‘U,°  equal-pay- 

achievement," said  a  Polaroid^executive^ho  ^  ***’"*  the  bi"est 

to  the  fact  that  American  »„•«»!  (  bas  been  to  call  attention 

should  not  be  running  a  double  stn  ‘tf  f?utb  African  companies 
same  time,  the  cZZny^fllTft  ff'  '*<t  at  the 

mm  companies  haveJt  liberalifdthZfuafk"1!1™™* 
afraid  to  say  that  they  havp  “Tt  ,v  u  b\  k  salarV  scales,  or  are 
raised  the  standards of  black*  k?°Wn  that  several  of  them  have 
dared  **  Polaroid  de¬ 

forward."  3UStSOmewhat  dlsaPP°intmg  that  more  haven’t  stepped 

gregationist government.  ^‘Thts^L  °Lret,aliation  from  the 


how  were  you  hurt?’  "the PolarTde  ?  *  «  ™st  you, 

there  were  absolutely  no  unfavnmhi  xecutlve  said-  ‘The  answer  is 

The  wisdom  of  Polaroid”fannrnnch  Z  absolutelV  nothing." 
least  one  black  worker  who  wafint  ?an  be  argued  endlessly,  butat 
is  sure  that  the  company  chose  th, ^Vte7f^db&  the  study  team  in  1970 
dram  “The  Polaroid  pro¬ 

mote  to  one  of  the  team  memberZwkatt™  T untry>”  he  recently 
been  the  thin  edge  of  the  wedac  h  •  tZ  o  ^  ^PP^ed  has  in  fact 
through.  "At  hoZeZtlZst «  W- 
tiny  Polaroid  Revolutionary  Work  stlenced  the  critics;  the 

protest  in  the  first  place,  hZ  quietS “***  be*‘n  ,fe 
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protest  and  experiment 
attention  in  the  world 
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press.  Some  of  the  highlights  are  sketched  here  to  provide  context  for  the 
Polaroid  deliberations  and  decisions. 

Wates,  Ltd.,  one  of  the  top  six  construction  companies  in  Great  Britain, 
was  requested  in  January  1970  to  grant  a  license  for  the  use  of  its  mech¬ 
anized  on-site  construction  methods  in  South  Africa.  Mr.  Neil  Wates,  the 
managing  director  of  the  firm  employing  4,447  people,  earning  £592  on 
a  turnover  of  £23,312,  refused  but  was  persuaded  not  to  make  the  decision 
on  the  basis  of  secondhand  hostile  propaganda  but  to  visit  South  Africa 
personally.  He  did  so  at  his  own  expense  and  then  in  June  1970  docu¬ 
mented  his  reaction  in  a  press  release  from  which  the  following  excerpts 
are  drawn: 

I  must  report  prima  facie  South  Africa  is  the  ideal  land  for  invest¬ 
ment;  stability  is  a  relative  term,  but  in  the  foreseeable  fu  ture  there 
can  be  few  more  stable  countries  than  South  Africa.  The  economic 
outlook  is  excellent  .  .  .  Politically,  the  country  is  extremely  stable— 
there  would  seem  to  be  no  prospect  of  ousting  the  present  regime;  the 
student  unrest  in  Universities  as  experienced  in  Europe  and  the  US. 
is  completely  unknown;  there  are  no  strikes  and  above  all  the  non¬ 
whites  are  completely  quiescent. 

I  must  further  report  that  the  opportunities  for  a  System  of  indus¬ 
trialised  building,  such  as  the  Wates  System — which  not  only  saves 
man  hours,  but  above  all  skilled  man  hours  and  eliminates  wet  trades 
— are  enormous.  The  white  dominated  Unions  have  a  virtual  strangle¬ 
hold  on  the  Construction  industry;  the  only  way  to  cut  the  Gordian 
knot  is  through  eliminating  the  wet  trades  and  creating  totally  new 
jobs  altogether,  which  would  enable  employers  to  open  up  job  oppor¬ 
tunities  for  non-whites  without  ever  being  accused  of  taking  jobs 
away  from  the  whites. 

In  this  context  it  is  only  fair  to  say  also  that  I  met  Liberal  business¬ 
men  of  the  highest  calibre  who  argued  that  economic  forces  were 
bound  to  bring  about  the  downfall  of  apartheid — and  their  own  sys¬ 
tem  would  prove  a  powerful  weapon  in  the  campaign. 

No  twithstanding  all  this,  I  must  report  that  the  idea  of  doing  busi¬ 
ness  in  South  Africa  is  totally  unacceptable;  we  could  not  be  true  to 
the  basic  principles  on  which  we  run  our  business  and  we  should  lose 
our  integrity  in  the  process.  We  should  have  to  operate  within  a  social 
climate  where  the  colour  of  a  man's  skin  is  his  most  important  attri¬ 
bute  and  where  there  is  virtually  no  communication  between  the 
races;  we  should  be  locked  into  this  system.  We  should  have  to  operate 
within  an  economic  climate  which  is  designed  deliberately  to  demor¬ 
alise  and  to  maintain  an  industrial  helotry ;  we  should,  in  turn,  profit 
from  such  exploitation  and  ultimately  end  up  with  a  vested  interest 
in  its  maintenance. 

We  should  have  to  operate  within  a  legal  climate  where  the  rule 
of  law  has  been  abolished  in  favour  of  rule  by  decree,  which  bids  fair 
to  become  a  reign  of  terror. 

The  cumulative  effect  of  all  these  factors  in  the  long  term  must  be 
self-defeating;  within  the  short  term  it  must  make  it  impossible  for 
ourselves  individually,  or  as  a  company,  to  connive  at  anything 
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m  those  days,  so  also  do  I  think  we  should  do  nothing  that  would  help 
to  perpetuate  apartheid, 

l  was  frequently  pressed  in  South  Africa  to  say  whether  we  were 
looking  at  it  as  a  business  or  an  ethical  problem;  there  can,  of  course, 

he  no  difference . 

On  February  2  1,  197  1*  the  Episcopal  Church  which  holds  12,574  shares 
of  General  Motors  stock  requested  the  automobile  company  to  submit  a 
resolution  to  the  annual  shareholders’  meeting  requiring  withdrawal 
from  South  Africa,  Robert  S.  Potter,  chairman  of  the  Episcopal  Churches 
Committee  cm  Social  Criteria  for  Investments,  revealed  the  motivation 
for  the  move,  “A  pull-out  by  General  Motors  probably  won’t  accomplish 
much  for  blacks  generally,  but  at  least  then  General  Motors  and  the 
church  wouldn’t  be  supporting  apartheid.  We  want  to  give  General  Mo¬ 
tors  and  other  companies  a  stick.  This  gives  G.M.  a  chance  to  say:  ‘Look, 
we  want  to  stay*  but  we’re  getting  pressure  from  home.  Why  don’t  you 
let  up  a  hitff  General  Motors’  investment  in  South  Africa  totals  some 
$125  million,  It  employs  over  6,000  people  in  three  plants.  Fifty-two  per¬ 
cent  of  employment  is  nonwhite.  According  to  the  then  chairman  of 
General  Motors,  Mr,  James  M.  Roche,  “G.M.  South  Africa  does  not  dis¬ 
criminate  between  tin*  races  as  to  wages,  except  for  a  difference  in  start¬ 
ing  rates  whieh  arc  higher  for  whites  than  for  coloured  or  native  em¬ 
ployees,”  Mr,  Roche  replied  to  the  demand  of  the  Episcopal  Church  in 
a  press  conference  on  February  19  by  refusing  to  withdraw  from  South 
Africa,  He  believed  that  the  South  African  racial  problem  was  slowly 
being  solved.  Iff  lit*  situation  worsened,  then,  that  “might  pose  a  different 
problem  ”  In  a  reply  to  the  authors’  inquiry  on  the  G.M.  position  on  the 
Episcopal  proposal  further  details  are  revealed: 

thank  you  for  your  recent  letter  inquiring  about  General  Motors' 
position  on  the  stockholder  proposal  announced  by  the  Episcopal 

Church, 

General  Motors  operates  in  many  countries  throughout  the  world 
and  is  obliged  to  obey  the  taw  of  each  of  these  countries ,  We  have  been 
in  South  Africa  since  W2C  long  before  the  current  apartheid  policies 
tare  instituted *  Currently,  G.M.  employs  approximately  6,000  per- 
situs  m  South  Africa,  more  than  half  of  whom  are  non-white,  The 
number  of  non  whites  employed  by  G.M,  has  been  expanding 
stmdily, 

We  are  well  aware  that  the  policies  being  followed  by  the  govern¬ 
ment  in  South  Africa  raise  complex  issues.  The  answer,  however ,  does 
not  lie  in  turning  our  hack  on  these  issues  by  eliminating  our  partici¬ 
pation  in  that  country ,  No  matter  what  we  as  individuals  may  think 
of  the  political  system t  it  is  a  hard  fact  that  General  Motors  in  South 
Africa  is  offering  employment  opportunities  which  would  otherwise 
not  he  u  emiohle, 

BV  firmly  believe  that  General  Motors  can  best  make  a  practical 
contribution  to  solving  this  problem  by  expanding  the  number  of 


- J 


»  to 

Sincerely, 

Morley  Warren 
Manager,  Editorial  Services 
Public  Relations  Staff 
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This  time,  the  ^Jtiator  of  thf  mGf  in  Angola  and  Mozambique. 

Church  which  controlled  Lore  than^O  OoTiu!?  ^ed  Presbyterian 
Beeman  secretary  i>  if  l  20’000  Gulf  shares.  Mr.  Josiah  H. 
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A  similar  attempt  to  get  a  resolution  on  South  Africa  on  the  annual 
meeting  agenda  of  Honeywell  failed. 

Elsewhere  in  the  world  antiapartheid  critics  were  active  as  well.  In 
early  January  1971,  the  West  German  company  U r angesellschaf t  pulled 
out  of  a  major  project  to  mine  uranium  jointly  with  Rio  Tinto  Zinc  in 
South  West  Africa  in  order  to  avoid  jeopardizing  West  German  relations 
with  black  Africa.  Also,  a  large  Italian  electrical  company,  SAE,  and 
Sweden's  ASK  A,  have  withdrawn  from  lucrative  contracts  for  work  on 
the  Caboru  Bassa  dam  in  Mozambique,  which  is  being  built  by  a  South 
African-led  consortium.  In  London,  Sir  Frederick  Seebohm,  chairman  of 
Barclay's  Bank,  spent  most  of  his  speech  at  the  annual  general  meeting 
in  early  January  defending  the  bank’s  operations  in  South  Africa  where 
over  half  the  bank’s  branches  are.  Protestors  had  objected  especially  to 
the  credit  given  to  it  subcontractor  in  South  Africa  working  on  the  Cabora 
Bassa  dam.  There  had  been  a  vigorous  campaign  to  persuade  students 
not  to  open  accounts  at  Barclays. 

Banks  in  the  United  States  have  been  picketed  as  well,  particularly 
('hast*  Manhattan,  for  its  participation  in  a  consortium  providing  $40 
million  in  revolving  credit  to  the  South  African  government.  First  Na¬ 
tional  City  Bank  reports  continually  receiving  letters  criticizing  its  large 
commitment  in  .South  Africa. 

In  South  Africa  itself,  when  various  company  representatives  were 
asked  their  opinion  on  the  protest  they  provided  a  wide  range  of  replies. 
Mr.  Claude  U.  Hall,  the  managing  director  of  Champion  Spark  Plug,  said: 
“Any  pressures  from  America?  They  can  just  jump  in  the  mud.”  Mr. 
K.  A.  Brooke,  managing  director  of  Timken  South  Africa,  Ltd.,  said:  “At¬ 
tention  focused  on  this  matter  can  only  make  it  worse  not  better.  Timken 
S.  A.  does  nut  want  any  more  attention  than  is  absolutely  necessary.” 
National  Cash  Register's  managing  director  said:  “I  would  not  be 
ashamed  to  answer  questions  from  the  U.S.  on  the  way  we  treat  our 
non  whin*  staff.” 

Public  oflieials,  including  Senator  fed  Kennedy  and  Representative 
Charles  C,  Diggs,  member  of  the  House  Foreign  Affairs  Committee  and 
leader  of  the  Black  Caucus,  originally  held  opinions  that  U.S.  investment 
in  South  Africa  was  not  tolerable.  These  positions  became  somewhat 
modified  during  1971  to  the  point  that  U.S.  investment  should  cease  and 
withdraw  if  there  is  not  substantial  improvement  soon  in  the  lot  of  the 
nonwhite  workers  in  South  Africa.  Congressman  Diggs,  after  a  South 
African  study  trip,  challenged  American  business  firms  to  make  more 
conscious  effort  to  upgrade  the  pay  and  training  of  nonwhites.  He  was 
particularly  eritieal  of  what  he  found  at  the  NASA  tracking  station  in 
South  Africa  where  ‘225  white  employees  received  a  total  of  100,000  rand 
a  year  whereas  til  nonwhites  received  only  41,320  rand  a  year.  He  found 
there  segregated  facilities  and  a  cafeteria  serving  only  white  employees. 
He  summarized  his  findings  by  saying  he  discovered  at  NASA  “a  utter 
lack  of  realization  that  blacks  are  human  beings." 

For  some  time  at  Princeton  University  both  faculty  and  students  had 
protested  the  investment  of  university  funds  in  companies  doing  busi¬ 
ness  in  South  Africa.  The  faculty-student  committee  appointed  to  exam- 
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EXHIBIT  1* 

Polaroid  Corporation  and  Its  Domestic  Subsidiaries 


1970 

1969 

1968 

1967 

Operating  Results 

Sales  and  other  income. 
Earnings  before  taxes  . 

Income  taxes . 

Net  earninas . 

Earnings  per  share . 

...  $444,285 
...  113,574 

•  •  52,438 

..  61,136 

1.86 

$465,609 

130,932 

67,811 

63,121 

1.94 

$402,070 

129,009 

70,110 

58,899 

1.86 

$374,354 
114,632 
57, 255 
57,377 
1.81 

Financial  Position,  End  of  Year 

Working  capital . 

Net  property,  plant  and 

..  $301,033 

$297,864 

$170,917 

$133,377 

equipment . 

17 O  AAQ 

125,070 

423,893 

95,833 

270,976 

Shareholders’  equity 

-  474,645 

80,097 

221,153 

Other  Statistics 

Net  additions  to  property,  plant 

and  equipment . 

Depreciation . 

■  $  63,718 

$  43,755 
14,518 

$  26,099 

$  26,968 

Occupied  space  (thousand  sq. 

•  io,ooy 

10,363 

8,866 

ft.,  end  of  year) .. 

Number  of  employees,  end  of 

4,097 

3,627 

3,060 

2,919 

year . 

O  QQC 

9,157 

$100,001 

Payroll  and  benefits... 

Shares  outstanding,  end  of 

o,yyb 

$101,860 

7,563 
$  81,536 

6,849 
$  70,402 

year* . 

OO  OQO 

32,828 

31,712 

31,660 

Unconsolidated  Subsidiaries 
Outside  the  United  States 

Sales  and  other  income 

Net  earninqs.. 

Earnings  per  share 

$  88,788 
11,008 

$  70,459 
8,547 

$  52,935 
3,551 

$  52,063 
1,082 

equivalent . 

'XA 

.26 

Shareholder’s  equity,  end  of 

.04 

.11 

.03 

year . 

20,293 

15.041 

R  RQR 

o  a  r\r- 

"From  the  Polaroid  Annual  Report  1970. 
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EXHIBIT  1  Imntinumt) 


1966 

1965 

1964 

1963 

1962 

1961 

$316,551 

95,232 

47.638 

47,594 

1,51 

$202,228 

57,373 

28,501 

28,872 

,92 

$138,077 

35,687 

17,582 

18,105 

.58 

$122,333 

24,207 

13,129 

11,078 

.35 

$102,589 

21,675 

11,803 

9,872 

.32 

$100,562 

17,546 

9,538 

8,008 

.26 

$101,966 

$  86,443 

$  66,661 

$  51,656 

$  47,539 

$  41,926 

61.995 

170.150 

37,482 

125,043 

30,308 

97,168 

27,930 

79,801 

22,638 

70,517 

18,195 

60,456 

$  31,197 
6,684 

$  13.087 
6,587 

$  6,710 

5,234 

$  9,768 
4,379 

$  7,857 
3,400 

$  3,877 
3,742 

2,365 

1,859 

1,646 

1,321 

1,216 

1,118 

6.705 

$  U6A0H 

4.94/ 

$  40,840 

3,670 

$  30,956 

3,864 
$  28,512 

3,536 

$  24.568 

3,109 
$  19,458 

31,614 

31,548 

31,602 

31,478 

31,430 

31,174 

$  411668 
{111) 

S  24,336 
803 

$  12,102 

845 

$  9,203 
460 

$  5,630 
360 

$  4,751 
205 

(-02) 

07 

.02 

.01 

.01 

.01 

1 ,974 

1,837 

1,192 

732 

372 

uf  African  Unity.  'Hu*  South  African  government  was  irked  at  what  they 

considered  a  subsidy  fur  “African  terrorists,"  a  label  used  for  black  move¬ 
ments  against  white  rulers  in  Portuguese  territories,  Rhodesia,  and 
South  Africa,  In  the  words  of  South  Africa’s  Prime  Minister  John  Vorster, 
“I  t  ertauth  do  not  understand  how  Israel,  which  itself  has  a  terrorist 
problem,  can  justify  contributions  to  terrorists.”  South  Africa’s  finance 
minister,  Nito  Ihede  Krichs,  announced  that  the  transfer  of  funds  for 
Israel  would  he  suspended,  except  for  small  personal  sums,  until  the 
Oovemment  had  obtained  greater  clarity  about  Israeli  policies.  For  the 
South  African  Jewish  community  of  120,000,  this  meant  a  freeze  on  the 
SU.%  milium  raised  in  the  Israeli  United  Appeal.  It  also  meant  a  period 
of  turmoil  m  which  South  African  Jews  were  arguing  among  themselves 
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on  their  official  posture  on  apartheid.  One  representative  asserted  that 
the  Jewish  community  “has  evolved  a  formula  of  collective  neutrality.” 
A  rebuttal  from  Mr.  Gustav  Sharon  of  the  Jewish  board  of  deputies  ad¬ 
vocated  not  neutrality  but  “collective  non-intervention.”7 

EXHIBIT  2 

An  Experiment  in  South  Africa* 

Polaroid  sells  its  products  in  South  Africa  as  do  several  hundred 
other  American  companies.  Our  sales  there  are  small,  less  than  one 
half  of  one  percent  of  our  worldwide  business. 

Recently  a  group  has  begun  to  demand  that  American  business 
stop  selling  in  South  Africa.  They  say  that  by  its  presence  it  is  sup¬ 
porting  the  government  of  the  country  and  its  policies  of  racial  sepa¬ 
ration  and  subjugation  of  the  Blacks.  Polaroid,  in  spite  of  its  small 
stake  in  the  country,  has  received  the  first  attention  of  this  group. 

We  did  not  respond  to  their  demands.  But  we  did  react  to  the  ques¬ 
tion.  We  asked  ourselves,  “Is  it  right  or  wrong  to  do  business  in  South 
Africa ?”  We  have  been  studying  the  question  for  about  ten  weeks. 

The  committee  of  Polaroid  employees  who  undertook  this  study 
included  fourteen  members— both  black  and  white— from  all  over  the 
company.  The  first  conclusion  was  arrived  at  quickly  and  unani¬ 
mously.  We  abhor  apartheid,  the  national  policy  of  South  Africa. 

The  apartheid  laws  separate  the  races  and  restrict  the  rights,  the 
opportunities  and  the  movement  of  non-white  Africans.  This  policy 
is  contrary  to  the  principles  on  which  Polaroid  was  built  and  run.  We 
believe  in  individuals.  Not  in  “labor  units"  as  Blacks  are  sometimes 
referred  to  in  South  Africa.  We  decided  whatever  our  course  should 
be  it  should  oppose  the  course  of  apartheid. 

The  committee  talked  to  more  than  fifty  prominent  South  Africans 
both  black  and  white,  as  well  as  many  South  African  experts.  They 
heard  from  officials  in  Washington.  They  read  books,  papers,  testi¬ 
mony,  documents,  opinion,  interpretation,  statistics.  They  heard 
tapes  and  saw  films. 

They  addressed  themselves  to  a  single  question.  What  should  Polar¬ 
oid  do  in  South  Africa ?  Should  we  register  our  disapproval  of  apart¬ 
heid  by  cutting  off  all  contact  with  the  country  ?  Should  we  try  to 
influence  the  system  from  within  ?  We  rejected  the  suggestion  that  we 
ignore  the  whole  question  and  maintain  the  status  quo. 

Some  of  the  black  members  of  the  study  group  expressed  them¬ 
selves  strongly  at  the  outset.  They  did  not  want  to  impose  on  the  black 
people  of  another  country  a  course  of  action  merely  because  we  might 
feel  it  was  correct.  They  felt  this  paternalistic  attitude  had  prevailed 
too  often  in  America  when  things  are  done  “for"  black  people  without 
consulting  black  people. 

It  was  decided  to  send  four  of  the  committee  members  to  South 
Africa.  Since  this  group  was  to  include  two  black  and  two  white  mem- 

*  New  York  Times,  January  13,  1971. 


7  New  York  Times ,  May  7,  1971. 
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frers,  it  was  widely  assumed  they  would  not  be  granted  visas .  They 
were. 

It  was  assumed  if  they  ever  got  to  South  Africa  they  would  be  given 
a  government  tour.  They  were  not. 

It  was  assumed  they  would  not  be  allowed  to  see  the  actual  condi¬ 
tions  under  which  many  Blacks  live  and  would  be  prevented  from 
talking  to  any  of  them  in  private .  They  did  see  those  conditions  in 
Soweto  and  elsewhere.  And  with  or  without  permission  they  met  and 
talked  to  and  listened  to  more  than  a  hundred  black  people  of  South 
Africa.  Factory  workers ,  office  workers ,  domestic  servants ,  teachers , 
political  leaders ,  people  in  many  walks  of  life.  They  also  talked  to  a 
broad  spectrum  of  whites  including  members  of  all  the  major  parties . 

Their  prime  purpose  in  going  to  South  Africa  was  to  ask  Africans 
what  they  thought  American  business  should  do  in  their  country.  We 
decided  the  answer  that  is  best  for  the  black  people  of  South  Africa 
would  be  the  best  answer  for  us. 

Can  you  learn  about  a  country  in  ten  days ?  No.  Nor  in  ten  weeks . 
But  our  group  learned  one  thing.  What  we  had  read  and  heard  about 
apartheid  was  not  exaggerated.  It  is  every  bit  as  repugnant  as  we  had 
been  led  to  believe. 

The  group  returned  with  a  unanimous  recommendation. 

In  response  to  this  recommendation  and  to  the  reports  of  the  larger 
study  committee ■  Polaroid  will  undertake  an  experimental  program 
in  relation  to  its  business  activities  in  South  Africa. 

For  the  time  being  we  will  continue  our  business  relationships 
there  (except  for  sales  to  the  South  African  government ,  which  our 
distributor  is  discontinuing),  but  on  a  new  basis  which  Blacks  there 
with  whom  we  talked  see  as  supportive  to  their  hopes  and  plans  for 
the  future.  In  a  year  we  will  look  closely  to  see  if  our  experiment  has 
had  any  effects. 

First,  we  will  take  a  number  of  steps  with  our  distributor,  as  well 
as  his  suppliers,  to  improve  dramatically  the  salaries  and  other  bene¬ 
fits  of  their  non-white  employees.  We  have  had  indications  that  these 
companies  will  be  willing  to  cooperate  in  this  plan. 

Our  business  associates  in  South  Africa  will  also  be  obliged  (as  a 
condition  of  maintaining  their  relationship  with  Polaroid)  to  initiate 
a  well-defined  program  to  train  non-white  employees  for  important 
jobs  within  their  companies. 

We  believe  education  for  the  Blacks,  in  combination  with  the  op¬ 
portunities  now  being  afforded  by  the  expanding  economy,  is  a  key 
to  change  in  South  Africa.  We  will  commit  a  portion  of  our  profits 
earned  there  to  encourage  black  education.  One  avenue  will  be  to 
provide  funds  for  the  permanent  staff  and  office  of  the  black-run 
Association  for  Education  and  Cultural  Advancement  (ASECA).  A  sec¬ 
ond  method  will  be  to  make  a  gift  to  a  foundation  to  underwrite 
educational  expenses  for  about  500  black  students  at  various  levels 
of  study  from  elementary  school  through  university.  Grants  to  assist 
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teachers  will  also  be  made  from  this  gift.  In  addition  we  will  support 
two  exchange  fellowships  for  Blacks  under  the  U.S.-South  African 
Leader  Exchange  Program. 

Polaroid  has  no  investments  in  South  Africa  and  we  do  not  intend 
to  change  this  policy  at  present.  We  are,  however,  investigating  the 
posstbihties  of  creating  a  black-managed  company  in  one  or  more  of 
the  free  black  African  nations. 

undt^aken  this  program  ?  To  satisfy  a  revolutionary 
They  wlllfind  it  far  from  satisfactory.  They  feel  we  should 
close  the  door  on  South  Africa,  not  try  to  push  it  further  open. 

What  can  we  hope  to  accomplish  there  without  a  factory,  without 
a  company  of  our  own,  without  the  economic  leverage  of  large  sales? 
Aren  t  we  wasting  time  and  money  trying  to  have  an  effect  on  a 
massive  problem  10,000  miles  from  home?  The  answer,  our  answer 
is  that  since  we  are  doing  business  in  South  Africa  and  since  we  have 
looked  closely  at  that  troubled  country,  we  feel  we  can  continue  only 
by  opposing  the  apartheid  system.  Black  people  there  have  advised  us 
to  do  this  by  providing  an  opportunity  for  increased  use  of  black 
talent,  increased  recognition  of  black  dignity.  Polaroid  is  a  small  eco¬ 
nomic  force  in  South  Africa,  but  we  are  well  known  and,  because  of 
our  committee  s  visit  there,  highly  visible.  We  hope  other  American 
companies  will  join  us  in  this  program.  Even  a  small  beginning  of 
co-operat ive  effort  among  American  businesses  can  have  a  large  effect 

How  can  we  presume  to  concern  ourselves  with  the  problems  of 
another  country?  Whatever  the  practices  elsewhere.  South  Africa 
alone  articulates  a  policy  exactly  contrary  to  everything  we  feel  our 
ompany  stands  for.  We  cannot  participate  passively  in  such  a  politi- 
calsystem.  Nor  can  we  ignore  it.  That  is  why  we  have  undertaken  this 
experimental  program. 
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From 

INTERNATIONAL 

business  enterprise* 

By  Endet  J.  Kotde  t 


THE  STRUCTURAL  SCHEME  OF 
INTERNATIONAL-TRADE  MANAGEMENT 

Multinational  business  organization  has  been  changing  rapidly.  In  the  process 
new  concepts  have  emerged  which  have  greatly  expanded  the  once  rather  stan¬ 
dardized  pattern.  To  capture  the  dynamics  of  this  evolution  it  is  necessary  to  start 
with  an  analytic  reformulation  of  the  international  trade  structure.  .  .  .  [T]he  his¬ 
toric  pattern  consisted  of  three  different  business  institutions:  the  domestic  firms, 
including  manufacturers,  growers,  and  distributors  in  the  country  of  origin;  the 
international  trade  intermediaries,  such  as  exporters,  importers,  and  custom 
brokers;  and  the  foreign  firms  which  performed  the  distribution  function  in  the 
country  of  consumption  or  served  as  sources  of  supply  for  imports. 

Thus,  the  management  of  foreign  trade  was  divided  among  the  three  institu¬ 
tional  zones,  the  firms  in  each  zone  carrying  out  a  certain  part  of  the  process  and 
depending  on  firms  in  the  other  two  for  its  completion.  To  visualize  graphically  this 
managorial  specialization  among  the  institutional  zones,  the  total  scope  of  man¬ 
agement  jobs  might  be  viewed  as  a  line  connecting  the  point  of  production  in  the 
country  of  origin  with  the  point  of  consumption  in  the  country  of  destination  as 
shown  in  Figure  1 .  The  functions  performed  by  each  zone  can  then  be  sequestered 
as  threo  successive  segments  in  the  total  management  process.  Although  inter¬ 
dependent,  the  institutions  in  the  different  zones  were  not  integrated  with  those 
in  the  others  through  either  ownership  or  control. 

Requirements  for  executive  capabilities  varied  from  zone  to  zone.  Those  in  the 
domestic  zone  needed,  and  typically  only  possessed,  the  most  rudimentary  ac¬ 
quaintance  with  any  nondomestic  aspect  of  the  overall  process.  Since  they  func¬ 
tioned  c  mtiroly  within  the  jurisdiction — both  legal  and  cultural — of  the  country  of 
origin,  tHuy  had  minimal  contact  with  the  market  overseas.  For  all  practical  pur¬ 
poses  ttno  domestic  phase  of  foreign-trade  management  was  not  different  from 

*  In  tr't  ntiuoruil  Hunt  inns  Enterprise,  Kndel  J.  Kolde  ©  1968  by  Prentice-Halt,  Inc.,  Engle¬ 
wood  CUtts,  N  J.  (excerpt*  from  pp.  242-55,  260,  277-78).  Reprinted  by  permission. 

t  Th«-  .mdior  ts  Professor  of  International  Business  in  the  Graduate  School  of  Business, 
University  of  Washington. 
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StructiH-e81  PhaseS  °* the  Forei9n-Trade  Process  under  the  Traditional  Institutional 
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Early  Structural  Models  of  International  Industrial  Companies 

Deviations  from  the  three-zone  structure  can  be  traced  to  the  colonial  compa¬ 
nies.  However,  outside  the  colonial  realm  such  deviations  remained  rather  excep¬ 
tional  until  the  period  between  the  two  world  wars,  when  extreme  protectionism 
severely  limited  opportunities  for  international  trade.  Since  the  tariff  walls  were  too 
high  to  climb,  the  only  way  to  reach  foreign  markets  was  by  being  established 
behind  them.  Consequently,  acquisition  of  foreign-based  production  facilities  be¬ 
came  a  growing  factor  in  international  business. 

Yet,  both  the  philosophy  and  the  organizational  ideas  remained  embedded  in 
the  traditional  concept  of  foreign  trade.  Where  the  choice  existed,  a  company  was 
interested  not  so  much  in  going  new  ways  as  in  gaining  control  of  the  traditional 
route,  not  so  much  in  developing  foreign  production  bases,  except  in  the  extractive 
industries,  as  in  circumventing  the  international  intermediaries.  Accordingly  the 
main  thrust  of  the  industrial  corporation  was  to  create  its  own  foreign-trade  organi¬ 
zation  in  the  image  of  the  export  and  import  firms  it  was  to  displace.  In  smaller 
firms  the  new  trade  organ  was  a  foreign-trade  or  export  department;  in  large  ones, 
a  foreign-trade  division  or  export-selling  company.  The  latter  represented  the 
ultimate  under  tho  foreign-trade  concept,  it  was  a  wholly  owned  subsidiary  located 
in  tho  same  country  as  tho  parent  concern  and  prepared  to  perform  all  the  func¬ 
tions  previously  left  to  the  independent  intermediaries.  It  represented  a  channel 
for  direct  trade  and  an  instrument  of  centralized  control  over  both  the  domestic 
and  the  international  phases  of  the  foreign-trade  process. 

When  tariffs  compelled  direct  investment  in  overseas  facilities,  the  model  ar¬ 
rangement  was  the  so-called  allied  export  company— &  firm  incorporated  and 
situated  abroad  in  which  tho  U.S.  parent  held  some  stock  but  which  it  seldom 
owned  outright.  Although  tho  allied  export  company  was  also  engaged  in  manufac¬ 
turing  activities,  its  principal  purpose  remained  export  marketing,  as  indicated  by 
its  namo.  Frequently,  tho  manufacturing  operations  were  conceived  by  manage¬ 
ment  as  a  wedge  for  prying  market  openings  from  within  when  import  restrictions 
made  markets  'impenetrable  from  without.  The  logic  was  that  a  company  estab¬ 
lished  within  a  country  can  mobilize  public  support  and  governmental  interest  to 
win  special  consideration  and  privileges  in  regard  to  foreign-trade  restrictions. 
However,  manufacturing  was  not  purely  a  camouflage  for  the  import  strategy. 
Often  tho  manufacturing  activity  outranked  trade  in  its  growth  and  generation  of 
profits.  But,  since  tho  top  management  of  the  parent  firm  was  guided  by  an 
inward  looking,  nationalistic  perspective,  exportation  was  generally  preferred  over 
plant  and  production  abroad. 

Both  tho  export-soiling  company  and  the  allied  export  company  are  rapidly 
approaching  extinction.  T  hose  forms  which  have  emerged  in  recent  years  have 
i  other  absorbed  thorn  or  displaced  them.  This  process  was  particularly  conspic¬ 
uous  in  tho  1950's. 

An  Overview  of  Alternative  Organizational  Arrangements 

f  ho  mam  organizational  arrangements  which  now  exist  are  shown  in  Figure  2. 
Tho  shaded  areas  show  tho  international  entities  of  tho  company.  In  a  general 
sense,  the  alternatives  also  reflect  the  stages  of  growth  from  indirect  exporting 
to  a  fully  integrated  international  corporate  structure.  Lately,  however,  there  has 
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of  the  export-selling  company  in  older  firms  (but  not  in  others),  it  is  structurally  and 
functionally  different.  Unlike  the  older  forms,  it  drops  all  pretense  of  being  an 
offshoot  of  the  sales  organization  (a  subordinate  outlet  with  narrowly  defined 
objectives)  and  assumes  the  role  of  an  operationally  autonomous  enterprise 
whose  factories,  warehouses,  employees,  and  customers  are  not  located  in  its 
country  but  are  scattered  in  different  foreign  areas.  Production  and  finance  are 
thus  organic  to  it,  and  export  selling  is  expanded  to  international  marketing,  with 
aspirations  and  capabilities  of  a  higher  order.  Any  need  to  be  organized  in  the 
image  of  the  international  middlemen  firms  is  thus  eliminated  and  a  new  structural 
model  emerges.  It  is  shown  in  Figure  3. 

In  this  prototype  the  top  echelons  of  the  parent  company  remain  unaffected 
except  for  the  addition  of  a  vice-president  to  serve  as  the  contact  officer  between 
the  parent  and  the  subsidiary.  The  latter  has  its  own  policy-making  organs:  board 
of  directors,  president,  and  staff  vice-presidents  for  each  functional  area.  In  the 
chart,  these  latter  functionaries  are  indicated  by  the  oval  boxes,  as  are  their 
counterparts  in  the  parent  firm.  The  line  officers,  on  the  other  hand,  are  indicated 
by  rectangular  boxes.  The  IHC  board  is  chaired  either  by  th’e  contact  officer  or 
the  president  of  the  parent. 

The  lino  organization  of  the  international-headquarters  company  follows  the 
territorial  principle.  Divisions  or  subsidiary  companies,  set  up  for  all  appropriate 
world  regions,  carry  out  the  actual  operations  of  the  firm.  These  in  turn  control 
the  foreign-based  affiliates— wholly  owned  subsidiaries,  joint-venture  companies, 
or  others. 

From  Export  Management  to  International  Management.  The  underlying 
principle  of  the  now  model  is  not  functional  but  geographic.  The  international- 
headquarters  company  is  not  limited  to  exporting  or  to  any  functionally  delineated 
responsibility  as  such,  but  undertakes  all  functions  the  company  carries  out 
abroad,  Its  managerial  jurisdiction  is  defined  not  by  the  nature  of  the  job  but  by 
the  geographic  scope  or  location  of  the  job.  Accordingly,  the  international-head¬ 
quarters  company  may  be  compared  to  the  State  Department  of  the  U.S.  govern¬ 
ment  or  to  any  ministry  of  foreign  affairs.  Its  functional  dimension  knows  no  limit, 
but  its  territorial  dimonsion  is  sharply  defined. 

Tho  Hmction&t  Spoctra.  Based  on  this  concept,  the  new  model  also  creates 
now  requirements  for  managerial  preparedness,  although  the  requisites  for  export 
management  remain.  Figure  4  shows  how  the  spectrum  of  managerial  functions 
is  changed,  Under  tho  oxport  scheme  functions  were  limited  to  selling  and  shipping 
tasks;  now  they  encompass  not  only  a  more  complete  multinational  program  but 
also,  and  more  importantly,  many  nonmarketing  responsibilities. 

.  In  fully  developed  international-headquarters  companies  the  spectrum  of  man¬ 
agement  functions  Is  actually  wider  than  that  of  the  parent  corporation  itself  be¬ 
cause  tho  former  encounters  problems  peculiar  to  multinational  activities:  interna¬ 
tional  transfer  pricing,  dealings  with  foreign  governments,  negotiations  with 
supranational  bodies,  In  addition,  it  must  be  able,  on  the  one  hand,  to  adapt  its 
objectives,  policies,  and  methods  to  the  social  and  cultural  conditions  of  each 
country  in  its  territory  and,  on  the  other  hand,  to  create  sufficient  uniformity  and 
continuity  for  effective  coordination  and  control  of  the  entire  multinational  struc¬ 
ture.  In  complexity,  tho  skills  and  capabilities  which  the  management  of  a  multina¬ 
tional  enterprise  must  possess  dwarf  those  of  the  traditional  foreign-trade  execu¬ 
tive.  Consequently,  tho  new  scheme  marks  the  beginning  of  what  now  is  called 
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Comparative  Spectra  of  Functional  Responsibilities:  A 
Schematic  Sketch 


EXPORT  MANAGEMENT  INTERNATIONAL  MANAGEMENT 

international  ox  multinational  management  as  distinct  from  export  or  import  man¬ 
agement.  And,  at  the  same  time,  it  completely  changes  the  concept  of  an  interna¬ 
tional  executive,  together  with  the  requirements  for  becoming  one. 

The  changeover  to  the  IHC  plan  reached  its  apex,  in  the  late  1950’s,  and  by 
the  early  1960’s  it  had  become  the  dominant  organizational  format  for  U.S.  busi¬ 
ness,  including  both  industrial  and  nonindustrial  companies.  Even  service  firms 
such  as  management  consultants,  market  research  agencies,  and  accounting 
firms  adopted  this  plan. 

The  Base  Company 

The  base-company  format  had  its  beginning  in  the  search  for  sanctuaries  where 
foreign-source  income  could  be  accumulated  with  minimum  tax  depletion.  Wide 
differences  in  corporate  income  taxes  among  countries  induced  the  search.  The 
low-tax  countries — especially  the  Bahamas,  Panama,  Liechtenstein,  Switzerland, 
and  Hong  Kong— -became  the  preferred  locations  for  the  tax-haven,  or  profit- 
sanctuary,  subsidiaries,  as  the  initial  base  companies  were  commonly  called.  Many 
of  these  were  paper  corporations  without  physical  facilities  or  administrative 
capabilities.  Their  value  derived  from  the  fact  that  the  U.S.  internal  revenue  laws 
did  not  cover  foreign-source  income  as  long  as  it  remained  abroad.  But,  although 
the  tax  savings  were  real,  they  were  not  the  only  advantages  of  the  foreign  holding 
company.  Many  firms  found  it  both  ethically  and  organizationally  desirable  to 
endow  them  with  the  authority  of  actual  management  by  making  them  the  head¬ 
quarters  for  their  foreign  operations. 

The  1962  Revenue  Act  wiped  out  the  pure  tax-haven  companies  by  making 
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foreign-source  income  of  U.S.  firms  taxable  irrespective  of  where  the  funds  were 
kept.  This  helped  to  make  the  base  company  an  international-headquarters  com¬ 
pany  located  abroad  rather  than  in  the  same  country  with  the  parent  firm.  In  its 
structure  the  base  company  duplicates  the  international-headquarters  plan  with 
the  exception  of  its  location.  The  advantages  that  it  offers  over  the  IHC  model  are 
(a)  better  integration  of  top  management  and  operations,  (b)  greater  autonomy 
and  less  likelihood  of  interference  by  the  parent,  (c)  greater  financial  flexibility  in 
transferring  earnings  and  assets  from  one  country  to  another,  and  (d)  spreading 
political  and  financial  risk  of  the  enterprise  as  a  whole.  The  negative  aspects  are 
(a)  complications  of  management — domestic  routines  and  practices  which  can  be 
employed  in  the  IHC  must  be  reformed;  (b)  loss  of  U.S.  treaty  and  diplomatic 
protection;  and  (c)  closer  scrutiny  by  U.S.  tax  and  trade  authorities. 


The  World  Company 

nrocessTnl0?  T"*"?!!0"3! firms  now  are  Patterned  after  the  IHC  model,  the 
enTstmn?,  rP  hT  development  has  not  ended  there.  A  new  and  still  differ- 

IHC  mo£?h£ ThT 9  h  *  ^  P'an  iS  Sh0Wn  in  R9ure  5‘  A|tt>ough  in  the 
as  the  fund3mln  ?  ry  belWeen  d0mestic  and  ''^national  was  emphasized 
'ta! cr,ter,on- the  world-company  model  abandons  this  dichotomy 

tic  to  muSfonal  aSTh^'Tf  ‘ ^  °Perati°nS  by  subordinating  domes 

the  IHC  plan  retain  their  inward  ^  °fthe  P3rent  corP°rat'on,  which  under 

to  the  global  point  of  view  and  tha  nrf  ’  d0m®stl^  or,entation,  are  thus  reoriented 
pomt  of  view,  and  the  previous  dual, stic  structure  is  eliminated  from 
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the  policy-making  organs.  The  entire  headquarters  staff  becomes  multinational  in 
managerial  responsibility  and  outlook. 

The  operating  units  are  again  organized  on  the  territorial  principle,  each  being 
defined  in  terms  of  a  particular  world  region  and  thus  adapted  to  the  economic 
and  cultural  peculiarities  of  it  Needless  to  add,  area  expertise  thus  takes  prece¬ 
dence  over  functional  and  product  knowledge  for  general-management  positions 
on  the  operational  level.  Some  firms  are  now  attempting  to  insert  a  product  organi¬ 
zation  in  the  world-company  framework;  but,  for  the  time  being  at  least,  no  clear- 
cut  conceptual  solution  has  emerged.  When  it  has  been  tried,  the  result  has  been 
a  double  structure  utilizing  both  territorial  and  product  principles. 

Although  the  world-company  plan  is  still  in  its  infancy,  having  been  first  at¬ 
tempted  in  the  mid  1 950’s,  the  conversion  to  it  has  been  considerable,  especially 
among  companies  whose  product  line  has  a  relatively  universal  demand,  such  as 
petroleum,  soft  drinks,  and  drugs.  It  might  be  added  that  the  model  is  being 
adopted  not  only  by  industrial  giants  but  also  by  more  and  more  smaller  firms, 
many  having  skipped  the  IHC  stage. 

The  Transnational  Company 

The  transnational  company  originated  in  Europe.  It  differs  from  the  world  com¬ 
pany  in  that  both  ownership  and  control  of  the  corporate  structure  are  interna¬ 
tional.  Its  management  is  polycentric;  there  is  no  parent  company  as  such,  no 
central  source  of  power,  no  domestic  market  or  principal  domicile.  Its  capital  is 
raised  from  whichever  capital  market  provides  the  best  source  for  a  particular 
venture;  and  top  management  is  divided  among  several  headquarters,  each  in  a 
different  country,  and  functions  as  an  international  coalition  rather  than  as  a 
command  hierarchy.  In  essence,  then,  the  transnational  company  can  be  visual¬ 
ized  as  a  group  of  management  centers  jointly  administering  a  network  of  operat¬ 
ing  companies. 

Although  a  few  such  polycentric  multinational  firms  now  exist  (Unilever,  Royal 
Dutch-Shell),  the  attitude  of  international  executives  toward  this  plan  remains 
reserved.  Whether  it  will  ever  reach  a  status  comparable  to  that  of  the  other  plans 
seems  doubtful  at  this  time.  However,  the  development  of  foreign-base  companies 
with  strong  subsidiaries  of  their  own  resembles  the  transnational  concept. 

Contrast  between  the  New  Models  and  the  Traditional  Scheme 

How  basic  a  change  these  new  models  represent  is  demonstrated  in  the  struc¬ 
tural  model  of  the  typical  industrial  corporation  of  the  foreign-trade  era  in  Figure 
6.  As  in  the  previous  charts,  the  international  organs  are  indicated  by  shading.  Here 
the  international  aspects  of  management  are  limited  in  terms  of  both  function  and 
position.  The  operation  is  not  well  organized  as  a  hierarchy.  The  chief  international 
executive— the  export  manager — is  subordinate  to  a  functional  department  head 
rather  than  being  part  of  general  management.  No  top  executive  has  his  primary 
responsibility  in  the  international  field. 

FOREIGN-BASED  AFFILIATES 

How  the  foreign  entities  of  a  company  are  organized  is  basically  a  matter  of 
law.  To  gain  entry  in  a  particular  country  a  company  must  comply  with  all  the  legal 
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restrictions  than  are  those  which  aDDlv  to  n^i"1*0  3  Country  are  subJ'ect  to  more 
requirements  a  company  has  fourTltamat  P  6’  9°°dS’  °r  capital-  To  meet  the 
license;  form  a  subsidiar^  company  und^r Ih*  approaches:  for  a  branch 

joint  venture  with  one  or  moretadioenous  rV^  °f  th®  h°St  country:  create  a 
agreement  with  an  existing  firm  The  last  two  alto30'?5’  °r  enter  int0  a  licer|sing 
rate  chapters;  the  first  two  are  the 

Foreign  Branches 

Physical  offs^cfo^oHh^  a  S®parate  iuridic  entity  but  only  a 

are  in  the  same  country  the^are  subiecUothP  «  S  ***'  *e  branCh  and  the  paren* 
status  of  the  branch  is  of  small  concern  as  fho  na"16  T*'0"3' jurisdiction- The  legal 
ble  for  any  legal  action  taken  either  by  or  aqainsUhrhrTT3,^^"13'"3  respons'- 
were  located  in  a  different  country  aUeaalfv  inmi^r  w  h’  f’  however-  a  branch 
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ment,  the  parent  firm  would  be  outside  the 
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the  reach  of  the  juridical  organs  of  the  government.  No 

such  immunity  to  law  in  its  territory.  For  this  reason  licenses  ... .  .  . 

operations  to  nonresident  companies  only  if  the  branch  is  do  ^  tho 

a  responsible  national  of  the  host  country  serve  as  the  ©9^  ,  nnxA/fir 

establishment.  The  custodianship  must  be  based  on  a  forma  y  P 

of  attorney,  in  which  the  company  conveys  to  the  foreign  ci  ize  ^ 

complete  jurisdiction  over  the  branch.  Since  such  an  arrangemen  su  e 

problems  and  additional  uncertainties,  branches  are  relatively  uncorn  on  in  mu  h 
national  companies  except  as  subunits  of  a  national  or  regiona  su  si  lary  imi  e 

to  one  single  country.  , 

The  foreign  branch  has  other  weaknesses  also.  Business  icenses  may  e  o 
short  duration,  and  frequent  renewals  involve'considerable  expense,  regu  a  ions 
and  governmental  surveillance  may  be  tighter;2  the  taxable  base  may  e  so  de¬ 
fined  that  the  branch  becomes  taxable  not  on  the  basis  of  its  own  earnings  or 
assets,  but  on  the  basis  of  the  total  profits  or  capitalization  of  the  multinational 
corporation  as  a  whole. 


Foreign  Subsidiaries 

To  avoid  such  discriminatory  treatment  most  companies  prefer  to  organize  their 
affiliates  as  indigenous  enterprises  under  the  laws  of  the  host  country.  Although 
the  legal  forms  of  enterprise  (partnership,  corporation,  etc.)  have  over  the  years 
become  relatively  similar,  significant  differences  still  exist.  The  most  significant 
among  them  is  the  existence  of  organizational  forms  other  than  the  corporation 
which  have  juridic  personalities  separate  from  their  owners  and  in  which  the 
owners’  liability  is  limited  to  their  investments  in  the  enterprise.  For  example, 
German  law  provides  for  a  limited-liability  company  (G.m.b.H.)  which  resembles 
the  U.S.  corporation  in  all  features  essential  to  management  yet  enjoys  much 
greater  freedom  of  action  under  law  than  does  the  German  equivalent  of  the 
corporation  (A/G).  Thus  the  American  term  to  incorporst&  is  often  as  misleading 
as  is  the  popular  notion  that  the  various  national  affiliates  of  a  multinational  com¬ 
pany  are  corporations  in  form.  Many  are  not.  And  many  others  should  not  be.  With 
the  growth  of  the  multinational  company,  U.S.  management  has  become  more 
aware  of  the  legal  differences,  and  more  sophisticated  use  is  now  being  made  of 
the  various  organizational  opportunities  which  the  laws  of  different  countries  pro¬ 
vide. 

To  qualify  for  establishment  in  most  countries,  the  law  requires  that  a  certain 
number  of  directorships  or  other  key  positions  in  the  firm  be  occupied  by  local 
nationals.  Compliance  with  this  requirement  produces  a  statutory  or  cfe  jure  ad¬ 
ministration  which  many  companies  find  unsuitable  for  the  actual  management  of 
the  affiliate,  so  they  limit  the  functions  of  these  statutory  executives  to  those 
prescribed  by  the  charter:  holding  an  annual  meeting,  signing  necessary  forms  and 
reports,  sanctioning  legal  contracts,  etc.  To  safeguard  itself,  the  parent  company 
must  fill  these  positions  with  people  of  unquestionable  integrity,  or,  more  com¬ 
monly,  counterbalance  their  official  powers  with  contractual  constraints  such  as 
leasing  the  assets  to  the  de  jure  administration  with  the  proviso  that  the  officers 
“delegate”  the  operational  responsibilities  to  individuals  appointed  by  the  lessor. 

2  For  example,  the  branch  may  be  required  to  patronize  local  suppliers,  not  compote  with 
local  industry,  or  refrain  from  employing  nonnationals. 
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especially  among  manufacturers  an h  h  -  *  l,  f  ^ecome  P°Pular  in  recent  years, 
local  facilities  and  technical  personnel  a  "  Ut°rS  °*  technical  Products,  for  whom 
servicing  their  customers  To  enable  the  for^on6"*1^  ^  making  installations  and 
necessary  capital,  it  may  be  permitted  ^  le93"y 

assets  such  as  its  buildinn  nnpiinm„n,  .;  parent  t0  turn  over  some  existing 
goodwill.  Moneta?  values  can  hTa?  ’  T*'  Pr0duction  Passes,  and  even 
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Definition  of  Joint  Ventures 
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foreign-based  e«elses^ll?h»1n>'  8  Cte,lr®on  would  embra“  "«  only 

whose  slock  is  partiallv  hew  hv  lh  *  0  or  more  d'ff0rent  firms  but  also  those 

view  a  case  "T  3  te»al  ***  °< 

But  from  economic  and  administrative  Lint®  ^ 3renterpnses  as  ioint  ventures. 

joint-venture  concept  undermines  its  rentrlT  w  VI6W  SUCh  an  extension  of  the 

partnership  in  the  pure  sense  of  the  wnrd  h  Jdea  partnershlP-  There  can  be  no 

the  local  or,  for  that  matter  the  intemat-  et^een  a  forei9n  corporate  owner  and 

though  the  Stockholm are StOCkholders  of  a"  ^terprise.  Al- 

ties,  they  do  not  legally  share  in  practiceTnttS  C°ntr01 0verthe  company’s  activi- 
firm.  y  y  snare  in  practice  in  the  management  and  direction  of  the 

entities  from  differen^countde^particfpate  o^ a^e0  Wh'Ch  °r  m°re  economic 

is  not  limited  to  equity  cap foJbrt  nl  ^  Permanent  basis.  The  participation 
through  manufacturing  pmcesses  EZh  ST*  1°  COntrol  °f  the  undertaking 
other  operationally  essential  factors  When  managenal  know-how,  or 
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In  return  for  the  property  rights  transferred  to  it,  the  foreign  firm  pays  royalties 
normally  based  on  its  output  or  sales  of  the  licensed  product. 

The  Licensing  Agreement 

A  licensing  arrangement  is  always  formalized  in  a  written  agreement  which 
stipulates  which  property  rights  are  being  transferred;  the  royalties  or  other  consid¬ 
erations  paid;  where  and  how  the  rights  are  to  be  utilized;  under  which  circum¬ 
stances  the  rights  are  to  revert  to  the  licensor;  and  the  degree  of  participation  the 
licensor  is  to  have  in  the  licensed  operations  of  the  licensee  or  in  the  marketing 
of  the  licensed  products.  The  contract  may  further  cover  the  period  of  time;  the 
size  of  the  territory  covered  by  the  arrangement;  the  methods  of  control  and 
payment;  the  applicable  law  in  case  of  conflict;  and  the  method  of  arbitration,  if 
appropriate. 

Besides  providing  an  alternative  to  export-import  trade  and  direct  investment, 
licensing  agreements  also  provide  an  inexpensive  means  for  exploring  and  testing 
a  company’s  growth  potential  in  a  particular  foreign  area  before  any  irretrievable 
investment  is  made.  From  a  risk  standpoint  licensing  agreements  entail  greater 
risk  than  normal  export  operations  but  considerably  less  risk  than  direct  invest¬ 
ments.  For  this  reason,  licensing  is  frequently  used  as  a  transitional  phase  be¬ 
tween  export  and  foreign  manufacture  in  a  company’s  international  expansion 
process  and  is  succeeded  by  a  more  extensive  commitment.  So-called  royalty  and 
stock  participation  agreements  are  specifically  designed  for  gradual  conversion 
from  licensing  to  equity  operation.  They  provide  for  a  low  or  a  declining  royalty 
plus  a  stock-purchase  commitment  in  a  new  or  existing  establishment  to  succeed 
the  licensing  arrangement.  The  licensee  acquires  a  partial  ownership  interest  in 
the  successor  company  through  the  stock  purchases.  In  cases  where  local  equity 
capital  is  not  available  in  sufficiently  large  blocks  to  establish  a  joint-venture  facility, 
the  facility  may  initially  be  financed  by  the  U.S.  licensor  and  gradually  converted 
into  a  joint  enterprise  under  a  royalty  and  stock-purchase  agreement.  Thus,  such 
arrangements  permit  equity  financing  from  the  proceeds  of  the  very  product  for 
which  the  equity  was  intended. 

Licensing  has  sometimes  been  defined  as  exporting  of  know-how.  However, 
it  is  also  a  continuous  cooperative  relationship  between  the  parties  for  their  mutual 
benefit.  It  is  correct  to  classify  licensing  as  a  nonequity  joint  venture  where  pooling 
of  resources  among  the  partners  is  the  overriding  characteristic.  It  is  not  to  be 
equated  with  direct  investment;  the  industrial  property  rights  are  not  sold  outright 
but  leased  or  loaned  for  a  definite  period,  and  the  proceeds  are  royalties — not 
dividends  or  profits. 
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OBJECTIVES  OF  NEW-PRODUCT  POLICY 
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McGraw-Hill  Book  Company^I^CEx^e^from  ^.i0^dgar  A'  Pessemier-  Copyright  1966. 
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Business  Review ,  May-June,  1957,  p.  52.  ’  Organize  for  New  Products,”  Harvard. 
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TABLE  1 

New  Products  Classified  By  Product  Objective 


Product  Objectives 

Increasing  Technological  Newness - ► 

No  Technological  Change 

Improved  Technology 

New  Technology 

Increasing 

Marketing 

Newness 

V 

No 

Market 

Change 

Reformulation 

Make  minor  modifi¬ 
cations  in  product 
to  reduce  cost  and / 
or  improve  quality. 

Replacement 
Make  major 
modifications  in 
product  to  re¬ 
duce  cost  and/ 
or  improve 
quality. 

Strengthen 

Market 

Remerchan  dising 

Make  present  products 
more  attractive  to  the 
type  of  customers  pres¬ 
ently  served. 

Improved  product 

Make  present  prod¬ 
uct  more  useful  to 
present  customers 
by  improving  pres¬ 
ent  technology. 

Product-line 

extension 

Widen  the  line 
of  products  of¬ 
fered  to  present 
customers  by 
adopting  a  new 
technology. 

New  Market 

New  use 

Extend  sale  of  present 
products  to  types  of 
customers  not  presently 
served. 

Market  extension 
Extend  sales  to 
types  of  customers 
not  presently  served 
by  offering  a  modi¬ 
fied  present  product. 

Diversification 
Extend  sales  to 
types  of  cus¬ 
tomers  not  pres¬ 
ently  served  by 
offering  products 
of  a  new  tech¬ 
nology. 

which  has  historically  marketed  a  narrow  product  line  directly  tied  to  a  stable 
resource  base. 

Along  other  dimensions  of  product  policy,  contrasts  can  be  found.  Some  firms 
sell  classes  of  products  that  rapidly  change  their  physical  characteristics,  while 
other  companies  sell  products  which  vary  little  from  year  to  year.  Firms  producing 
data-processing  equipment  typify  the  former,  and  producers  of  salt  and  allied 
chemicals  represent  the  latter  situation.  Also,  the  degree  to  which  a  firm  pos¬ 
sesses  advanced  scientific  and  technical  skills,  an  established  market  position, 
and  so  on,  may  become  an  important  influence  in  shaping  diverse  product  policies. 
These  observations  underline  the  fact  that 

1 .  Sound  product  policy  is  an  essential  ingredient  of  sound  business  manage¬ 
ment. 

2.  Special  skills  and  conscious  attention  must  be  applied  to  the  problem  of 
maintaining  an  efficient  product  policy. 

3.  Effective  policy  must  be  built  on  a  clear  understanding  of  the  dynamics  of 
the  firm’s  external  environment  and  internal  resources. 

4.  Among  firms  in  an  industry  and  between  industries  diverse  product  policies 
are  common.  Simple,  ready-made  solutions  are  rare. 
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CONCEPTUAL  FOUNDATIONS  OF 
BUSINESS* 

By  Richard  Ee/is  and  Clarence  Wa!ton\ 

•"“>“«'*  ^rsity,  <«  sometimes  con- 
assodated  with  toleration  as  ODDosertt  of  freedom-  Pluralism  is  intimately 
coercion,  and  w th  a  hapov  blendhS  5  ^  7th  voluntarism  as  opposed  to 
reflects titose SiSSl^SS^t'^SS fhe, ““‘T"’1  ™S 

^ng'pSwen’™^0^ l6SS h3S  n  P^r^r^hny^eonrof ^countm- 

play  “^“ofwmm*'  "**  ’**' lheSe  associations  can 

from  various  groups’  actions  for  th^  iL o  re  les  on  the  consequences  flowing 
cerned  with  the  °aTamwraAiwiri!l6  of  policy.  Pluralism  is  less  con 

apt  phrasInnSrwT^rml^ ^:Puh»'«=PN'«sophy"-,ouseLippmann's 
the  leaders  of  these  yarious  priyate  sector!  irAm^ars^'eS’"8'^"”"  by 

r-  ***** 

From  a  political  standpoint,  pluralism  seek-?  tn  h.»M  ,1,-j 
traditions  of  liberalism  and  conservation ff,  lld  a  bnd9e  connecting  the 
Pluralism  is  marked^r^S^to^o  the '^al  tradition, 

change  rather  than  a  chanae  of  faith  w/h  themS  rather  ttlan  so|utions,  by  faith  in 

tion  and  reformation  are  the  natural  nmu  ’i  ltiera  'sm  insists  that  transforma- 
Piuraiism’s  oonSSe  taame^Sn  °  *  "'""“p  *«  “»«»  society, 
centralized  state  plannim,  on  throne  hand’  arjr  °'  s,ate  »°»«  and 

and  states’  rights,  on  the  other.  *  d  ,n  ,ts  esteem  of  local  responsibility 


uy  permission  o,  luuiara  u  Irwin  i».  u 
t  Dr.  Walton  is  President  of  Catholic  TTmV  ?  *  a  H°mewood>  I1L’  1961  (PP-  360-63). 

and  consultant  to  business.  University  of  America.  Dr.  Eells  is  a  noted  author 

,fc“  ”*«*"■**-*  <W**»  o/£»«.  (New  York:  John  Tiobout.  ,79» 
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Pluralism  seeks  to  diffuse  power  into  many  organizations  and  groupings  and 
tli  us  to  prevent  the  development  of  imbalances  of  power  and  to  assure  the  free¬ 
dom  of  the  individual  from  the  tyranny  of  the  one,  the  few,  or  the  many.  It  consti¬ 
tutes  a  continuing  challenge  to  totalitarianism  of  every  kind,  whether  the  rule  be 
dold  by  a  political  dictator,  by  a  business  or  labor  oligarchy,  or  by  the  masses 
themselves.  It  is  suspicious  of  claims  to  omniscience,  and  omnipotence  and  is 
therefore  as  much  opposed  to  the  ambitious  pretenses  of  a  James  Stuart  (the  king 
can  do  no  wrong),  as  it  is  to  the  Rousseauian  version  of  democracy  (the  collectivity 
can  do  no  wrong) .  .  . 


/=rom 

THE  MULTINATIONAL  CORPORATION* 

j£Fy  David  £  Ulientha/i 

Many  large  and  even  medium-sized  American  corporations  are  already  operat¬ 
ing  in  other  countries,  in  one  way  or  another.  By  operating  I  do  not  mean  merely 
that  they  have  a  financial  stake,  like  a  portfolio  investment,  in  business  in  other 
countries  than  thoir  own;  nor  do  I  refer  only  to  sales  agencies  or  distributors.  I  have 
particularly  in  mind  industrial  or  commercial  operations  abroad  which  directly  in¬ 
volve  corporate  managerial  responsibility. 

Such  corporations- -which  have  their  home  in  one  country  but  which  operate 
and  live  under  the  laws  and  customs  of  other  countries  as  well— I  suggest  be  called 
multinational  corporations. 


RELATIONS  WITH  GOVERNMENTS 

The  most  serious  problems  confronting  the  multinational  corporation  are  those 
concerned  in  its  relations  with  governments.  These  must  be  the  everyday  business 
of  the  corporate  manager.  If  he  handles  them  with  skill  and  patient  attention,  his 
company  should  prosper;  if  ho  underestimates  their  importance,  he  fails  to  bring 
tt*»e  full  force  of  his  training  and  resources  to  bear  on  them,  then  he  is  risking 
disaster. 

Multiplicity  of  Government* 

As  wo  all  know,  a  corporation  is  an  artificial  person,  created  by  government. 
1 1  ts  thus  the  offspring  of  a  government.  We  also  know  how  an  ordinary  corporation 
in  tho  United  States  must  relate  to  its  government  from  its  birth  through  its  creative 

*  Ity  lH-rmi'oilon  from  Ntitnatjvment  and  Corporation#  IStiS,  by  Melvin  Anshen  and  George 
t .  tu<  h  Copyright  IfWO  Mrdrnw  Hill  Book  Company,  ine.  (Excerpts  from  pp.  119,  121-28, 
l  :i,*r  Mi.  i;»H  *!*„',  H«  47,  l.Vt  !i7. 1 

*  Mr  i , ilii-tiih.il  is  Chairman  of  (hr  Board  and  President  of  Development  and  Resources 
<  V»r(mritt(«»«,  Now  York.  New  York, 
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*  Wil  incorpcrate  and  live  L*,  ?hT,lT  J  "}0,y  °'  one  government  and 
incorporate  and  *“  **  «  ™* 

country  Atota"  and  workin'munZ'"^^' "  ’"Jk?  a  “^"c"0"  comes  from 
a  perplexing  complication  The  immmrant  ^o  murtip  'clty  of  governments  will  be 
new  leg,,  pL«  ,P„d  S  ^  te 

Its  origin.  Legally  it  cannot  call  nn  itc  t P  Snt’ th®  9overnment  of  the  country  of 
can  the  **  Potion  and  supports 

without  at  the  same  time  offending  ite  new  parlnt^^o  Pare"tt0  S°me  6Xtent 
the  relationship  between  the  old  and  tha^o  huS  °ne  can  see  how  delicately 

The  problem  grows  more  comolLtfd  T  9°'frnments  must  be  balanced, 
corporation  are  multifarious.  Which  co^nt™  kth  °n9'ns  0f  the  mu|tinational 
an  entity?  Certainly  not  one  and  one  SnTofTf  pr°tectin9  Power”  of  such 
participated.  0n  y  of  the  several  countries  which  have 


Regional  Blocs 

ments,  but  also  with  regional  assLiatLs^Nnr^TK6^  ^'6"1  national  9°vern- 
will  multiply  the  already  burdensome  Droblem<5  f  he  formation  of  these  groups 
regional  body  is  essentially  a  kind  nf  nou  90vernment  relations,  for  a 

limited  powers,  created  by  its  members.  9°vemment  or  community,  though  of 

°f P^^^the' ™ib^^o!iarro^rati<^s,^l|nbe,neSS  .tbrou9b  ,tlie  9rowth 

under  the  developing  systems  Thev  will  hawo  t  be  prom,nent  citizens  living 
the  form.  The  old  state  C°"te"d  With  b°th  the  rea,ity  a"d 

govern  and,  perhaps,  contradictorily  Conflict"1’  ^  °eW  federal  authority  will 
ticipated  as  inescapable.  Accommodatino  to  th  ^  contradictions  must  be  an- 
the  multinational  corporate  manager’s  daily  task?  °tS  W'"  beC°me  3  Part  °f 


Multiplicity  of  Regulations  and  Liaison 

witl^se^eral^erh^s^du^^aTupran^ionakT*'1  °T  f°reign  9°vernment  °r 

services  of  government,  the  protection  of  anver  9'°nal  9roup— he  will  need  the 
of  the  facilities  of  government  far  moro  9°ver?m®nt- and  an  intimate  knowledge 
domestic  business.  Even  for  domestic  operationVto  '?°  mana9es  a  purely 
tions  has  grown  heavy.  With  the  increaLd  *°’.th  We'9ht  of  Sovernment  rela¬ 
ment  regulation  has  naturaly °I.eC°nomic  ,ife-  ^ern- 
regulations  is  a  large  and  indispensable  Dartoflhf'  Compliance  with  government 
w'h  authorities  «  a  primary  duty 

*****  ^ 
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Working  under  Foreign  Governments 

But  the  big  job  of  government  relations  for  the  multinational  corporation  will  be 
its  relations  with  the  individual  government  overseas.  The  American  business 
executive  who  thinks  of  his  own  government  as  ubiquitous  will  be  surprised  at  how 
pervasive  relations  with  governments  abroad  can  be. 

First,  the  multinational  corporation,  though  it  be  incorporated  in  the  country  of 
operations,  will  face  the  problem  of  being  a  foreigner.  The  status  of  a  foreigner 
has  a  very  tangible  significance  in  law  and  business.  Emotionally,  the  progression 
of  some  forms  of  nationalism  goes  something  like  this — foreigner,  alien,  stranger, 
suspect  Legally,  it  is  somewhat  the  same.  There  are  separate  laws  for  aliens — im¬ 
migration  and  similar  laws  which  govern  only  aliens  or  travelers.  There  are  sepa¬ 
rate  laws  governing  alien  corporate  registration,  ownership  of  land  and  stock  by 
foreign  corporations,  and  always,  special  tax  laws.  Finally  there  are  all  the  laws 
governing  international  business  relations,  financial  and  informational.  All  these 
require  understanding,  compliance,  and  continuing  government  relations.  Fre¬ 
quent  and  seemingly  interminable  negotiations  and  relations  with  governments 
and  their  bureaucracies  will  be  the  lot  of  the  executive  in  a  country  not  his 
own.  .  .  . 

***** 


Political  Activity 


***** 

Should  the  multinational  corporation  go  into  politics?  Certainly  not  the  kind  of 
politics  which  in  an  earlier  day  took  the  form  of  secretly  subsidizing  rebel  leaders 
or  keeping  cabinets  on  a  payroll.  But  can  a  multinational  corporate  management 
possibly  avoid  action — economic  or  business  action — that  has  political  conse¬ 
quences?  I  think  not.  .  .  . 

...  [A]  corporate  manager  overseas  must  not  be  content  simply  to  master 
the  intricacies  of  a  government’s  tax  law.  He  must  also  study  the  political  forces 
which  shaped  that  law— and  which  may  modify  it  or  even  strike  it  from  the  books 
tomorrow. 

The  corporate  manager  who  is  politically  alert  and  knowledgeable  will  be  in  a 
position  to  form  broad  and  sound  judgments  about  the  course  of  his  firm’s  career. 
A  lively  awareness  of  politics  in  the  broadest  sense  can  be  the  key  to  constructive 
relations  with  governments,  and  these  relations,  in  turn,  have  a  definite  bearing 
on  the  success  of  his  business  enterprise. 

***** 


SOME  LONG-RANGE  EFFECTS 

***** 

It  is  not  out  of  the  question  that  multinational  corporate  operations  also  will  give 
us  the  beginnings  of  a  world-wide  system  of  business  ethics.  This  system  would 
govern  business  dealings  between  competitors,  regulate  sharp  business  prac¬ 
tices,  unfair  competition,  and  even  what  we  call  “commerical  bribery.”  Laws  and 
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attitudes  opposed  to  venality  in  government  office  or  to  conflicts  of  interest  by 
government  officials,  which  are  generallly  accepted  as  right  in  the  West,  will  come 
to  be  introduced  in  other  areas.  In  the  main,  I  would  guess  that  in  Asia,  Africa, 
and  Latin  America  the  leaders  of  business  will  come  to  adopt  the  best  of  Western 
business  ethics.  In  consequence,  the  treaties  on  trade  practices  and  perhaps  even 
the  new  foreign  laws  on  commercial  bribery  and  business  expense  deductions  wilt 
imitate  the  most  enlightened  Western  standards. 

The  various  nations’  laws — not  to  speak  of  good  public  relations — will  generally 
require  that  there  be  separate  corporations  in  the  separate  countries.  The  task 
will  thus  be  to  secure  the  benefits  of  centralized  effort  and  understanding  while 
engaged  in  separate  ventures  in  the  different  countries.  .  .  . 

***** 

Multinational  corporations  will  influence  exports  and  imports  of  institutions 
other  than  those  directly  related  to  their  business.  They  will  export  not  only  the 
technology  of  the  countries  of  their  origin,  but  also  to  a  great  extent  the  concepts 
of  social  justice  of  these  countries. 


There  is  still  another  significant  contribution  of  the  multinational  corporation, 
it  is  patent  that  the  multinational  corporation  is  an  exercise  in  international,  (n 
binational,  and  in  multinational  activity.  Financiers,  businessmen,  managers,  tech¬ 
nicians  and  laborers  will  work  together.  Governments  and  government  officers 
will  work  together  in  settling  the  large  and  small  problems  incident  to  multinational 

S^aS•SiII!?,fe,!!,er,t^’l,  tnecessari,yimprove  b0th  the  climate  a"d  th® 

in  naS  w S  V  P°litiCa' aCtivity'  Thus  with  a"  '"Crease 

inevitable-^-thaHhere  Z!  IT  c°rporate  activitV.  it  is  possible-perhaps 
on  the  political  side  **  ^ 


From 

NEW  CREDENTIALS  FOR  MORALISTS* 

By  Brian  J.  O'Connell,  C.  MA 


°Ur  ghettos  work  fuiutme^or  $65  aweek  orTessTlie^a*  ""T*  °f  *** 
would  not  assault  another  person  vet  mii|iri°  The  avera9® Joe  American 

because  only  a  small  fraction  of  investment  canita!^^ °  'n  deteriorated  Housing 
mg.  Joe  would  not  steal  a  nickel  from  annth  P  ta  'S  be,n9  directed  toward  hous- 

Mts  of  ft.  fabo,  of  ™9  >0^0, AZoan  ^  »  he 

their  toil.  a  °r  Latin  American  miners  who  receive  pittances  for 


Ohio  .S"  “*  ""  ‘“™  SI  John',  University  „ 
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Why  do  these  built-in  injustices  in  our  institutions  continue?  One  reason  is  that 
the  responsibility  for  the  injustice  does  not  fall  directly  on  any  individual.  This  is 
the  phenomenon  that  Reinhold  Niebuhr  described  40  years  ago  in  Moral  Man  and 
Immoral  Society.  Joe  can  feel  quite  moral  because  all  his  face  to  face  relationships 
are  in  order,  but  he  shares  in  the  benefits  of  a  society  that  distributes  its  rewards 
and  opportunities  unjustly.  The  injustice  may  even  be  the  product  of  a  historical 
accident  for  which  no  one  is  responsible.  .  .  . 

Another  reason  for  these  built-in  injustices  is  that  systems  or  institutions  have 
their  own  dynamics  which  resist  change.  Both  the  affluent  and  the  poor  recognize 
the  inadequacies  of  the  welfare  system,  yet  the  established  bureaucracy  with  its 
dependent  constituents  continues  on  in  unchanging  patterns.  Sometimes  we  have 
to  stop  and  ask  if  we  are  compelled  to  serve  the  system  or  whether  the  system 
serves  us.  .  .  .  The  established  system  rolls  along,  gathers  momentum  and  defies 
attempts  to  change  its  course. 

Wo  need  a  whole  new  ethic  to  confront  this  situation.  The  Second  Vatican 
Council,  for  example,  pointed  to  this  new  dimension  of  moral  theology:  “Profound 
and  rapid  changes  make  it  particulary  urgent  that  no  one,  ignoring  the  trend  of 
©vents  or  drugged  by  laziness,  content  himself  with  a  merely  individualistic  moral¬ 
ity.  It  grows  Increasingly  true  that  obligations  of  justice  and  love  are  fulfilled  only 
if  each  person,  contributing  to  the  common  good,  according  to  his  own  abilities 
and  tho  needs  of  others,  also  promotes  and  assists  the  public  and  private  institu¬ 
tions  dedicated  to  bettering  tho  conditions  of  human  life".  .  .  . 

,  .  .  This  storn  emphasis  on  structural  or  instructional  morality  .  .  .  brings  up 
a  question:  for  what  shall  the  men  of  tho  late  20th  century  be  held  accountable 
before  tho  judgment  seat  of  God?  We  know  that  we  will  be  asked  what  we  did 
to  aid  our  neighbors  who  wore  poor  or  hungry  or  in  prison.  The  judgment  on  us, 
necessarily,  will  bo  stricter  than  on  the  Good  Samaritan.  His  life  became  entwined 
with  tho  victim  by  tho  side  of  the  road  because  of  physical  proximity.  But  our  lives 
are  ontwinod  with  people  around  tho  globe.  We  may  never  come  face  to  face  with 
tho  Peruvian  minor  or  tho  migrant,  but  we  enjoy  the  fruits  of  his  labor,  and  our 
decisions  about  minimum  wagos  or  import  surcharges  affect  his  life  style.  We  can 
answer  Christ  at  tho  judgment  only  If  wo  have  done  something  to  shape  our 
institutions  to  promote  tho  common  good  of  all  men.  The  Good  Samaritan  could 
not  bo  hold  accountable  for  tho  hungry  man  in  India  of  his  time.  It  is  not  so  in  the 
1  970's. 

.  .  ,  What  does  it  moan,  for  example,  when  the  prices  that  Americans  pay  to 
tho  Third  World  for  copper  or  cocoa  tend  to  remain  stationary  or  decline?  Pope 
Paul  is  trying  to  make  Christians  awaro  that  such  issues  and  questions  are  the 
stuff  that  charity  and  justice  are  made  of  today. 

Other  men  as  well  aro  calling  attention  to  this  institutional  dimension.  In  the 
K  timer  Report,  tho  Riot  Commission  said  in  summary:  "What  white  Americans 
have  novor  fully  understood-  -but  what  tho  Negro  can  never  forget— is  that  white 
society  is  deeply  implicated  in  tho  ghetto.  White  institutions  created  it,  white  institu¬ 
tions  maintain  it,  and  while  society  condones  it." 

Clearly,  tho  cry  of  "institutional  racism"  is  very  threatening  to  a  person  who  is 
charged  with  it  but  dons  not  understand  why.  Tho  groat  omotional  responses  that 
rosuit  can,  in  fact,  insure  that  nothing  is  accomplished.  Moral  theologians,  as  well 


866  The  ^  UM:  Science  and  Theofy  h  pojjcy  Decjsions 

task  of  explaining,  therefore, 
racial  difficulties  we  face  today.  prejudice  is  often  at  the  heart  of  the 

tha^  the  Same  manner 

Pies,  for  example,  nor  can  we  wait  for  ,innped:.There  Wl11  be  no  absolute  princi- 
tional  morality  will  depend  on  the  probableUcm°,nable  Cemude-  Ratber,  institu- 
These  days,  no  one  person  is  able^o  svntheS*  U?i°nf8  °f.the  Social  scientists- 
volume  of  books  in  the  manner  of  the  scholar  a  !r°f  lnstltutional  morality  in  a 

be  a  genius  in  international  relations  economic^' °8  °  d°  S°'  he  would  have  to 

ogy,  not  to  mention  a  few  other  sociat  scinces  a™ronmental  «*»nce  and  theol- 
not  exist.  The  conclusions  of  institutional  moralit^  n  30  3nimal  does  not  and  wil1 
for  any  great  period  of  time;  as  quickly  as^roblem^  004  b6  Valid'  co"aequently, 
and  more  complex  issues  are  sure  to  arisj  ^  303  y2®d  3nd  solved- newer 

*  *  *  * 

social  change.  Wm  toaldS  SPifenfets“JlSe,',UenMS  °f  “wtogical  and 
"tended  as  well  as  to  unin^ad  effect  haXTadls^^"  ^ 

its  des«nyra“  Sd^S"?  *"  ^  "aster  of 

3.  Likewise,  it  is  up  to  the  moralist  to  1™  df  3  °Wed  t0  ,ead  us  blindly.  . 

anrf'ttl ,SSUeS  th6y  have  t0  face-  In  its  timfmmpnt- Wh°  96t  sidetrack®d  from  the 
and  the  simple  life,  was  a  cop-out  toTho  ,  'C,Sm'  with  its  return  to  nature 

ndustnal  Revolution.  Existentialism  too^was  °f  **!?  Enli9htenment  and  the 
implications  of  large-scale  capitalism  for  the. 3S  ac  used  by  Marx  of  ignoring  the 

Dhilotrh"31  relationshiPs  and  the  discovert  ofmeT38868’  While  if  concenfrated 
P  osophies  or  of  movements  like  Der<snn2r  eaning  in  life.  Even  the  best  of 
evasions.  Highlighting  *1  C°mmUne  System 

tant  values,  especially  in  the  institution^0*8  °f  lfe’ they  can  '9nore  other  impor- 

sars,  to  organizata^olls  rSaS™  rr”n'  as  Hanroy  S, 

A  one-dimensional  approach  to  Irfe^vISh  ^eXtSndin9  itS  influence  over  men 
institutional  interest,  prevents  us  from  bein^wh  ’  ,e^phasi2es  the  personal  or  the 
of  life  in  the  20th  century.  9  Whol,y  human  and  facing  the  full  reality 

4.  Nor  can  moralists  be  deluded  hu  th„ 

power  in  the  initial  stages  of  sodal  acJvL!,  that  al'  power  is  P*  Wd 

9  at  'f  n°l  exclusive  power  over  social  ar^en013"8  3re  0ften  thou9ht to  have 
wasted  effort  and  fighting  mainly  strawl^' h fn°m'C  trends ■  What  results  is 
expect  great  changes  from  a  new  president  nr  d  fl9ureheads— as  when  people 
the  fact  that  little  will  be  changed  after  a^  Soli076'"^  3nd  9r3dUa,ly  awake" t0 
more  aware  that  politicians  have  limited  amo^ntof"*'8*8’ indeec1,  are  becoming 

1.  /8  T  38  h0Usin9-  urban  developmenT  inSL  C°n*01  °ver  such  asPects  of 
ti  |0n?p  ex  Political  activitism  has  its  qlanionr  of  3nd  ev6n  the  m'litary-indus- 

r *  -  -p«^rrsrs=- 

1  RMy'  ‘  "  -he  S0C„  sctoccs  ,s 
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necessary  if  one  is  to  have  any  real  understanding  of  institutional  morality.  .  .  . 

To  sum  it  up,  schools  today  must  transform  youth’s  mistrust  of  institutions  into 
the  realization  that  institutions  can  actually  be  controlled  and  made  responsive  to 
human  need.  Not  only  must  the  schools  inform,  they  have  to  inspire  talented  young 
people  to  prepare  themselves  to  move  into  the  centers  of  power  in  our  institutions 
and  direct  them  in  truly  humane  paths. 


From 

THE  TACTICS  OF  CREATIVE  TENSION* 

By  Jeremiah  J.  O'Connell 

“Of  course,  we  will  support  serious  efforts  to  fight  urban  deterioration  in  our 
city,  but  under  no  circumstances  will  we  tolerate  the  public  use  of  our  corporate 
name  in  this  connection!”  Making  this  statement  was  the  president  of  a  huge 
corporation  headquartered  in  Megapolis.  Surrounding  him  at  a  conference  table 
were  government,  civic,  business,  ecclesiastical,  and  academic  leaders  of 
Megapolis.  Symptoms  of  decay  in  Megapolis  brought  the  group  together  for  an 
off-the-record  weekend  conference.  In  moving  from  discussion  to  action  the  group 
was  trying  to  marshall  resources  to  launch  renewed  efforts  to  save  the  city.  First 
to  come  forward  with  a  concrete  offer  of  support  was  the  company  president  who 
insisted  on  anonymity  for  his  organization. 

Why  such  anonymity  when  so  many  other  corporations  were  queuing  up  for 
corporate  citizenship  kudos  for  contributions  to  any  and  every  worthy  cause?  Was 
it  biblical  modesty  wherein  the  left  hand  was  not  to  know  the  good  being  done 
by  the  right  hand?  Was  it  fear  of  back-lash  from  some  sector(s)  of  corporate 
stakeholders  who  might  resent  support  of  this  or  that  cause?  Was  it  caution  lest 
the  corporation’s  good  name  be  abused  in  the  classic  fund  raiser’s  whip  sawing 
technique  of  social  blackmail?  The  reason  offered  oy  the  president  challenged 
some  conventional  wisdoms  and  clarified  at  least  one  page  from  the  catechism 
of  social  activists.  In  paraphrase,  the  president’s  remarks  follow. 

Our  organization  publically  and  early  backed  numerous  worthy  causes— -civil 
rights,  minority  employment,  safety,  consumerism,  environmental  management, 
etc.  Our  motivation  was  frankly  an  inextricable  composite  of  selfishness  and  altru¬ 
ism.  In  a  way,  we  believed— and  still  do — that  “from  him  to  whom  much  has  been 
given,  much  will  be  required.”  In  our  naivete  we  learned  only  very  slowly  that  others 
had  a  significantly  different  reading  of  that  biblical  passage:  “from  him  who  has 
given  much,  much  will  be  required.”  The  more  we  gave  to  worthy  causes  and  the 
more  willing  we  showed  ourselves  to  get  involved,  the  louder  became  the  demands 
to  do  more  and  commit  more.  We  began  to  resent  the  ingratitude  of  those  we  had 
helped.  We  were  hurt  by  having  been  singled  out  for  public  notoriety  for  what  we 
had  not  done,  while  innumerable  other  organizations  were  left  unscathed  even 
though  their  record  of  social  responsibility  was  insignificant  or  non-existent. 
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activist  stnVingto0^  lesourcesTom  SI  sorSe'VeS  th®  Sh°6S  of  the  soci£ 
imagined  his  job  as  a  management  problem  nf  V°  ach,eve  worthy  ends.  W< 
of  input  as  possible.  Why,  from  his  nprcncf  Qettmg  as  much  output  per  uni 
recalcitrant  and  hard-headed  objectors  when6^^  ^  St°ne  Up  the  hi"  with  th« 

already  saved  and  trade  on  his  demonstrated  annd  preach  the  gospel  to  the 

tactic  from  those  optics— though  poss  blv  som2h '?  f,S  3  perfectly  reasonable 
has  a  way  of  shortening  the  s^iauSS's •  Shortsi9hted-  Cruel  reality 

five  of  “creative  tension.”  The  sociTactivisfs^68?13'09  h'S  activities  as  Produc- 
tense.  Rather  than  dissipate  energy and  we’ve 
to  worthy  ends,  we  decided  to  maintain  a  lower  nrof  !'0"  ^°Ut  questionab'e  means 
ment  to  good  corporate  citizenship  We  have  m2  6  Wh'  ®  cont,nuin9  our  commit- 
seeming  to  have  adopted  a  posture  of  “beninn  d,  aconscious  decision  to  risk 
organization  to  the  constant  buffetina  in  the  n  .  ect  ’  rather  than  to  expose  our 
experience  and  understand  the  tactics  of  JT  1°  forum’  Cnee  other  corporations 
a  different  cost/benefit  calculus  2  chLt  thZ  “S’  they  to°  hoover 
behavior.  on  chest  thumping  over  their  socially  responsible 
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